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pege2 Report of the directors

The directors have pleasure in presenting their report together with the audited accounts for the year ended 31 December 2001.

National Westminster Bank Ple (“the Bank™) is subject to the Listing Rules of the Financial Services Authority (“the Listing
Rules™) because it has preference shares listed on the London Stock Exchange. These preferences shares are defined as
Specialist Debt Securities under the Listing Rules. Accordingly, the Bank is exempt from the requirement to make certain
disclosures which are normally part of the continuing obligations of listed companies. This exemption applies to corporate
governance, directors’ remuneration and going concern disclosures. On the basis of this exemption the Report and Accounts
do not include an Cperating and Financial Review.

Corporate structure  The Bank is 2 wholly-owned subsidiary of The Royal Bank of Scotland Group ple (the “helding

company ™}, which is incorporated in Great Britain and has its registered office at 36 St Andrew Square, Edinburgh EH2 2YB.
The ‘NatWest Group’ comprises the Bank and its subsidiary and associated undertakings. The principal subsidiary undertakings
and their activities are detailed on page 26. “RSBG” comprises the holding company and its subsidiary and associated undertakings.

In January 2001, ownership of Royal Bank Leasing Limited and certain of its subsidiaries was transferred to Lombard North
Central PLC from The Royal Bank of Scotland plec.

In September 2001, ownership of The Roval Bank of Scotland Commercial Services (Holdings) Limited was transferred to
The Royal Bank of Scotland plc from the Bank and in October 2001, ownership of Lombard NatWest Commercial Services
Limited and its subsidiaries was also transferred to The Royal Bank of Scotland ple from the Bank.

In November 2001, ownership of NatWest Offshore Limited was transferred to The Royal Bank of Scotland International
(Holdings) Limited from National Westminster International Holdings B.V.

Profit and dividends  The profit attributable to ordinary shareholders amounted to £1,788 million as set out in the
consolidated profit and loss account on page 9.

Dividends of £399 million were paid to the holding company during the year, In addition, a final dividend of £400 million is
proposed.

Activities and business review  The Bank is regulated under the Financial Services and Markets Act 2000 and, with
its subsidiaries, is engaged principally in providing a comprehensive range of banking, insurance and other financial services.

The Bauk is regulated by the Financial Services Authority and is 2 member of the NatWest and Gartmore Marketing Group,
advising on and selling the life assurance, stakeholder and other pensions and unit trust and other collective investment
scheme products only of that marketing group.

Operating profit was up 39%, £728 million to £2,589 million. Profit before tax was £2,589 million, a decrease of 11%, £313 miltion
compared with 2000 which included £967 million profit on disposal of businesses and the final consideration relating to the disposal
of Bancorp, £74 million.

Total income was 2%, £131 million higher at £7,624 million.

Operating expenses at £4.519 million were down 14%, £740 million.

Provisions for bad and doubtful debts and amounts written off fixed asset investments at £516 million were 38%, £143 million
higher.

Total assets at £172.6 billion were down 7%, £13.7 billion. Loans and advances to customers were up 2%, £1.8 billion at
£100.6 billion. Loans and advances to banks decreased 11%, £3.7 billion to £31.3 billion.

Annual report on Form 20-F  An annual report on Form 20-F is being filed with the Securities and Exchange Commission
in the USA and copies will be available in June 2002 on request from the secretary. Much of the detailed financial information
therein is shown in the accounts and subsequent financial analyses.

Ordinary share capital  There were no changes in the ordinary share capital of the Bank during the vear.

Preference share capital  There were no changes in the preference share capital of the Bank during the year.




Subordinated liabilities  In April 2001, Greenwich Capital Holdings Inc. redeemed US$100 million subordinated floating
rate notes and issued US$105 million varjable rate notes due to mature 2004. In May 2001, the Bank redeemed US3750 million,
9.43% subordinated notes and £100 million, 11.75% subordinated notes.

PRirectors  The current members of the Board of directors are named on page 1. Following the annual general meeting on
25 April 2001, Sir George Mathewson succeeded Viscount Younger of Leckie as Chairman of the Board following his retirement,
Mr Scott and Mr Sutherland were appointed as directors on 31 January 2004, Sir Steve Robson and Dr Currie were appointed
as directors on 25 July 2001 and 28 November 2001 respectively. Sir Steve Robson and D Currie were appeinted since the
last annual general meeting and will seek re-election at the annual general meeting on 25 April 2002, The directors retiring by
rotation are Mr Botin, Mr Fish, Mr McLatchie, Mr Robertson, Mr Stuart and Sir Iain Vallance, and all except Mr McLatchie
and Mr Stuart will seek re-election.

Directors’ interests  The interests of the directors at 31 December 2001 in the shares of the holding company are disclosed
in the report and accounts of that company. None of the directors hetd an interest in the loan capital of the holding company or in
the share or loan capital of the Bank or any subsidiaries of the Bank during the period from 1 January 2001 to 27 February 2002,

Staff involvement  The Bank encourages employee involvement through a process of communication and consultation.
This involves internal communications activities, team meetings led by line managers and regular dialogue with our cmployees
and employee representatives,

The annual employee opinion survey forms an integral part of the manner in which the Bank communicates and consults with
employees. In 2001, 79% of employees completed and returned their survey either on paper or, for the first time, online. As well
as representing an impressive 9% increase from the 2000 survey, the response rate is significantly higher than the average for
large corporate organisations.

This survey and other employee communication procedures enable the Bank to identify and address key issues and to focus its
efforts in line with the aspirations and expectations of its people.

[t is RBSGY intention to launch a European Works Council in 2002 to facilitate discussion amongst representatives on matters
of a transnational nature affecting more than one European member state.

Involvement in RBSG’s performance is encouraged by providing employees with the opportunity to acquire shares in the holding
company through profit sharing and sharesave schemes.

Equal opportunities  The Bank continually strives for improvement of its equal opportunities and has strengthened its
commitment in 2001, Gur equal opportunities policy states:

The Bank is committed to valuing and promoting diversity and equal opportunity in all areas of recruitment, employment,
training and promotion. The Bank will work towards an environment that is based on meritocracy and inclusiveness, where
all employees can develop their full petential, irrespective of their race, gender, marital status, age, disability, religious belief,
political opinion or sexual orientation.

The Bank also expresses its active support through membership of forums such as Opportunity Now, Race for Opportunity, the
Employers’ Forum on Disability and the Employers’ Forum on Age.

Disability  The Bank recognises its responsibility towards disabled employees and the wealth of talent and skills possessed by
disabled people. The Bank will comply with the relevant legislation and wherever possible seck to exceed the minimum standards.

The views of our disabled employees are also sought through our annual employee opinion survey, allowing us to recognise
and meet their requirements.

Health and safety  The health, safety, welfare and security of staff is of paramount importance to the Bank, The health
and safety policy has been revised to take account of changes in the corporate structure and the recently introduced guidance
from the Health and Safety Conumission on the responsibility of directors for health and safety.

Currently a systematic review of health and safety policies and procedures is betng undertaken to ensure that a consistent
approach is taken across RBSG. An important part of this process is RBSG's involvement in the UK Health and Safety
Executive’s Lead Authority Partnership Scheme. This scheme is recognised by all UK local authorities, who enforce health
and safety standards. RBSG participates in a similar scheme with the local fire brigades, who enforce fire safety legislation.
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Charitable contributions  The total amount given for charitable purposes by the Bank and its subsidiaries during the
yeat ended 31 December 2001 was £2 million.

Policy and practice on payment of creditors  In the year ending 31 December 2002, the Bank will adhere to the
foltowing payment policy in respect of all suppliers.

The Bank is committed to mainfaining a sound commercial relationship with its suppliers, Consequently, it is the Bank’s policy
to negotiate and agree terms and conditions with its suppliers, either directly or through its operating subsidiaries, which includes
the giving of an undertaking to pay suppliers within 30 days of receipt of a correctly prepared invoice submitted in accordance
with the terms of the contract or such other payment period as may be agreed.

At 31 December 2001, the Bank’s trade creditors represented 26 days of amounts invoiced by suppliers.

Auditors  The auditors, Deloitte & Touche, have indicated their willingness to continue i office. Resolutions to re-appoint
them and to authorise the directors to fix their remuneration will be proposed at the annual general meeting.

I Az

By order of the Board

Miller McLean
Secretary

27 February 2002




Statement of directors’ responsibilities

Company law requires the directors to prepare accounts for each financial year which give a true and fair view of the state of
affairs of the Bank and the NatWest Group as at the end of the financial year and of the profit or loss of the NatWest Group
for that year. In preparing those accounts, the directors are required to:

select suitable accounting policies and then apply them consistently;

make judgements and estimates that are reasonable and prudent;

state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained
in the accounts; and

prepare the accounts on the going concern basis unless it is tnappropriate to presume that the Bank will continue in business.
The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the
financial position of the NatWest Group and to enable them to ensure that the accounts comply with the Companies Act 1985,

They are also responsible for safeguarding the assets of the Bank and the NatWest Group and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularitics.

MNAAA Lo

By order of the Board

Miller McLean
Secretary

27 February 2002
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page s Independent auditors’ report to the members of
National Westminster Bank Plc

We have audited the consolidated financial statements of National Westminster Bank Plc (“the Bank™) and its subsidiaries
(together “the NatWest Group™) for the year ended 31 December 2001 which comprise the accounting policies, profit and loss
account, the balance sheets, the statement of total recognised gains and losses, the reconciliation of movements in shareholders’
funds, the cash flow statement, and the related notes | to 49. These financtal statements have been prepared under the accounting
policies set out therein,

Respective responsibilities of directors and auditors  As described in the ‘Statement of directors’ responsibilities’,
the Bank’s directors are responsible for the preparation of the financial statements in accordance with applicable United Kingdom
law and accounting standards. Our responsibility is to audit the financial statements tn accordance with relevant United
Kingdom legal and regulatory requirernents, auditing standards, and the Listing Rules of the Financial Services Authority
(“the Listing Rules™).

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Companies Act 1985. We also report if, in our opinion, the directors’ report is not consistent with the
financial statements, if the Bank has not kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law regarding directors’ remuneration and transactions
with the company and other members of the NatWest Group is not disclosed.

We read the directors’ report and the other intormation contained in the Report and Accounts for the year ended 31 December
2001 as listed in the contents section and consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements,

Basis of audit opinion  We conducted our audit in accardance with United Kingdom auditing standards issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures
in the financial statements. It also includes an assessment of the significant estimates and judgements made by the directors in
the preparation of the financial statements and of whether the accounting policies are appropriate to the circumstances of the
Bank and the NatWest Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material
misstaternent, whether caused by fraud or other irregularity or error. In forming our opinion, we also evaluated the overall
adequacy of the presentation of information in the financial statements.

Opinion  In our opinion the financial statements give a true and fair view of the state of affairs of the Bank and the NatWest
Group as at 31 December 2001 and of the profit of the NatWest Group for the vear then ended and have been properly prepared
in accordance with the Companies Act 1985,

Deloitte & Touche
Chartered Accountants and Registered Auditors
39 Geoyge Street

Edinburgh
EH2 2HZ

27 February 2002




Accounting policies page 7

The accounts have been prepared in accordance with applicable Accounting Standards in the UK and the Statements of
Recommended Accounting Practice issued jointly by the British Bankers’ Association and the Irish Bankers® Federation.
A summary of the more important accounting policies is set out below. The consolidated accounts and the accounts of the
Bank are prepared in accordance with the special provisions of Part VII of the Companies Act 1985 relating to banking
groups. As provided by section 230(3) of the Companies Act 1985, no profit and loss account is presented for the Bank.

Disclosures required by Financial Reporting Standard (“FRS”) 17 “Retirement Benefits’ are included in Note 3. Further disclosures
under the transitional requirements of this standard will be made in the NatWest Group’s financial staterents for 2002, and full
implementatton is required from 2003,

Implementation of FRS 18 *Accounting Policies’ has not resulted in any changes to NatWest Group’s principal accounting policies.

Accounting convention and bases of consolidation  The accounts are prepared under the historical cost convention
modified by the periodic valuation of premises and certain investments. To avoid undue delay in the presentation of the NatWest

Group's accounts, the accounts of certain subsidiary undertakings have been made up to 30 November. There have been no changes

in respect of these subsidiary undertakings, in the period from their balance sheet dates to 31 December, that materially affect the
view given by the NarWest Group’s accounts.

Goodwill  Goodwill is the excess of the cost of acquisition of subsidiary and associated undertakings over the fair value of
the NatWest Group’s share of net tangible assets acquired. Goodwill is capitalised on the balance sheet and amortised on
a straight-line basis over its useful life.

Foreign currencies  Assets and liabilities denominated in foreign currencies are translated into sterling at the rates of
exchange ruling at the balance sheet date. Profit and loss accounts of overseas branches and subsidiary undertakings are translated
at the average rates of exchange for the year. Exchange differences arising from the application of closing rates of exchange to
the opening net assets of overseas branches and subsidiary undertakings and from restating their results from average to
period-end rates are taken to profit and loss reserves, together with exchange differences arising on related foreign currency
borrowings.

Pensions and other post-retirement benefits  The NatWest Group provides post-retirement benefits in the form
of pensions and healthcare to eligible employees. The cost of defined benefit pension schemes is assessed by independent
professionally qualified actuaries and is recognised on a systematic basis over employees’ service lives. Contributions to
defined contribution pension schemes are recognised in the profit and loss account when payable.

Leases  Total gross earnings under finance leases are allocated to accounting periods using the actuarial after tax method to
give a constant perjodic rate of return on the net cash investinent. Finance lease receivables are stated in the balance sheet at the
amount of the net investment in the lease. Progress payments made prior to the commencement of the lease are included at cost.
Rental income from operating leases is credited to the profit and loss account on a receivable basis over the term of the lease.
Balance sheet carryving values of finance lease receivables and operating lease assets include amounts in respect of the residual
values of the leased assets. Unguaranteed residual values are subject to regular review to identify potential impairment. Provisions
are made for impairment arising on specific asset categories.

Loans and advances  The NatWest Group makes provisions for bad and doubtful debts, through charges to the profit
and loss account, so as to record loans and advances at their expected ultimate net realisable value.

Specific provisions are made against individual loans and advances that NatWest Group no longer expects to recover in full.
For NatWest Group's portfolios of smaller balance homogeneous advances, such as credit card receivables, specific provisions
are established on a portfolio basis taking into account the level of arrears, security and past loss experience. For loans and
advances that are individually assessed, the specific provision is determined from a review of the financial condition of the
counterparty and any guarantor and takes into account the nature and value of any security held.

The general provision is made to cover bad and doubtful debts that have not been separately identified at the balance sheet date but
are known to be present in any portfolio of bank advances. The level of general provision is determined in light of past experience,
current economic and other factors affecting the business environment and NatWest Group’s monitoring and control procedures
including the scope of specific provisioning procedures.

Specific and general provisions are deducted from loans and advances. When there is significant doubt that interest receivable
can be collected, it is excluded from the profit and loss account and credited to an interest suspense account. Loans and advances
and suspended interest are written off in part or in whole when there is no realistic prospect of recovery.

Taxation  Provision is made for taxation at current rates on taxable profits and relief for overseas taxation is taken where
appropriate. Certain items of income and expenditure are accounted for in different periods for financial reporting purposes and
for taxation purposes. Deferred taxation is provided on the liability method in respect of timing differences to the extent that they
are likely to crystallise in the foreseeable future. It is calculated at rates expected to be applicable when the liabilities or assets are
expected to crystallise.

Fees receivable  Fees receivable that represent a return for services provided are recognised in the profit and loss account
s0 as to match the cost of providing the service. Certain front-end lending fees are recognised over the life of the loan.
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Accounting policies continued

Debt securities and equity shares  Debt securities and equity shares intended for use on a continuing basis in NatWest
Group’s activities ate classified as investiment securities and are stated at cost less provision for any permanent diminution in value,
The cost of dated investment securities is adjusted for the amortisation of premiuims or discounts over periods to redemption and any
such amortisation is included in interest receivable. Debt securities held for the purpose of hedging are carried at a value which
reflects the accounting treatrnent of the items hedged. Other debt securities and equity shares are carried at fair value, with changes
in fair value recognised in the profit and loss account.

Shares in Group undertakings  The Bank’s shares in subsidiary undertakings ave stated in the balance sheet of the Bank
at directors’ valuation that takes account of the subsidiary undertakings’ net asset values,

Interests in associated undertakings  Interests in associated undertakings are accounted for by the equity method
and are stated in the consolidated balance sheet at the NatWest Group’s share of their net tangible assets. The NatWest Group’s
share of the results of associated undertakings is included in the consolidated profit and loss account. For this purpose, the
latest available audited accounts are used together with available unaudited interim accounts.

Tangible fixed assets  Frechold and long leasehold properties are revalued on a rolling basis, each property being revalued
at least every five years. Other tangible fixed assets are stated at cost less depreciation and provisions for impairment. Costs of
adapting premises for the use of the NatWest Group are separately identified and depreciated.

Tangible fixed assets are depreciated over their estimated economic lives on a straight line basis, as follows:

Land not depreciated

Freehold and long [easehold buildings 50 years

Short leaseholds unexpired period of the lease
Property adaptation costs 10 to 15 years

Computer equipment up to 5 yeats

Other equipment 4 to 15 years

Assets on operating leases are depreciated over their estimated useful lives on a straight line or reverse annuity basis.

Investment properties are revalued annually to open market value. No depreciation is charged on freehold investment properties,
in accordance with the requirements of Statement of Standard Accounting Practice 19 ‘Accounting for Investment Properties’.
This is a departure from the requirements of the Companies Act 1985 which requires all fixed assets to be depreciated. Investment
properties are held not for consumption but for investment and the directors consider that to depreciate them would not give

a true and fair view. It is not practicable to assess estimated useful lives for investment propertics, and accordingly the effect
of nat depreciating cannot be reasonably quantified.

Derivatives  NatWest Group enters into derivative transactions including futures, forwards, swaps and options principally
in the interest rate, foreign exchange and equity markets. The accounting treatment for these instruments is dependent upon
whether they are entered into for trading or non-trading (hedging) purposes.

Trading  Derivatives held for trading purposes are recognised in the accounts at fair values. Gains or losses arising from
changes in tair value are included in dealing profits in the consolidated profit and loss account. Fair value is based on quoted
market prices. Where representative market prices are not available, the fair value is determined from current market information
using appropriate pricing or valuation models. Adjustiments are made to quoted market prices where appropriate to cover credit
risk, liquidity risk and future operational costs. In the consolidated balance sheet, positive fair values (assets) of trading derivatives
are included in Gther assets and negative fair values (liabilities) in Other liabilities. Positive and negative fair values of trading
derivatives are offset where the contracts have been entered into under master netting agreements or other arrangements that
give a legally enforceable right of set off.

Non-trading  Non-trading derivatives are entered into by the NatWest Group to hedge exposures arising from transactions
entered into in the normal course of banking activities. They are recognised in the accounts (financial statements) in accordance
with the accounting treatment of the underlying transaction or transactions being hedged. To be classified as non-trading,

a derivative must match or eliminate the risk inherent in the hedged item from potential movements in interest rates, exchange
rates and market values. In addition, there must be a demonstrable link to an underlying transaction, pool of transactions or
specified future transaction or transactions. Specified future transactions must be reasonably certain to arise for the derivative
to be accounted for as a hedge. In the event that a non-trading derivative transaction is terminated or ceases to be an effective
hedge, the derivative is remeasured at fair value and any resulting profit or loss amortised over the remaining life of the underlying
transaction or transactions being hedged. If a hedged item is derecognised, or a specified future transaction is no longer likely
to occur, the related non-trading derivative is remeasured at fair value and the resulting profit or loss taken to the profit and
loss account.

Sale and repurchase transactions  Securities which have been sold with an agreement to repurchase comntinue to be
shown on the balance sheet and the sale proceeds recorded as a deposit. Securities acquired in reverse sale and repurchase
transactions are not recognised in the balance sheet and the purchase price is treated as a loan. The difference between the sale
price and repurchase price is accrued evenly over the life of the transaction and charged or credited to the profit and loss
account as interest payable or receivable,




Consolidated profit and loss account
for the year ended 31 December 2001

Interest receivable
— interest receivable and similar income arising from debt securities
— other interest receivable and similar income
Interest payable
Net intesest incoms
Dividend income
Fees and commissions receivable
Fees and commissions payable
Dealing profits
Other operating income®
MNom-interest mcome
Total income
Administrative expenses
— staff costs*
— premises and equipment*
— other*
Depreciation and amortisation
~ tangible fixed assets®
~ goodwill
Operating expenses _
Profit before provisions for bad and doubtfel debis
Provisions for bad and doubtful debts
Amounts written off fixed asset investments
Operating profit
Profit on disposal of businesses
Additional consideration on sale of Bancorp
Profit on ordinary activities bhefore fax
Tax on profit on ordinary activities
Profit on ordinary activities after f2x
Minority interests — equity
Frofit after minority intergsis
Preference dividends — non-equity
Profit attributable o arginary sharcholders
Ordinary dividends
Retained profit/{loss) for the year

All items dealt with in arriving at operating profit relate to continuing operations.

Mate:

21
20

14

~N ®» N

32

200y
36
4,485

544
18
4,549%
3,105
346

page 9

836
7,679

(4,840)
3.675
14
2,957

(637)
684
800
3,818
7,493

2,572
609
1,492

559
27
5,259
2,234
359
14
1,861
967
74
2,902
694
2,208

2,199
41
2,158
4,573
(2,415)

Profit on ordinary activities before taxation and the retained profit for the year on a historical cost basis were not materially

different from reported amounts.

*ncludes restructuring costs (see Note 6).




mge 10 Gonsolidated balance sheet
at 31 December 2001

2001 S

Note ] K £m
Assets
Cash and balances at central banks 1,195
Items in the course of collection from other banks 2,105
Treasury bills and other eligible bills 11 3,013
Loans and advances to banks 12 34,995
Loans and advances to customers 13 98,824
Debt securities 16 33,813
Equity shares 17 426
Interests in associated undertakings 18 55
Intangible fixed assets 20 186
Tangible fixed assets 21 3,303
Other assets 22 6,103
Prepayments and accrued income 2,215

Total assets 172,578 186,233




Liabilities
Deposits by banks
Items in the course of transmission to other banks
Customer accounts
Debt securities in issue
Other liabilities
Accruals and deferred income
Provisions for liabilities and charges
— deferred taxation
-- other provisions
Subordinated liabilities
— dated loan capital
— undated loan capital including convertible debt
Minority interests
— equity
— non-equity
Called up share capital
Share premium account
Other reserves
Revaluation reserve
_ Profit and loss account
Shareholders’ funds
— equity
— non-equity

Total liabilities

Memorandum items
Contingent liabilities

Commitments (standby facilities, credit lines and other)

AN$IE]

31
32
32
32
32

37

37

The accounts were approved by the Board of directors on 27 February 2002 and signed on its behalf by:

Fred Goodwin

Group Chief Executive

Fred Watt
Group Finance Director

30,143
3 1,100
25t 109,722
9,172
18,402
2,979

469
199

4,203
2,701

T 99
4 4
B 2,187
1,286
301
46
3,220

6,531
509

172,578 186,233

7,204 7155

66,270 62,419
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rage 12 Statement of consolidated total recognised gains
for the year ended 31 December 2001

Profit attributable to ordinary shareholders
Currency translation adjustments and other movements
Revaluation of premises _
Total recognised gains and losses

and losses

2001
£rn

G, FEE
I
A

1,825

i
2,158
5

20
2,183




Reconciliation of movements in consolidated shareholders’ funds page 13
for the year ended 31 December 2001

fm

Profit attributable to ordinary shareholders 2,158
Ordinary dividends (4,573)
Retained profit/(loss) for the year (2,415)
Other recognised gains and losses 25
Issue of ordinary shares in relation to share option schemes for staff 57
Currency translation adjustment on preference shares 29
Net increase/(decrease) in shareholders’ funds {2,304)
Opening shareholders’ funds 9,344

7,040

Closing shareholders’ funds




e 14« Consolidated cash flow statement
for the year ended 31 December 2001

2001 .
. Note: i £mi b

Net cash ouifliow from operating activities 39 (5,001}
Dividends received fram associated underiakings 3
Returns on investments and saervicing of finance
Preference dividends paid 14 (40)
Dividends paid to minority shareholders in subsidiary undertakings 3)
Interest paid on subordinated hiabilities sy {470)
Net sash outfiow from redurns on invesiments _

andg § {208 {513}
Tamalion
UK tax paid (361}
Overseas tax paid (119)
Net cash cutflow from taxation (TR (480)
Capital expenditure and financial investment
Purchase of investment securities {1,772 (7,792
Sale and maturity of investment securities 4,387 18,132
Purchase of tangible fixed assets {1,448} {(977)
Sale of tangible fixed assets 4,888 737
Het cash inflow from capital expenditure

and fnancial investmeant AL 10,100
foquisitions and disposals
Purchase of subsidiary undertakings (net of cash acquired) 40 (220 (86)
Investments in associated undertakings 18 {5) (5)
Sale of subsidiary and associated undertakings (net of cash sold) 41 {205 1,966
Net cash [outflow)/inflow from acquisitions and disposals {245} ' 1,875
Crdinary equity dividends paid {993) (3,.973)
Net cash infiow before financing 2,282 2,011

Financing

Proceeds from issue of ordinary share capital
Issue of subordinated labilities

Repayment of subordinated liabilities

Met cash cutflow from '?inanéing
Increase in cash




Balance sheet - the Bank page 15
at 31 December 2001

Mot £y Lo

Assets
Cash and balances at central banks 1,08 817
Items in the course of collection from other banks B,R5G 1,961
Treasury bills and other eligible bills 11 i 2,888
Loans and advances to banks 12 bt 34,774
Loans and advances to customers 13 71,134
Debt securities 16 18,570
Equity shares 17 349
Participating interests — associated undertakings 18 & 22
Shares in Group undertakings 19 2 8,389
Tangible fixed assets 21 1,645
Other assets 22 3,395
Prepayments and accrued income FET 1,742
Total assets 113,057 145,686
Liabilities
Deposits by banks 23 13,208 36,225
Items in the course of transmission to other banks 1,376 1,062
Customer accounts 24 74,567 76,971
Debt securities in issue 25 4,728 8,180
Other liabilities 26 3,620 7,388
Accruals and deferred income 1,167 2,020
Provisions for liabilities and charges

— other provisions 28 159 149
Subordinated liabilities

— dated foan capital 29 3,579 4,136

- undated loan capital including convertible debt 30 2,745 2,701
Called up share capital 3 2,197 2,187
Share premium account 32 1,286 1,286
Other reserves 32 298 298
Revaluation reserve 32 2,745 2,012
Profit and loss account 32 1,382 1,071
Shareholders” funds ' ) . ' ' '

— equity 7,389 6,345

— non-equity 519 509
Total liabilities - ' ' o 113,057 145,686
Memorandum items
Contingent liabilities 37 8,198 9,485
Commitments (standby facilities, credit lines and other) 37 64,189 60,885

S,

The accounts were approved by the Boa?ﬂf directors on 27 February 2002 and signed on its behalf by:

=00 : 'ﬁ“@@/

F Fred Goodwin Fred Watt
/’ Group Chief Executive Group Finance Director

Chairman
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1 Dealing profits

Foreign exchange (1)
Securities

- Equities (2)

— Debt (3)
Interest rate derivatives (4)

i

282

13} 8
538 355
() 39
719 684

Dealing profits include interest income and expense recognised on trading-related interest-earning assets and interest-bearing

liabilitics.

Notes:

() Includes spot and forward foreign exchange contracts and currency swaps, futures and options and related hedges and funding.

i2) Includes equities and equity derivatives and related hedges and funding.

(3 Includes debt securities and related hedges and funding.

4 Includes interest rate swaps, forward rate agreements, interest rate options, interest rate futures and credit derivatives and related

hedges and funding.
2 Administrative expenses - staff costs

Wages and salaries

Social security costs
Pension costs (see Note 3)
Other staff costs

2001 .
v ) e
5,482 2,018
] 148
A 49
488 357

2,097 2572

The average number of persons employed by the NatWest Group during the year, excluding temporary staff, was 48,300

(2000 - 62,0607

3 Pension costs

The NatWest Group operates a number of pension schemes throughout the world. The mair schemes are defined-benefit schemes
whose assets are independent of the NatWest Group’s finances. The total pension cost for the NatWest Group was £58 million
(2000 — £49 million). At 31 December 2001, there was a pension cost accrual of £33 million (2000 — prepayment of £19 miillion

and accrual £14 million).

Schieme valuations of the main UK pension scheme, the National Westminster Bank Pension Fund, are carried out by independent
professionally qualified actuaries to determine pension costs, using the projected unit method; any imbalance between assets and
liabilities is adjusted over the average future service life of members of the scheme. The assumptions which have the most
significant effect on the results of the valuations are those relating to the valuation rate of interest and the rates of increases

in salaries and pensions.
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The latest formal valuation of the National Westminster Bank Pension Fund took place on 31 March 2001. The result of this
valuation, the principal actuarial assumptions and the pension costs relating to this scheme were:

Market value of scheme assets (£m) 11,053
Funding level 111%
Valuatton rate of interest — past service liabilities (per annum}) 5.5-6.0%
— future service liabilities (per annum) 6.75%
Salary growth (per annum)* 4.25%
Pension increases (per annum) - 25%
Price inflation (per annum) 7 7 2.5%

*In addifion, allowance is made for promotional salary increases.

4 2606

=l
[=]

Pension costs for the year o o £
Regular cost TG0 153
Variation (R (126)
Prior year service costs R e o o . . 4 .
Net pension cost 46 27

The NatWest Group also provides other post-retirement benefits, principally through subscriptions to private health care schemes
in the UK and the USA. Provision for the costs of these benefits is charged to the profit and loss account aver the average remaining
future service lives of the eligible employees,

In accordance with the transitional requirements of FRS 17 ‘Retirement Benefits’ the full actuarial valuations of the NatWest
Group’s schemes were updated to 31 Deceinber 2001 by independent actuaries, using the following assumptions:

Other Group

schemes

Main UK (weighted

5cheme average)

Rate of increase in salaries {per annum} 3.0
Rate of increase in pensions in payment {per annum) 2.5
Discount rate {per annuimn) 5.3
Inflation assumption (per annum) 2.7

The values of the assets and liabilities of the schemes at 31 December 2001 were as follows;

fMain W Other Group

schonn sehemes
. Lo . £ frn
Equities 6,540 568
Bonds 2,610 116
Other e k Reis
Total market value of assets 165 TOG
Present value of scheme liabilities {9,253 {745
Net surplus in the schemes 568 58
Related notional deferred tax liability §470 (1%
Net unrecognised pension surplus ADE 43
Pension liabilities currently recognised, net of deferred tax 13 G
Effect on NatWest Group profit and loss account reserves 411 53

The assumptions for long-term rates of return on the principal classes of asscts at 31 December 2001 were equities 8.4%, gilts
5.0%, other bonds 6.0%, property 6.8% and cash 4.5%.
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4 Profit on disposal of businesses

Profit on disposals in the year

2001

€y

967

In 2000, gains of £967 million (tax charge £103 million) were made in respect of the disposals of Gartmore Investment
Management ple, National Westminster Life Assurance Limited and the investment management and services businesses of
Ulster Bank Group. These businesses contributed £105 million to NatWest Group profit before tax in 2000 up to the dates

of their respective disposals.

5 Additional consideration on sale of Bancorp

Additional consideration received relating to the disposal in 1996 of Bancorp,
a subsidiary undertaking {tax charge £nil, 2000 — £8 million)

2001
Py

[}

74

6 Profit on ordinary activities hefore tax
Profit on ordinary activities before tax is stated after taking account of the following:

income Aggregate amounts receivable under finance leases,
hire purchase and conditional sale contracts
Aggregate amounts receivable under operating leases
Profit on disposals of investment securities and associated undertakings
Share of associated undertakings’ losses

Expenses Operating lease rentals of premises
Operating lease rentals of computers and other equipment
Finance charges on leased assets
Interest on subordinated liabilities
Restructuring costs*
Goodwill amortisation

*Restructuring costs comprise:
Other operating income
Staff costs
Premises and equipment
Other administrative expenses
Depreciation

413
57
4738
an
638

1.027
355
234

3
143

24
502
527

27

297
158
58
11
527

Auditors’ remuneration

The auditors’ remuneration for statutory audit work was £0.5 million for the Bank (2000 — £1.2 million) and £2.0 million for
the NatWest Group (2000 - £3.0 million). Fees paid to the auditors and their associates for non-audit work in the UK for the

NatWest Group were £1.1 million (2000 — current auditors — £0.4 million; former auditors — £1.0 million).
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Tax on profit on ordinary activities

Based on the profit for the year:

UK corporation tax at 30% (2000 — 30%)
Relief for overseas taxation

Deferred taxation

Overseas taxation
Share of associated undertakings

Prior year items — UK
— Overseas

753

o

(32)
694

The tax charge of £753 million, equivalent to 29.1% of profit before tax of £2,589 million, is below the standard UK tax rate of

30% primarily due to an over-provision for tax in the year ended 31 December 2000.

Preference dividends

9% non-~cumulative sterling preference shares, Series A
Non-cumulative dollar preference shares, Series B
Non-cumulative dol_la_r_ preference shares, Ser_ie_s C
Total non-equity dividends

Ordinary dividends

Paid
Proposed _ _
Total dividends on equity shares

Profit dealt with in the accounts of the Bank

[P ]

£ M

13
13
15
41

Of the profit attributable to shareholders, £1,186 million (2000 — £1,797 million) has been dealt with in the accounts of the Bank,

Treasury bills and other eligible bills

Treasury bills and similar securities
Other eligible bills

Banking business
Trading business

Amounts above include:
Subject to sale and repurchase agreement

2001

2001

E“n ‘m ) £ ) Elm
1,457 1,306 14 1,201
72 1,707 — 1,687
1,475 3,013 11 2,888
122 402 — 366
1,353 2,611 44 2,522
1,353 101 i 11

Treasury bills and other eligible bills are principally of short term maturity and their market value is not materially different from

carrying value.
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12

Notes on the accounts continued

Loans and advances to hanks

Repayable on demand
Remaining maturity
— three months or less
— one year or less but over three months
~ five years or less but over one year
- —over five years

Specific bad and doubtful debt provisions

Banking business
Trading business

Amounts above include:
Due from fellow subsidiary undertakings — unsubordinated
— subordinated
Due from subsidiary undertakings — unsubordinated
- subordinated

Leans and atdvances (0 cusicmers

On demand or short notice
Remaining maturity
— three months or less
— one year or less but over three months
— five years or less but over one year
— over five years

General and specific bad and doubtful debt provisions

Banking business
Trading business

Amounts above include:
Subordinated advances — third party
Due from holding company — unsubordinated
Due from fellow subsidiary undertakings — unsubordinated
Due from associated undertakings — unsubordinated
Due from subsidiary undertakings — unsubordinated
— subordinated
Amounts receivable under finance leases

Amounts receivable under hire purchase and conditional sale agreements

S £m

R 4,696

22,670
6,188
315
1,140

7 35,009
(3} (14)

31,269 34,995

£m

6,013

19,672
7,305
364
1,434
34,788
{5} (14)
20,544 34,774

18,213 23,145
$3,05% 11,850

11,699
500

AR GOUD
Z0G 2000
pALH m

12,223 12,850

15,126 18,058
1%,280 13,777
27,638 25466
30,957
100,908

(2,423 (2,084)
100,618 98,824

17,515 27,181
7,593

10,912
500
9,720
299

The Bank .
2051 2001
Zm £m

25,902 20,10

Y 19 8,928

prls

422 9,241
23,748
10,861
Yy 72,879
1,789y (1,745)
72,035 71,134

91,921 86,089
8,637 12,735

— 4
A8 601

B4 —
145 154

5,622 4,087
3,098 3,268

69,932 66,315
2,103 4,819

401 601
145 98
21,485 20,333
243 10

The cost of assets acquired during the year for the purpose of letting under finance leases and hire purchase agreements was

£3,544 million (2000 — £2,512 million).

The NatWest Group’s exposure to risk from its lending activities is widely diversified both geographically and industrially.
With the exception of lending for home mortgages in the UK there were no loan concentrations in any individual sector or
industry which exceeded 10% of total loans and advances to customers (before provisions).
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Residual value exposures
The table below gives details of the unguaranteed residual values included in the carrying value of finance lease reccivables
and operating lease assets (see Note 21).

£ £m iin fm L

Operating leases
Transportation - I-?. ) il A7 B
Cars and light commercial vehicles 2R 0 -
Other 20 Y

Finance leases 349 e S0 B

At 31 December 2001 262 137 363 555

At 3] December 2000 296 121 212 246 875

Provisions for bad and doubtful debts
2001 2001 2004
Specific General Total : e :
£m £m ja Lin | L
Tho Group
At | January 1,696 402 2,098 1,799 393 2,192
Currency translation and other adjustments (3) 1 {2} 10 4 14
Amounts written off (4586) — (456} (626) — (626)
Acquisition of subsidiaries 7 — 7 7 — 7
Disposals (41) (4} (45) — —_ —
Recoveries of amounts written off in previous years 19 —_ 19 152 — 152
Charge to profit and loss account 511 ) 510 354 5 359
At 3] December 1,733 398 2,131 1,696 402 2,098
The Bank
At 1 January 1,413 346 1,759 1,478 343 1,821
Currency translation and other adjustments — 1 1 12 3 15
Amounts written off (343} — (343) (486) — {486)
Disposals (9) — (9) — — —
Recoveries of amounts written off in previous years 2 — 2 134 — 134
Charge to profit and loss account 383 1 384 275 — 275
At 31 December 1,446 348 1,794 1,413 346 1,759
Interest in suspense

In certain cases, interest may be charged to a customer’s account but, because its recoverability is in doubt, it is not recognised
in the NatWest Group’s consolidated profit and loss account and is held in a suspense account and netted off against loans and
advances in the consolidated balance sheet.

2001 e 2001

L1 £m B £

Loans and advances on which interest is being placed in suspense:
- before specific provisions
— after specific provisions
Loans and advances on which interest is not being applied:
— before specific provisions
— after specific provisions
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16 Debt securities

2001
Book value Valuation
s e £mi X

The Group
Investment secutities:

British government 743 746
Other government 2,755 2,808
Other public sector bodies 718 721
Bank and building society 1,339 1,340
Other issuers 5,033 5,045

2,004 LA EE 10,588 10,660
Other debt securities:

British government 280 240 663 663
Other government 44,987 11,082 12,188 12,188
Other public sector bodies - 88 88
Bank and building society 339 3ER 4328 4328
Other issuers 5,183 5,487 5,958 5,958
20,135 20,144 33,813 33,885
Due within one vear 1,654 11,562
Due one year and over 18,487% 22,251
20,135 33,813
Investment securities:
Listed 1,050 1,077 5,444 5,508
Unlisted 1,911 4,883 5,144 5,151

2,954 2,6¥% 10,588 10,860

Other debt securities:
Listed 832 1,533 3,202 3,202
Unlisted 1g.84 4504 20,023 20,023
20,135 20,144 33,813 33,885

Banking business 3,295 11,207
Trading business 16,840 22,606

Amounts above include:

Subordinated debt securities 5 60
Unamortised discounts less premiums on investment securities HE) (%)
Debt securities subject to sale and repurchase agreements 16,944 17,229

The cost of securities carried at market value is not disclosed because it cannot be determined without unreasonable expense.




Movements in debt securities which are held as investment securities were as follows:

The Group
At 1 January 2001

Currency translation and other adjustments

Additions

Maturities and disposals including transfers to fellow subsidiary
Disposal of subsidiary undertakings

Amounts written off

Provisions made, net of write backs
Amortisation of discounts and premiums

At 31 December 2001

The Bani

[nvestment securities:
British government

Other government

Other public sector bodies
Bank and building society
Other issuers

Other debt securities:
British government

Other government

Bank and building society
Other issuers

Due within one year
Due one year and over

Investment securities:
Listed
Unlisted

Other debt securities:
Listed
Unlisted

Banking business
Trading business

Amounts include:
Subordinated securities

Unamortised discounts less premiums on investment securities
Debt securities subject to sale and repurchase agreements
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10,650 (61) (1) 10,588
33 — — 33
1,737 — — 1,737
(9,437) 61 1 (9.375)
(7) — — 7
2) — 2 —
— — (2) )
— (13) — (13)
2,974 (13) — 2,961
2001
Sook value Valuation : .
Emn v £m £in
e 562 562
8 2 2372 2427
504 597 718 721
F40 2% 1,339 1,340
1,448 4,997 4265 4,273
1,837 4,847 9256 9,323
535 535
GV 04 1,200 1,200
- 3,961 3,961
CTY g¥r 3,618 3,618
3,789 3,794 18570 18,637
402 9,501
3,387 9,069
3,789 18,570
259 265 45636 4897
1,578 4,5VF 4,620 4,626
1,857 w1 ESE 9,256 9,323
1,480 4,980 2,721 2,721
772 ¥72 6,593 6,593
3,789 3,794 18570 18,637
2001
Book value
o £
4 9,270
1, 9,300
59 58
- (M
1,948 3,937

The cost of securities carried at market value is not disclosed because it cannot be determined without unreasonable expense.
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Notes on the accounts continued

16 Debt securities (continued)

17

The Bank

At 1 January 2001

Currency translation and other adjustments

Additions

Maturities and disposals including transfers to fellow subsidiary
Amounts written off

Provisions made net of write backs

Amortisation of discounts and premiums

At 31 December 2001

Equity shares

The Growag
Investment securities:
Listed

Unlisted

Other securities (all listed)

Banking business
Trading business

£m

9,329 (72) (1) 9.256
41 1 — 42
1,205 — — 1,205
(8,721) 61 1 (8,659)
() — 2 —
— — 2) )
— (5) — (5)
1,852 (15) o 1,837
2001
Book value Valuation H
Fry !%m fm Cm
I7H ! 378 380
693 704 45 45
4,069 1,031 423 425
4 4 3 3
1,073 1,035 426 428
1,065 424
B 2

The cost of securities carried at market value is not disclosed because it cannot be determined without unreasonable expense,

Movements in equity shares which are held as investment securities were as follows:

The Group

At 1 January 2001

Currency translation and other adjustments
Additions

Disposals

Provisions made net of write backs

At 31 December 2001

The Bank
Investment securities:
Listed

Unlisted

Other securities (all listed)

Banking business
Trading business

Cost Provisiung Baok valu
£ £l Cen
423 — 423
(4) 1 (3)
669 — 669
{18) — (18)
— (4) (4)
1,072 (3) 1,069
) 2004
Book value Valuation S i
£rin £m Em Lim:
304 7O 309 309
ad 44 39 39
348 504 348 348
g 3 1 1
349 305 349 349
348 348
1 1

The cost of securities carried at market value is not disclosed because it cannot be determined without unreasonable expense.
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Movements in equity shares which are held as investment securities were as follows:

The Bank

page 25

At 1 January 2001 348 e 348
Currency translation and other adjustments {9) 4 {5}
Additions 10 — 10
Disposals N — )
Provisions made net of write backs — (4) 4
At 31 December 2001 348 — 348
Interests in associated undertakings
Movements in interests in associated undertakings were as follows:
At 1 January 2001 55 22
Additions 5 1
Disposals (8) —
Share of losses (5) —
Provisions made in year _ _ o — (14)
At 31 December 2001 ~ Unlisted 47 9
On the historical cost basis, the Bank’s interests in associated undertakings would have been included as follows:
2001 i

. o . . . ‘ . o Em
Cost 21 20
Provisions {135} {1)
At 31 December ' ' 6 19

None of the associated undertakings is a bank.

Dividends of £1 million (2000 — £3 million) were received froin the NatWest Group’s associated undertakings in 2001.

Associated undertakings are accounted for as such due to the NatWest Group’s interest being held on a long-term basis for the

purpose of securing a contribution to its activities by the exercise of influence.
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19

[0}

(2)

(3)

ointangibie fixed asseids

Notes on the accounts continued

Shares in Group undertakings
Movements in shares in Group undertakings during the year were as follows:

At 1 January 2001
Additions

Disposals

Increase in net assets
At 31 December 2001

Banks
Other

s
8,389
119
{99)
683
9,092

i i

2,31
6,078
8,389

2y

9,092

On the historical cost basis, shares in subsidiary undertakings at 31 December 2001 would have been included at a cost of

£6,384 million (31 December 2000 — £6,351 million).

The principal subsidiary undertakings {all unlisted) at 31 December 2001, the capital of which consists of ordinary and preference
shares, are shown below. All of the subsidiary undertakings are owned directly or indirectly through intermediate holding companies
and they are all wholly-owned. All of these subsidiary undertakings are included in the NatWest Group’s consolidated financial

statements and have an accounting reference date of 31 December.

Private banking

Private banking

Broker dealer

Banking, credit finance, leasing and hire purchase
Home mortgage finance

Banking

Coutts & Co (1)

Coutts Bank (Switzerland) Limited (2)
Greenwich Capital Markets Inc (2)
Lombard North Central PLC

National Westminster Home Loans Limited
Ulster Bank Limited (3)

Notes:
Coutts & Co is incorporated with unlimited liability.

Shares are not directly held by the Bank.

Ulster Bank Limited and its subsidiary undertakings alsc operate in the Republic of Ireland.

Goodwill
Cost:
At 1 January and 31 December

Amortisation:

At 1 January

Charge for the year

At 31 December

Net book value at 31 December 2001
Net book value at 31 December 2000

) - .o'f l:;L;lif:ai<;.)r;;;
Great Britain
Switzertand
United States
Great Britain
Great Britain
Northern Ireland
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21 Tangible fixed assets

e : I BRI v I
£m £m £nt £m £m £m

The Group

Cost or valuation:

At 1 January 2001 1,632 254 302 1,680 1,562 5,330
Currency translation and other adjustments (2) (1 1 — 2 —
Reclassifications 67 3 60 (130 — —
Additions 24 6 17 88 1,313 1,448
Acquisition of subsidiaries 36 — 1 5 154 196

Disposals and write-off of fully depreciated assets (355) (40} (105 (1,087} (906)  (2,473)
Disposal of subsidiaries (55) — (8) (40) m (104
Revaluation adjustments 4 37 — — — 41

At 31 December 2001 ' 1,251 259 268 536 2,124 4,438

Consisting of:

At valuation — 2001 240
— 2000 215
- 1999 625
At cost _ 171

1,251

Accumulated depreciation and amortisation:

At I January 2001 353
Currency translation and other adjustments —
Reclassifications 25
Acquisition of subsidiaries —
Disposals and write-off of fully depreciated asscts (265)
Disposal of subsidiaries (5)
Charge for the year 45
At 31 December 2001 154

Net book value at 31 December 2001 1,097
Net book value at 31 December 2000 1,179
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21 Tangible fixed assets (coniinued)

m

The Bank

Cost or valuation:

At 1 January 2001 1,317 165 243 1,181 49 2,955
Reclassifications 71 (2) 56 {125) - —
Currency translation and other adjustments (1) 1 — () — (1)
Additions 23 4 14 20 14 75
Disposals and write-off of fully depreciated assets (348} (39) (103) (965) 83y (1,518
Revaluation adjustments _ _ — 15 — — — 15
At 31 December 2001 1,062 144 210 110 — 1,526

Consisting of:

At valuation — 2001 240 41 — — — 281
— 2000 215 83 — — — 298

- 1999 442 — — — — 442

At cost 165 20 210 110 — 505
1,062 144 210 110 — 1,526

Accumulated depreciation and amortisation:

At 1 January 2001 349 58 112 765 26 1,310
Currency translation and other adjustments — — — 1 — 1
Reclassifications 25 (1) 26 (50} — —
Disposals and write-off of fully depreciated assets (285) (39 (93} {764) (32) (1,193)
Charge for year 42 19 20 115 6 202
At 31 December 2001 151 37 65 67 — 320
Net book value at 31 December 2001 911 107 145 43 — 1,206
Net book value at 31 December 2000 968 107 131 416 23 1,645

On the historical cost basis, the NatWest Group’s freehold and long leasehold premises would have been included at £903 million
(2000 — £959 million) and the Bank’s freehold and long leasehold premises would have been included at £712 million (2000 -
£755 million).

Freehold and long leasehold properties are revalued on a relling basis, each property being valued at least every five years.
Interim valuations outwith the 5 year cycle will be carried out on properties where there is an indication that their value has
changed significantly, given market conditions. The directors are not aware of any material change in the valuation of the
NatWest Group’s properties and therefore no additional interim valuations were required.

Properties occupied by NatWest Group are valued on the basis of Existing Use Value, except for certain specialised properties
which are valued on a Depreciated Replacement Cost Basis. Investment and development properties and properties to be disposed
of are valued to reflect Open Market Value. Valuations are carried out by internal and external qualified surveyors who are
members of the Royal Institution of Chartered Surveyors or, in the case of some overseas properties, locally qualified valuers.

2001 Sy 2001 PR
£ i i fm

Land and buildings 6cc1lpied for own us'é. 1,278 i,401 4,513 1,100
Investment properties 36 —_ o —
Properties under development 35 75 Kt 75
Properties to be disposed of N 15 36 5 31
Net book value at 31 December 1,461 1,512 1,163 1,206
Net book value of assets held under finance leases 25 28 23 25
Depreciation for the year of assets held under finance leases 2 2 1 9

Contracts not provided for in the accounts at 3! December 26 48 24 45




22 Other assets

23

24

Trading derivatives {Note 35)

Settlement balances

Deferred taxation (Note 27)

Long-term assurance fund assets attributable to policyholders
Other

Deposits by banks

Repayable on demand
With agreed maturity dates or periods of notice, by remaining maturity
— three months or less
- one year or less but over three months
— five years or less but over one year
- over five years

Banking business
Trading business

Amounts above include:
Due to fellow subsidiary undertakings
Due to subsidiary undertakings

Custowmer acooiints

Repayable on demand
With agreed maturity dates or periods of notice, by remaining maturity
— three months or less
- one year or less but over three months
-~ five years or less but over one year
— over five years

Banking business
Trading business

Amounts above include:

Due to fellow subsidiary undertakings
Due to associated undertakings

Due to subsidiary undertakings

R 20‘0:1. il
£m Lm £
2,493 7,43 2,034
1,847 TE 82
— 4% 5
B 111 —
RReLiv 1,652 B 1,228
9,704 6,103 2,019 3,395
2004

.!'_: d | Lie
AT ! 9,765 11,051
19,193 23,561
985 1,450
200 207 163
30,143 13,208 36,225
16,806 21,997 12,112 31,943
B,440 8,146 1,006 4,282
VROE0 7,575 TAGY 5,158
Pk 13,095

The Growp
QUEH ZC(‘G“ 2900
37,132 53,648 42,787 46,934
BELRET 51,148 23,5%2 27,133
059 2,559 1,393 1,448
t,361 1,754 876 1,134
(&3 613 2 322
99,951 109,722 74,567 76,971
87,671 93,057 73,686 72,668
12,280 16,665 881 4,303
76 2 T 2
3 5 3 5
5,292 5,484
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Notes on the accounts continued

25 Debt securities in issue

26

Bonds and medium term notes, by remaining maturity
— one year or less
~ two years or less but over one year
- five years or less but over two years
— over five years

Other debt securities in issue, by remaining maturity
— three months or less
— one year or less but over three months
— two years or less but over one year

Banking business

Other liabilities

Notes in circulation
Trading derivatives (Note 35)
Settlement balances
Short positions

Debt securities -- Government

— Other issuers

Current taxation
Dividends
Obligations under finance leases (analysed below)
Long-term assurance fund liabilities to policyholders
Other liabilities

Analysis of obligations under finance leases:

Amounts falling due within one year
Amounts falling due between one and five years
Amounts falling due after more than five years

2001 v 2001

£ £ “m £m
4 100 tid 96
3 60 3 41
854 820 S35 793
Vi 217 Tk 214
HE 1,197 B 1,144
5,672 4,721
2,389 2,315
- 14 —
7,975 5,900 7,036
a.172 4,728 8,180
) 9,172 4,728 8,180

The Group The Bank
2809 2000 2001 2000
Do Cin Em fm
2YE 229 —_
2,083 2,834 1,222 2,379
G, 259 2,439 28 495
1,488 8,862 464 1,918
1,247 955 EB 201
537 733 479 453
408 609 A3 609
147 141 T3 114
57 111 —
1,47 1,489 G4 1,219
22,906 18,402 3,620 7,388
Cz001 2004 e
iny e £n £m
A% 108 4 84
37 33 9 30
12 — - —
197 141 13 114
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27 Deferred taxation

(1

2

—

—

Provision for deferred taxation has been made at 30% (31 December 2000 — 30%) being the anticipated rate of UK corporation
tax when the liability is expected to crystallise.

2001 _— 2001 i

Lo i Kt £
Short-term timing differences 1154 {151) {109} (108)
Capital allowances 1,04 620 B& 57
950 469 (43) (51
Movements during the year: o _ o £m
At 1 January 2001 469 (51)
Currency translation and other adjustments 2 —
Acquisition of subsidiaries 278 —
Disposal of subsidiaries (28) —
Charge to profit and loss account
— current year 139 16
— prior year o - 30 (8)
At 31 December 2001 - 950 (43)
The Bank’s net deferred tax asset is included in ‘Other assets’.
No provision has been made for the following potential amounts of deferred taxation:
20m s 2001 2
£re L £ ni
Short-term timing differences — 4 - —
Capital allowances ARy 98 00— 43
202 102 — 43

Provision is also not made for any liability which may arise in the event of:

WNatWest Group undertakings and properties being reatised at balance sheet values. Most of these assets are expected 10 be retained
for the long term. In view of the large number of properties involved and rules relating to roll-over relief, it is considered that no
useful purpose would be served by quantifying the potential amounts involved,

The reserves of overseas subsidiary and associated undertakings being remitted. A substantial proportion of such reserves are
required to be retained by the overseas undertakings to meet local regulatory requirements.
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28 Other provisions

The Grosp

At | January 2001 130 13 56 189
Provisions utilised (6) — 4) (10}
Charge to profit and loss account 18 — 10 28
At 31 December 2001 142 13 62 217
The Bank

At 1 January 2001 122 7 20 149
Provisions utilised (%) — (4) (9)
Charge fo profit and loss account 16 — 3 19
At 31 December 2001 133 7 19 159
Notes:

(1) NatWest Group has a number of leasehold properties where rents payable and other unavoidable costs exceed the value to NatWest
Group. This provision has been discounted due to the long-term nature of certain of these obligations.

{2) NatWest Group operates various unfunded post-retirement benefit plans and provision is made for the expected costs.

(3) Other provisions arise in the normal course of business.
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29 Dated loan capital

The Bank
£100 million 11.75% subordinated notes 2001 (13 100
US$750 million 9.45% subordinated notes 2001 (1) 503
US$250 million fleating rate subordinated notes 2002 W7 167
US$500 million 9.375% guaranteed capital notes 2003 (2) 2EE 335
£100 million 12.5% subordinated unsecured loan stock 2004 SN 100
US$400 million guaranteed floating rate capital notes 2005 BEE 268
US$1,000 million 7.375% fixed rate subordinated notes 2009 G54 664
US$650 million floating rate subordinated step-up notes 2009 (callable October 2004) 448 434
€600 million 6.0% subordinated notes 2010 2 369
£300 million 8.125% step-up subordinated notes 2011 (callable December 2006) 298
€500 million 5.125% subordinated notes 2011 308
£300 million 7.875% subordinated notes 2015 296
£300 million 6.5% subordinated notes 2021 294
4,136
Greenwich Capital Holdings Inc,
US$100 million subordinated loan capital 2001 floating rate notes (3) 67

US$105 million subordinated loan capital 2004 floating rate notes (issued April 2001} (4) ¥2 —
3,651 4,203

Dated loan capital in issue, by remaining term, repayable

— in one year or less 172 670
— two years or less but over one year 345 167
-- five years or less but over two years 1,194 1,137
— in more than five years 4,540 2,229

3,651 4,203

Notes:
(1) Redeemed on maturity in May 2001.
() Loan due by a subsidiary undertaking and on-lent to National Westminster Bank Plc on a subordinated basis. It has been guaranteed

as to the payment of principal and interest by National Westminster Bank Ple.

—
ad

Redeemed on maturity in April 2001.
4y Net proceeds received US$105 million, £73 million.

(5) In the event of certain changes in the tax laws of the UK, all of the dated loan capital issues are redeemable in whole, but not
in part, at the option of the issuer, at the principal amount thereof plus accrued interest, subject to prior approval of the UK
Financial Services Authority.

{6) Except as stated above, claims in respect of the NatWest Group’s dated loan capital are subordinated to the claims of osher
creditors. None of NatWest Group’s dated loan capital is secured.

(7 Interest payable on NatWest Group floating eate issues is at a margin over London interbank rates. Interest on £900 million,

US$1,500 million and €1,100 million of fixed rate issues is swapped into floating rates at a margin over London interbank rates.

—
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30 Undated loan capital

2001

The Group and the Bank

U8$500 million primary capital floating rate notes, Series A {callable on any interest payment date) 335
US$500 million primary capital floating rate notes, Series B (callable on any interest payment date) 335
US$500 million primary capital floating rate notes, Series C {callable on any interest payment date) 335
US$500 million 7.875% exchangeable capital securities (callable November 2003) (1) 335
US$500 million 7.75% reset subordinated notes (callable October 2007) 333

€160 million floating rate undated subordinated step-up notes {callable October 2009} 62

€400 million 6.625% fixed / floating rate undated subordinated notes (callable October 2009) 247
£325 million 7.625% undated subordinated step-up notes (callable January 2010) 322
£200 miftien 7.125% undated subordinated step-up notes {callable October 2022) 197
£200 million 11.5% undated subordinated notes (callable December 2022) (2) 200

2,745 2,701

Notes.
(11 Exchangeable at the option of the issuer into 20 million 8.75% (gross) non-cumulative doliar preference shares of US$25 each
of National Westiminster Bank Plc at any time.

12) Exchangeable at the option of the issuer into 200 million 8.392% (gross) non-cumulative sterling preference shares of £1 each
of National Westminster Bank Plc at any time.

31 Except as stated above, claims in respect of the NatWest Group’s undated loan capital are subordinated to the claims of other
creditors, None of the NatWest Group’s undated loan capital is secured.

(4) Interest payable on NatWest Group floating rate issues is at a margin over London interbank rates. Interest on £525 million,
USE500 million and €400 million of fixed rate issues is swapped into floating rates at a margin over London interbank rates.
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21 Called up share capital

At At

31 December 3% December
2001 2001

‘ {“r.n im =y i [
Equity shares
Ordinary shares of £1 each 1,678 —
Total equity share capital 1,678 e

2,250
2,250

Mon-equily shares

Non-cumulative preference shares of US$25 each 369 10 q,078 1,340
Non-cumulative preference shares of £1 each _ 140 — E K 1,000
Total non-equity share capital 509 10 519 2,340
Total share capital 2,187 10 2,197 4,580
US$ exchange rate £1 = $1.4925 $1.4498

31I;ccemb2r ’i + l- '.: 31 Decemls\;r.. phoee e
Nurnior of ghares - rm\imm_ . 7 Z001 2000 200 200
Equity shaves
Ordinary shares of £1 each _ _ 1,678 1,678 2,250 2.250
Hon-epulty sharos
Non-curmulative preference shares of US$25 each 22 22 B0 80
Non-cumulative preference shares of £1 each A48 140 4,000 1,000

The non-cumulative dollar preference shares, Series B, of US$25 each which carry a gross dividend of 8.75% inclusive of
associated tax credit, are redeemable at the option of the Bank exercisable to 9 June 2003, at a premium per share of US$0.30.
There is no redemption premium if the date of redemption falls after 9 June 2003.

The non-cumulative dollar preference shares, Series C, of US$25 each which carry a gross dividend of 8.625% inclusive of associated
tax credit. They are redeemable at the option of the Bank from 9 April 2002 to 8 April 2008 inclusive, at a premium per share
of US$1.50 in 2002 reducing by US$0.30 in each successive year. Thetre is no redemption premium if the date of redemption
falls after 8 April 2007.

The 9% non-cumulative sterling preference shares, Series A, of £1 each are non-redeemable,

The holders of sterling and dollar preference shares are entitled, on the winding-up of the Bank, to priority over the ordinary
shareholders as regards payment of capital. Otherwise the holders of preference shares are not entitled to any further participation
in the profits or assets of the Bank and accordingly these shares are classified as non-equity shares.

The holders of sterling and dollar preference shares are not entitled to receive notice of, attend, or vote at any general meeting
unless the business of the meeting includes the consideration of a resolution for the winding-up of the Bank or the sale of the
whole of the business of the Bank or any resolution directly affecting any of the special rights or privileges attached to any of
the classes of preference shares.
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32 Reserves

Share premium acoount
At 1 January and 31 December 2001 1,286 1,286

Other reserves
At 1 January and 31 December 2001 301 298

Revaluation reserves

At 1 January 2001 46 2,012
Revaluation of interests in subsidiary undertakings — 683
Revaluation of premises 41 15
Transfer from profit and loss account _ 32 35
At 31 December 2001 119 2,745

Profit and loss account

At 1 January 2001 3,220 1,071
Currency translation and other adjustments 4) 2
Retention for the year 989 344
Transfer to revaluation reserve o o N (32) (35)
At 31 December 2001 4,173 1,382

Exchange gains of £2 million (2000 — losses £52 million) arising on foreign currency borrowings have been offset in NatWest
Group’s profit and loss account reserves against differences on retranslating the net investment in overseas subsidiary and
assoctated undertakings financed by these borrowings,

The tax effect of gains and losses taken directly to reserves was £nil (2000 — £nil).

33 Lease commitments
The annual rental commitments under non-cancellable operating leases were as follows:

31 bDecemhber 2001 : K P
Premises  Equipment AR R

£ £ i m
The Group
Expiring within one year & 8 —
Expiring between one and five years A - 24 1
Expiring after five years _ _ oy . 98 _
132 — 130 1
The Bank
Expiring within one year 2 e 3 —
Expiring between one and five years 6 — ] 1
Expiring after five years _ TE 81 —
86 — 92 1
34 Analysis of total assets and liabilities
206"1‘ ' zoc;r;‘ o .
e £ fm Emr
Assets: denominated in sterling 102,033 101,715 85,278 96490
denominated in currencies other than sterling 70,54% 84518 22,773 48,196

172,578 186,233 113,057 145,686

Liabilities: denominated in sterling 101,200 99,611 89,226 95901
de_nominated in _currencies qt_her than ste_rling _ 79,378 86,622 23,821 49,785
172,578 186,233 113,057 145,686
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35 Derivatives
In the normal course of business, NatWest Group enters into a variety of derivative transactions principally in the foreign
exchange and interest rate markets. These are used to provide financial services to customers and to take, hedge and modify
positions as part of trading activities. Derivatives are also used to hedge or modify risk exposures arising on the balance sheet
from a variety of activities including lending and securities investment.

The principal types of derivative contracts into which NatWest Group enters are described below.

Swaps  These are over-the-counter (“OTC™} agreements between two parties to exchange periodic payments of interest,
or payments for the change in value of a commeodity, or related index, over a set period based on notional principal amounts.
NatWest Group enters into swap transactions in several markets. Interest rate swaps exchange fixed rates for floating rates of
interest based on notional amounts. Basis swaps exchange floating or fixed interest calculated using different bases, Cross
currency swaps are the exchange of interest based on notional values of different currencies. Equity and commodity swaps
exchange interest for the return on an equity or commodity, or equity or commeodity index.

Options  Currency and interest rate options confer the right, but not the obligation, on the buyer to receive or pay a specific
quantity of an asset or financial instrument for a specified price at or before a specified date. Options may be exchange-traded
or OTC agreements. NatWest Group principally buys and sells currency and interest rate options.

Futures and forwards  Short term interest rate futures, bond futures and forward foreign exchange contracts are all
agreements to deliver, or take delivery of, a specified amount of an asset or financial instrument based on the specitied rate,
price or index applied against the underlying asset or financial instruments, at a specified date. Futures are exchange-traded at
standardised amounts of the underlying asset or financial instruments. Forward contracts are OTC agreements and are principally
deait in by NatWest Group in interest rates as forward rate agreements and in currency as forward foreign exchange contracts.

Collateral  NatWest Group may require collateral in respect of the credit risk in derivative transactions. The amount of
credit risk is principally the positive fair value of contracts. Collateral may be in the form of cash or, in the form of a lien over
a customer’s assets entitling NatWest Group to make a claim for current and future liabilities.

Maturity of replacement cost of over-the-counter contfracts {trading and non-trading) Replacement cost
indicates NatWest Group’s derivatives credit exposure. The following table sets forth the gross positive fair values by maturity.
It includes the replacement cost of contracts entered into with fellow subsidiary undertakings and the NatWest Group’s parent
undertaking.

31 December 2001

Within One to Over
one year five years five years Total
£ Emn san i

Before netting:

Exchange rate contracts

Interest rate contracts

Equity and commodity contracts

617

Banks and investment firms 5,927

Others 430G

6,957

) ) V_;n Pt
Before netting:

Exchange rate contracts 3,029 600 220 3,849

Interest rate contracts 415 1,597 562 2,574

Equity and commeodity coniracts o _ 37 35 2 74

3,481 2,232 784 6,497

Banks and investment firms 4173

Others _ _ _ N 2,324

6,497
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35 Derivatives (continued)
At 31 December 2001, the potential credit risk exposure, which is after netting and allowing for coliateral received, of the
NatWest Group’s trading and non-trading derivatives, was £1,393 mitlion to banks and investment firms and £957 million to
other counterparties,

Exchange-traded contracts are excluded from the above tables. Such contracts generally involve lower credit risk than OTC
contracts as they are cleared through exchanges that require margin from participants and the daily settlement of gains and losses.

Trading derivatives  The following table shows the fair values of instruments in the derivatives trading portfolio.

31 Decemhber 2001
End of period fair value

Assets Liabitities Leb
Eon T £ £
Euxchange rate coentracts:
Spot, forwards and futures St 588 3,139 3,053
Currency swaps THA 25EH 536 588
Options purchased 458 . 152 —
Options written A% — 166

4855 4,231 3,827 3,807

interosl rate coniraots:

Interest rate swaps 4,650 4,474 2,060 2,480
Options purchased B 245 —_
Options written . GA0 — 196
Futures and forwards %35 1406 38 59

5,208 5,250 2,343 2,715

Enuity and comimodity contracts 7 4% 5 74 &3
B,E7E &, 504 6,244 6,585
Meiting 7 o (@921 (3021 (3751)  (3,751)

2,649 2,583 2,493 2,834

Average fair values (before netting):

Exchange rate contracts 1,569 1,663 8,921 9,099
Interest rate contracts 4,166 4,653 15,149 16,077
Equity and commodity contracts 5 i 136 122

5,740 6,321 24,206 25,298

Gains and losses on exchange-traded contracts subject to daily margining requirements are settled daily. The fair value of such
contracts included above reflects the last day’s variation margin.




The following table analyses, by maturity and contract type, the notional principal amounts of NatWest Group’s trading derivatives:

At 50 Decomboer 2601
Ewxchange rate contranis:
Spot, forwards and futures
Currency swaps

Options purchased

Options written

Interest rate contracts:
Interest rate swaps

Options purchased

Options written

Futures and forwards

Equity and commodity contracts

AL 31 Diszemins 2000

wpd vots »;:ézzirm;-é:.a::
Spot, forwards and futures
Currency swaps

Options purchased

Options written

Erthe

Interest rate contracts:
Interest rate swaps

Options purchased

Options written

Futures and forwards

Equity and commodity contracts

Within One teo Over
one year five years five years Total
Eiys Shr i Shn
Y &0 &E
0.3 x4
2.8 (N
2.8 (EN)
38.0 7.2 1.6
61.5 114.3 83.5 259.3
51.6 24.4 2.4 78.1
36.8 31.8 1.8 70.4
TEE i IrE Y50
305.0 189.9 87.9 582.8
0.2 — — 0.2
Al
E.:r . LF,t;n E‘ém £hr
157.2 7.8 - 165.0
18 5.0 3.5 10.3
1.3 0.3 0.1 1.7
2.1 0.2 0.1 24
162.4 13.3 3.7 179.4
31.2 61.6 68.5 161.3
30.7 12.9 23 45.9
1.0 9.0 38 238
74.9 38.3 1.2 114.4
147.8 121.8 758 345.4
0.3 0.3 — 0.6
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35 Derivatives (continyed)
Non-trading derivatives  NatWest Group establishes non-trading derivatives positions externally with third parties and
also internally. It should be noted that the following tables include the components of the internal hedging programme that
transfers risks to the trading portfolios in NatWest Group or to external third party participants in the derivatives markets.

The following table summarises the fair values and book values of derivatives held for non-trading activities and includes
internal trades:

31 December 2001

... Fairvalue Book value o e
Positive Negative Pasitive Negative [ .

7 £ro Zir frr o fm Lin £m 2im

Exchange rate comivacia:
Spot, forwards and futures 140 5 pa 37 32 16 4
Currency swaps and options 1 G4 2 - 13 58 9 1
e (5 % 50 80 25 5

20t vate coniy

Interest rate swaps 252 1,052 351 2% 931 1,082 627 529
Futures, forwards and options & 4 - 2 2 — —
' o8 1,072 331 232 933 1,084 627 529
Total 1,007 1,091 335 232 983 1,174 652 534

The following table analyses, by maturity and contract type, the notional principal amounts of NatWest Group’s non-trading
derivatives (third party and internal):

Within One to Over
one year five years five years Tatal
At ST Dosombor 2007 fbn [ hn Lo

Excnanges rale condranis:
Spot, forwards and futures
Currency swaps and options

Interest rate contracts:
Interest rate swaps
Futures, forwards and options

Al 371 December 2000

Exchange rate contracis:
Spot, forwards and futures
Currency swaps and options

Interest rate contracts:
Interest rate swaps
Futures, forwards and options
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Financial instruments

Risk management is conducted on an overall basis within The Royal Bank of Scotland Group. Therefore in the following
discussion on risk management all references to “the Group™ or “Group” boards and committees are to The Royal Bank of
Scotland Group.

Risk management

The management of risk is fundamentzal to the Group’s operations. It has in place a comprehensive risk management
framework comprising:

The Board providing leadership, setting strategy and monitoring progress.

Group-wide policies, procedures, processes and systems.

A comprehensive executive commitiee structure focusing on risk management at Group level. Where appropriate this is replicated
at divisional level.

Risk management functions that are independent of business management,

The principal risk management executive committees are:

Group Executive Management Comnittee (“GEMC™), a sub-committee of the Board.

Group Risk Management Committee (“GRMC”), a sub-committee of the GEMC.

Group Credit Commiittee (“GCC”), a sub-committee of the Board.

Group Asset and Liability Management Committee (“GALCO™), a sub-committee of GEMC.

The independent Group Risk function is respensible for advising the Board on the operation and effectiveness of the Group’s risk
management framework. Within each Division independent risk management units operate, reporting to both divistonal executive
management and the Head of Group Risk. Supporting GALCO and Balance Sheet Management Committee, Group Treasury is
responsible for capital raising, liquidity and structural hedging policies and the management of the Group’s balance sheet,

The most significant risks managed by the Group are:
Enterprise risk: the risk of loss from inadequate or failed internal processes, people and systems or from external events.

Credit risk: the possibility that the Group will incur losses from the failure of a counterparty to meet its obligations or from
changes in the credit quality of a counterparty.

Market risk: the possibility that the Group will incur losses from changes in interest rates, foreign exchange rates or the
prices of equity shares and indices, commodities, debt securities and other financial contracts, including derivatives,

Liguidity risk: the risk that the Group will be unable to meet its funding requirements at acceptable rates and appropriate
maturities,

Enterprise risk  Enterprise risk management is the term used by the Group to describe those risks faced by the Group that are
not managed by credit, liquidity, or market risk processes. These risks, which include operational risks, can arise from inadequate or
failed internal processes and systems, staff error and management failure and from changes to the legal, regulatory, political or
operating environment of any of the territories where the Group operates.

Primary responsibility for the day-to-day management of enterprise risk lies with business unit executive management. They are
respansible for establishing and maintaining appropriate policies, procedures, internal controls and business continuity arrangements.
Internal controis include physical controls; segregation of duties; appropriate authorisation limits; and procedures to ensure
compliance with laws and regulations. Group Risk is responsible for providing assurance to GEMC on the level of risk within
the Group and the effectiveness of the Group’s enterprise risk management processes. Within each division, there are independent
risk management units. Group Audit advises business unit management and the Audit Committee on the quality and effectiveness
of the system of internal controls and identifies any significant control deficiencies in the Group.
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36 Financial instruments (continued)
Credit risk  Credit risk is the risk that customers and professional counterparties will not meet their repayment obligations.
This risk is managed within the Group’s Credit Risk Management Framework comprising:

Execyfive involvemeni is through the GRMC. This sub-committee of the GEMC is chaired by the Group Finance Director and
includes other Executive Directors. It defines the credit risk strategy of the Group and approves both policy changes and other
enhancements to the Credit Risk Management Framework.

The Group’s Credit Risk Management Principles set out the minimum standards. These include:

o All credit risk exposures require approval before assumption by the Group. Existing credit risk exposures are monitored and
reviewed periodically (usually annually with the lower quality exposures being subject to greater frequency of analysis).
These approvals can only be given by duly authorised individuals or bodies (credit committees) or (in the case of retail
businesses) through authorised automated processes.

® Credit authority is delegated only to competent individuals who are either independent of business revenue generation or to
credit committees. Credit authority is not extended to branch or account relationship managers.

# Credit risk exposures originated anywhere in the Group that create obligations from the same counterparty group are aggregated
(subject to de minimis thresholds} in determining the appropriate level of credit approval required and managed together.

e Customers/counterparties are assigned a credit rating, which is mapped to a Group scale that reflects the probability of default.

Approval process Distinct approval processes exist for each of the significant counterparty types to ensure appropriate skills
and resources are employed:

e Retail and personal businesses combine industry standard credit scoring techniques. adapted for the Group, that process small
scale, large volume credit decisions, with traditional analysis and judgement applying to more significant credit risks.

® (redit approvals for the professional counterparties of Financial Markets are supported by a dedicated Credit function providing
expertise in traded markets product risk and specialisation in financial institutions analysis.

# For the Group’s Corporate business, the judgement exercised over the credit approvals is supported by the relationship management
team; the Analysis Rating and Research unit; and the Credit Risk Department.

The balance between risk and reward is managed by the credit approval process and appropriate risk adjusted return
measurement tools,

Porifolio management The business units and GEMC review monthly reports on the Group’s portfolios of credit risks, Portfolio
information is examined principally by quality ratings but further sub-divided by: major division/subsidiary; by geography: and
by industrial sector. Expected loss and other statistical tools are used in trend analysis.

Oversight of delegated authority Group Risk and divisional credit risk functions undertake reviews to provide independent
oversight of delegated authority and compliance with Group practice,

Problem exposure management Credit management within each business unit is the responsibility of business unit credit
committees, Specialist units within the Group provide intensive management and contrel over the Group’s impaired loans
to minimise the incidence of credit losses. In the Group’s cotporate businesses, problem loans are managed by Specialised
Lending Services which provides dedicated resource experienced in corporate restructuring, The Problem Exposure Review
Forum reviews all such significant cases annually. This group is chaired by the Group Chief Executive and includes the
appropriate Divisional Executive, account managers and credit managers. The Group’s Retail businesses operate automated
triggers and filters as part of the monthly monitoring of all accounts. Identified problems are then managed through prescribed
pracesses by centralised credit management units.

Market risk  The Group is exposed to market risk because of positions held in its treasury and trading portfolios, as well
as due to its non-trading activity.

Market risk in the treasury portfolios arises as a consequence of the management of the Group’s liquidity requirements.
The instruments that give rise to this type of risk are mainly money-market instruments and interest rate derivatives, and the
main risk factor is therefore predominantly interest rates,
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Market risk in the trading portfolios is mainly associated with the customer-facing trading business, with the market-making
operations and with taking positions in tradable securities. The associated instruments are held on the trading {mark-to-market)
books, and the main risk factors are interest rates, credit spreads, and foreign exchange.

Non-trading market risk is associated with the mismatches between the re-pricing of the Group's non-trading financial assets
and liabilities and with the Group’s investment in overseas subsidiaries, associates and branches. Mismatch risk mainly gives
rise to interest-rate exposure which is then transferred to the Group’ trading or treasury units for management within their
approved limits, Overseas investments mainly give rise to structural foreign exchange exposure.

The Group manages the market risk in its trading and treasury portfolios through its Market Risk Management Framework
which is based on Value-at-risk (“VaR™) limits, together with stress testing, scenario analysis, and position and sensitivity
limits. Stress testing measures the impact of abnormal changes in market rates and prices on the fair value of the Group’s
trading portfolios. GEMC approves the high-level VaR and stress limits for the Group. The Group Risk function, independent
from the Group’s trading businesses, is responsible for setting and monitoring the adequacy and effectiveness of the Group’s
market risk management processes.

Value-at-risk — VaR is a technique that produces estimates of the potential negative change in the market value of a portfolio over
a specified time horizon at given confidence levels. For internal risk management purposes, the Group’s VaR assumes a time
horizon of one day and a confidence level of 95%. In other words, a one-day loss greater than VaR is likely to occur on average
on only one in every 20 business days. In addition, the Group’s VaR is also estimated assurning a 10-day holding period.

The Group uses historical simulation models in computing VaR. This approach, in common with many other VaR models,
assumes that risk factor changes observed in the past are a good estimate of those likely to occur in the future and is,
therefore, limited by the refevance of the historical data used. The Group’s method, however, dogs not make any assumption
about the nature or type of the underlying loss distribution. The Group typically uses the previous two years of market data.

NatWest Group’s VaR should be interpreted in light of the limitations of the methodologies used. These limitations include:

Historical data may not provide the best estimate of the joint distribution of risk factor changes in the future and may fail to capture
the risk of possible extreme adverse market movements which have not occurred in the historical window used in the caleulations.

VaR using a one-day time horizon does not fully capture the market risk of positions that cannot be liquidated or hedged
within one day.

VaR using a 95% confidence level does not reflect the extent of potential losses beyond that percentile.

NatWest Group largely computes the VaR of trading portfolios at the close of business and positions may change substantially
during the course of the trading day. Controls are in place to limit the NatWest Group’s intra-day exposure and the VaR for
selected portfolios is computed intra-day.

These limitations and the nature of the VaR measure mean that it should not be viewed as a guarantee of NatWest Group’s
ability to limit its market risk. NatWest Group cannot be certain that losses will not exceed the VaR amounts indicated nor
that fosses in excess of the VaR amounts will not occur more frequently than once in twenty business days.

Trading  NatWest Group’s trading activities comprise: market making — quoting firm bid (buy) and offer (sell) prices with
the intention of profiting from the spread between the quotes; customer facilitation — providing products to NatWest Group’s
client base at competitive prices; arbitrage — entering into offsetting positions in different but closely related markets to profit
from market imperfections; and proprietary activity — taking positions in financial instruments as principal 1o take advantage
of anticipated market conditions. Financial instruments held in the NatWest Group’s trading portfolios include, but are not
limited to, debt securities, loans, deposits, securities sale and repurchase agreements and derivative financial instruments
{(futures, forwards, swaps and options).

The VaR for NatWest Group’s trading portfolios, segregated by type of market risk exposure, is presented in the fables below.

At

31 Pecember Year ended 31 December 20019
2001 Maximum ~ Minimum Average FREOR FOR Mg
) B £m o Em €in £m £m £m £m
Interest rate 5.4 12.2 5.0 8.2 6.0 11.3 9.0
Currency 0.2 2.8 oA 0.6 12 31 1.6
Equity 0.3 1.8 6.2 0.5 1.0 1.0 — 0.2
Diversification effects {G.B} (1.8)

Total 6.1 12.3 5.3 8.4 6.6 11.5 6.2 9.3
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36 Financial instruments {confinued)
Non-trading  NatWest Group’s portfolios of nen-trading financial instruments, artsing from its treasury activities and its
retail and corporate banking operations, mainly comprise loans (including finance leases), debt securities, equity shares,
deposits, certificates of depasit and other debt securities issued, loan capital and derivatives (mairly interest rate swaps}.

Treasury  NatWest Group’s treasury activities include its money-market business and the management of internal funds
flows with NatWest Group’s businesses. Money-market portfolios include cash instruments (principally debt securities, loans
and deposits) and related hedging derivatives.

Retail and corporate banking  Structural interest rate risk arises in NatWest Group’s commercial banking activities
where assets and habilities have different repricing dates. Group policy requires that all material interest rate risk arising from
retail and corporate banking activities be transferred to a trading or treasury unit for management within its approved limits.

Structural interest rate risk is calculated in each business unit on the basis of establishing the repricing behaviour of each asset
and liability product. For many products, the actual interest rate repricing characteristics differ from the contractual repricing,

In most cases, the repricing maturity is then determined by the market interest rate that most closely fits the historical
behaviour of the product interest rate. For non-interest bearing current accounts, the repricing maturity is determined by the
stability of the portfolio. The repricing maturities used are reviewed by both the Balance Sheet Management Conumittee and
business unit asset and liability committees annually, or more often if appropriate.

A static maturity gap report is produced as at the month-end for each material business unit, in each functional currency based
on the behaviouralised repricing for each product. It is Group policy to include non-financial assets and liabilities, mainly
tangible fixed assets and NatWest Group’s capital and reserves, spread over medium and longer term maturities, in the gap
report. This report also includes hedge transactions, principally derivatives. Any residual non-trading interest rate exposures are
measured and monitored against limits using a version of the same VaR methodology, but without discount factors, that is used
for the NatWest Group’s trading portfolios. Limits are also set on the net interest income exposure over 12 months to a 1%
paratlel movement in interest rates.

Option risk in the non-trading businesses principally occurs in certain fixed rate assets and liabilities. An example is where
businesses undertake to provide funding to, or to accept deposits from, customers at a future date at a pre-determined fixed
interest rate, Derivatives are used to manage the risk of interest rate movements from the date a commitment is made to

a customer to the date the transaction closes. Option risk also arises where customers can repay fixed rate loans or withdraw
fixed rate deposits before their maturity, In managing this risk, modelling of how the level of carly repayment varies with
interest rate movements is undertaken for the major fixed rate books. NatWest Group also seeks to protect itself from early
repayment risk through the imposition of early repayment interest charges, where applicable.

Currency risk  NatWest Group does not maintain material non-trading open currency positions other than the structural
foreign currency translation exposures arising from its investments in overseas subsidiary and associated undertakings and
their related currency funding. The Group’s policy in relation to structural positions is to match fund the structural foreign
currency exposure arising from net asset value, including goodwill, in overseas subsidiaries, equity accounted investments
and branches, except where doing so would materially increase the sensitivity of either NatWest Group’s or subsidiary’s
regulatory capital ratios to currency movements. The pelicy requires structural foreign exchange positions to be reviewed
regularly by GALCO. Gains or losses on foreign currency investments net of any gains or losses on related foreign currency
funding or hedges are recogatsed in the statement of total recognised gains and losses.

The tables below set out NatWest Group’s structural foreign currency exposures.

31 December 2004
Foreign

Net currency Structurat

investments borrowings foreign

in averseas hedging net currency

operations investments 2Xposures

Funclional currency of nolinvesiment _ B _ Em Em Em _ £

US dollar 1,523 1,508 15 717 670 47
Euro 731 202 529 750 204 546
Swiss franc 250 243 7 20 193 8
Other non-sterling 12 16 2 82 79 3

Total 2,516 1,963 553 1,750 1,146 604
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Equity risk  Non-trading equity risk arises principally from NatWest holding of strategic investments. At 31 December
2001, equity shares held as investment securities had a book value of £1,069 million (31 December 2000 — £423 million} and
a vatuation of £1,031 million (31 December 2000 — £425 million).

Liquidity risk  Liquidity management within the Group focuses on the management of both overall balance sheet structure
and the control within prudent limits of risk arising from the mismatch of maturities across the balance sheet and from contingent
obligations.

The structure of NatWest Group’s balance sheet is managed to maintain substantial diversification, to mintmise concentration
across its various deposit sources, and to contain the level of retiance on total and net short-term wholesale sources of funds
within prudent levels.

The short-term maturity structure of NatWest Group’s liabilities and assets is also managed on a daily basis to ensure that
contractual cashflow obligations, and potential cashflows arising from undrawn commitments and other contingent obligations,
may be met as they arise from day to day, either from cash inflows from maturing assets, new borrowing or from the sale or
repo of various debt securities held.

That short-term liquidity risk is managed on a consolidated basis for the whole Group excluding the insurance businesses in the
UK which are subject to regulatory regimes which necessitate the separate management of liquidity. [nternal ltiquidity mismatch
limits are set for all other subsidiaries and non-UK branches which have material local treasury activities in external markets, to
ensure those activities do not compromise daily maintenance of the Group’s overall liquidity risk position within the Group’s
policy parameters.

The level of large deposits taken from banks, corporate customers, non-bank financial institutions and other customers, and
significant cash outflows therefrom, are also reviewed to monitor concentration and identify any adverse trends. The degree of
maturity mismatch within the overall long-term structure of the Group’s assets and liabilities is also managed within internal policy
limits, to ensure that term asset commitments may be funded on an economic basis over their life. In managing its overall term
structure, the Group analyses and takes into account the effect of retail and corporate customer behaviour on actuat asset and
liability maturities where that differs materially from the underlying contractual maturities.

Policy parameters for the control of overall balance sheet structure and liquidity risk are set by GALCO. Compliance is monitored
and co-ordinated by the Group Treasury function both in respect of internal policy and the regulatory requirements of the UK
Financial Services Authority.

In addition to their consolidation within the Group’s daily liquidity management processes, it is also the responsibility of afl
Group substdiaries and branches outside of the UK to ensure compliance with all separate local regulatory liquidity requirements
applicable,

The Group also periodically evaluates various scenarios to analyse the potential impact on its liquidity risk. Contingency
plans are maintained to anticipate and respond to any approaching or actual material deterioration in market conditions.

Residual value risk  NatWest Group’s asset finance activities expose it to risk of loss if the value of the physical asset at
the end of the financing tern is less than that required to achieve the planned return. NatWest Group mitigates this risk through
portfolio diversification and active management of asset exposures throughout their life, from pricing through to re-marketing
at the end of the transaction term.

Financial instruments  Financial instruments are fundamental to NatWest Group’s business and constitute the core
element of its operations. The risks associated with financial instruments are a significant component of the risks faced by
NatWest Group. Financial instruments create, modify or reduce the liquidity, credit and market risks of NatWest Group’s
balance sheet. Each of these risks and the Group’s policies and objectives for managing such risks are discussed above.

The purpose for which NatWest Group helds or issues financial instruments can be classified inte five main categories.
Customer loans and deposits  Customer loans and deposits (both retail and institutional) form a substantial part of
NatWest Group’s business. The customer loan portfolio is NatWest Group’s largest asset and the interest received from such

loans is NatWest Group’s core soutce of income.

NatWest Group has detailed policies and strategies in respect of its customer loans and deposits which seek to minimise the
risks associated with these financial instruments.
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36

Notes on the accounts continued

Financial instruments (confinued)

Investments (equity shares and debt securities) NatWest Group holds shares and other securities, excluding
strategic investments, for use on a continuing basis in NatWest Group’s activities. The objective of holding such financial
instruments is to generate funds over the term of the investment, in the form of distributions and/or appreciation in value.
Funds generated are used in NatWest Group’s operations.

Finance (money market loans and deposits, loan capital, debt securities in issue, preference shares)
NatWest Group issues financial instruments to fund that portion of NatWest Group’s assets not funded by customer deposits.
The objective of using financial instruments for financing purposes is to manage NatWest Group’s balance sheet in terms of
minimising market risk. Responsibility for overseeing and implementing balance sheet management lies with Group Treasury.

Trading (foreign exchange, derivatives, debt securities, loans and deposits}  NatWest Group trades in financial
instruments for customer facilitation and as principal. The objective of trading in financial instruments is to maximise short term
gains for both the customer and/or NatWest Group. Trading activity is restricted to certain areas in NatWest Group and is subject
to strict policies and limits. Responsibility for setting trading policies and monitoring adherence thereto lies with Group Risk.

Hedging (derivatives, loans and deposits, debt securities}  Where financial instruments form part of NatWest
Group’s risk management strategy they are classified as hedges. The objective for holding financial instruments as hedges is
to match or eliminate the risk arising because of adverse movements in interest rates, exchange rates, credit ratings, equity
prices or commeodity prices. Derivatives are the main instruments used for hedging.

Funding in the form of loans and deposits and preference shares is used to hedge certain of NatWest Group’s equity investments.

Interest rate sensitivity gap  The tables below summarise NatWest Group’s interest rate sensitivity gap for its non-trading
book at 31 December 2001 and 31 December 2000. The tables show the contractual re-pricing for each category of asset, liability
and for off-balance sheet items. A liability (or negative) gap position exists when liabilities reprice more quickly or in greater
proportion than assets during a given period and tends to benefit net interest income in a declining interest rate environment.

An asset (or positive) gap position exists when assets reprice more quickly or in greater proportion than liabilities during a given
period and tends to benefit net interest income in a rising interest rate environment. Contractual repricing terms do not reflect the
potential impact of early repayment or withdrawal. Positions may not be reflective of those in subsequent periods. Major changes
in positions can be made promptly as market outlooks change. In addition, significant variations in interest rate sensitivity may
exist within the re-pricing periods presented and among the currencies in which NatWest Group has interest rate positions.

After After After Non-

3 months 6 months 1 year interest Banking Trading

Within  but within  but within  but within Aflter hearing baok hook
3 months & months 1 year 5 yaars 5 years funds total total Total
At 3% Qocomboer 2001 £rn Em £ £m £m £ £ £ant Err

Assels

Loans and advances to banks 13,538 4,235 207 30 42 164 18,213 13,056 31,269
Loans and advances to customers 80,745 4,366 3,887 15,631 5,630 1,662 91,821 82,687 100,618
Treasury bills and debt securities 963 303 441 1,255 455 - 3417 B9 21640
Other assets 13 - — — — 40,364 10,377 5704 19,081
Total assets 75,256 8,904 4,535 16,916 6,127 12,1901423.928 45,550172,578

tiabititios

Deposits by banks 18,932 5} BE3 185 25 245G
Customer accounts 55, 740 TYE 345 ao7 12,280 99,931
Debt securities in issue 2,298 2,555 j4d 138 5,223
Subordinated liabilities 1,715 275 -— 4,088 TEOB,398
Other liabilities 10 i 28 37 2,84 27,687
Shareholders’ funds — — — — 756 8,076
Internal funding of

trading business {(4.448) (203 {95} —- . {13) (5.45%) 5,459 —
Total liabilities _ 81,256 3,749 737 2,058 3,663 32,965 123,935 48,650 172,578
Off balance sheet items (1,818} {2,224) {1,327%) 401 4,760 —
Interest rate sensitivity gap (7,818} 3,434 2,471 15,259 7,228 (20,775)

Curmnulative interest rate
sensitivity gap (7,618) (4,184) (1,713} 13,546 20,775
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AR December 20060 £ £m im £m ) £m £m £ L

fissals

Loans and advances to banks 18,617 2,041 1,652 67 45 723 23,145 11,850 34,995
Loans and advances to customers 56,124 4,349 2,373 16,877 5,184 1,182 86,088 12,735 98,824
Treasury bills and debt securities 6,723 1,720 1,534 1,319 313 — 11,609 25217 36,826
Other assets _ 17 - - — — 10,260 10,277 5311 15,588
Total assets 81,481 8,110 5,569 18,263 5542 12,165 131,120 55113 186,233

taaiatios

Deposits by banks 20,909 388 114 68 - 518 21,997 8,146 30,143
Customer accounts 72,005 1,181 932 1,701 145 17,003 93,057 16,665 109,722
Debt securities in issue 6,736 9N 1,017 211 217 — 9,172 — 9,172
Subordinated liabilities 1,668 368 503 770 3,528 — 6,837 67 6,904
Other liabilities 8 7 93 32 — 7,586 7,726 15,526 23,252
Shareholders’ funds — — — — — 6,289 6,289 751 7.040
Internal funding of

trading business _ (12,956)  (941) - — - (61) (13,958) 13,958 —
Total liabilities 88,370 1,094 2,659 2,782 3,820 31,425 131120 55113 186,233
Off balance sheet items ©(992) 1332 1420 (5516) 3,756 —
Interest rate sensitivity gap (7,881) 7,448 4,320 9,865 5,408 (19,260)
Cumulative interest rate '

sensitivity gap (7.881) (433) 3,887 13,852 19,260

The tables do not indicate the effect of interest rate options used by the NatWest Group to hedge its own positions. At 31 December
2001, the NatWest Group had non-trading interest rate options purchased outstanding with a principal amount of £475 million
(31 December 2000 — £390 million).
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Notes on the accounts continued

Financial instruments (confinued)

Fair values of financial instruments  The following tables set out the fair values of NatWest Group’s financial
instruments. Fair value is the amount at which an instrument could be exchanged in a current transaction between willing
parties, other than in a forced or liquidation sale. Quoted market values are used where available; otherwise, fair vaiues have
been estimated based on discounted expected future cash flows and other valuation techniques. These techniques involve
uncertainties and require assumptions and judgments covering prepayments, credit risk and discount rates. Changes in these
assumptions would significantly affect estimated fair values. The fair values reported would not necessarily be realised in an
immediate sale; nor are there plans to settle liabilities prior to contractual maturity. As there is a wide range of valuation
techniques, it may be inappropriate to compare the NatWest Group’s fair value information to independent markets or other

financial institutions’ fair value,

Trading businoss

Assets

Treasury bills and other eligible bills

Loans and advances to banks and customers
Debt securities

Equity shares

Derivatives

Liabilities

Deposits by banks and customer accounts
Short positions in securities

Subordinated loan capital

Derivatives

B;mku'g busingss

Assots

Cash and balances at central banks

Itemns in the course of collection from other banks
Treasury and other eligible bills

Loans and advances to banks and customers

Debt securities

Equity shares

Derivatives — net

Liabkilities

Items in the course of transmission to other banks
Deposits by banks and customer accounts

Debt securities in issue

Subordinated loan capital

Norn-equity shareholders’ funds

Notes:

31 December 2001
Carrying Fair
amount value

Lans Im

bt 3

)
) ;

(a) 16,540
) .
) 2,648 2,649

(©) 28,723 20,7E0
(a) 41,435 14,433
(d) 7Z 72
(b) 2,583 2,583

(a)
(a)
(a)
{e) 444,52 110,550
(f) 3,24

(f}
(b)

(a) 1,408 1,408
(¢) 104,477 104,480
(9 5,222 5,342
@ 6,324 5,656
(h) 519 573

wh

2611
24,585
22,606

2

2,493

24,811
9.817
67
2,834

2,611
24,585
22,6086

2,493

24,811
9,817
67
2,834

31 Droomier 2000

Carrying
e

£m

1,195
2,105
402

109,234

11,207
424
118

1,100
115,054
9172
6,837
509

Fair
walun
i

1,195
2.105
402
109,394
11,279
426
{(191)

1,100
115,020
2,174
6,861
550

Financial assets and financial liabilities carried at fair value or where carrying value approximates to fair value because they

are of short maturity or repricing date.

Fair values of derivatives are determined by market prices where available. Otherwise fair value is based on current market

information using appropriate valuation models.

The fair value of deposits repayable on demand is equal to their carrying value. The fair values of term deposits and time
certificates of deposit are estimated by discounting expected future cash flows using rates currently offered for deposits of

simnilar remaining maturities.

The fair value of loan capital is based on quoted market prices where available. For unquoted loan capital, fair value has been

estimated using other valuation techniques.
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For loans which reprice frequently or are linked to the NatWest Group’s base rate, and for which there has been no significant
change in credit risk since inception, carrying value represents a reasonable estimate of fair value. For other loans, fair values
are estimated by discounting expected future cash flows, using current interest rates appropriate to the type of loan, and
making adjustments for credit risk.

Fair values of marketable securities are based on quoted market prices. Where these are unavailable, fair value is estimated
using other valuation techniques.

The fair value of short-term debt securities in issue is approximately equal to their carrying value. The fair value of other debt
securities in issue is based on quoted market prices where available or, where these are unavailable, is estimated using other
valuation techniques.

The fair value of non-equity shareholders’ funds is based on quoted market prices.

Fair values are not given for financial commitments and contingent liabilities. The diversity of the fee structures, the lack of
established markets and the difficulty of separating the value of the instruments from the vajue of the overall refationship
involve such uncertainty that it is not meaningful to provide an estimate of their fair value. {The principal amounts of these
instruments are given in Note 37).

Hedges  As described in the accounting policies on page 8, dertvatives and debt securities held for hedging purposes are
accounted for in accordance with the treatment of the hedged transaction. As a result any gains or losses on the hedging
instrument arising from changes in fair values are not recognised in the profit and foss account immedtately but are accounted
for in the same manner as the hedged item.

Year ended
31 December 2001
Unrecognised Deferred L
gains and gains and EELEEI

Atl January — gains o - o ) 609 4 549 25
— losses (918) (5) (987) (22)
(309) () (438) 3
Recognised gains that arose in previous years (171} (4) (214) (24)
Recognised losses that arose in previous vears 262 5 252 22
Unrecognised gains and losses arising in the year 37 — a0 —
Unrecognised gains and losses deferred in the year {6) 6 1 (N
Exchange and other movements — — — m
At 31 December - - o h (187} 6 (309) (1
Of which — gains 726 42 609 4
— losses _ {443} {3631 (918) (5)
(187) 6 (309) {1}
Gains expected to be recognised in the year to
31 December 2002 (year to 31 December 2001) 150 22 169 4
Gains expected to be recognised in the year to

31 December 2003 or later (year to 31 December 2002 or later) 576 20 440 —
726 42 609 4

Losses expected to be recognised in the year to
31 December 2002 (year to 31 December 2001} {237) {20) {256) (5)

Losses expected to be recognised in the year to
31 December 2003 or later (year to 31 December 2002 or later) {6786] {46} (662) —

(913) (36) (918} (5)
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37 Memorandum items
Contingent liabilities and commitments
The amounts shown in the table below are intended only to provide an indication of the volume of business outstanding at
31 December 2001, Although NatWest Group is exposed to credit risk in the event of non-performance of the obligations
undertaken by customers, the amounts shown do not, and are not intended to, provide any indication of NatWest Group’s
expectation of future losses.

2001

The: Group

Contingent liabilities:

Acceptances and endorsements 415
Guarantees and assets pledged as collateral security 1,786
Other contingent liabilities 4,954
7,155
Commitments:

Documentary credits and other short-term trade related transactions 169 193

Undrawn formal standby facilities, credit lines and other commitments to lend
— less than one year 51,075 46,504
- one year and over 14,759 15,360
Other commitments BEE 362
66,270 62,419
2001 .
The: Barik Shr NG

Contingent liabilities:

Acceptances and endorsements 403
Guarantees and assets pledged as collateral security 4,085
Other contingent liabilities 4,997
9,485
Cormntmitments:
Documentary credits and other short-term trade related transactions 132 130
Undrawn formal standby facilities, credit lines and other commitments to lend
~ less than one year 43,937 40,707
— one year and over 20,120 19,768
Other commitments - 280

64,189 60,885

Acceptances are obligations to pay on maturity the face value of a bill of exchange to a third party, Most acceptances are short-term
and extend for one year or less. By endorsing a document, NatWest Group accepts liability for payment if it is dishonoured.

Documentary credits are cornmercial letters of credit providing for payment by NatWest Group to a named beneficiary against
delivery of specified documents.

Commitments to lend in¢lude commitments which are unconditionally cancetlable and agreements to lend to a customer so long as
all conditions established in the loan agreement have been satisfied or waived. A substantial proportion of NatWest Group’s loans
is by way of overdrafts. Unutilised overdraft facilities constitute commitments to lend which, although unconditionally cancellable,
are normally granted for a specific period of time. Unutilised overdraft facilities are included in commitments to lend.

Other commitments and contingent obligations usually have fixed expiry dates or other termination clauses,

Banking commitments and contingency obligations which have been entered into on behalf of customers and for which there
are corresponding obligations by customers are not included in assets and liabilities. NatWest Group’s maximum exposure to
credit logs, in the event of non-performance by the other party where all counterclaims, collateral or security prove valueless,
is represented by the contractual notional amount of those instruments. Many commitments are expected to expire without
being drawn and do not necessarily represent future cash requirements.

Litigation Members of the NatWest Group are engaged in litigation in the United Kingdom and a number of overseas
jurisdictions, including the United States, involving claims by and against them which arise in the ordinary course of business.
The directors of the Bank, after reviewing the claims pending and threatened against NatWest Group undertakings and taking
into account the advice of the relevant legal advisers, are satisfied that the outcome of these ¢laims will not have a material
adverse effect on the net assets of the NatWest Group.
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38 Acquisitions
The NatWest Group acquired 100% of the issued share capital of Royal Bank Leasing Limited and its subsidiaries on 2 January
2001 and 100% of the issued share capital of Royal Bank Invoice Finance Limited on 1 January 2001 from The Royal Bank of
Scotland plc.

These have been accounted for using acquisition accounting principles. The assets and liabilities at the dates ol acquisition
and the total consideration paid is set out in the following table.

Fair value {o the
NatWest Group

Loans and advances to customers

Other assets, prepayrments and accrued income

Deposits by banks

Other liabilities, accruals, deferred income and provisions
Net assets abquired N

Consideration:
Cash 220

The contribution of these acquisitions to the NatWest Group’s results for 2001 is shown below:

Net interest income 37
Non-interest income 18
Total income a5
Operating expenses - N _ (28}
Operating profit 28

The post-tax profit for the year 10 31 December 2000 was £36 million.
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39 Reconciliation of operating profit to net cash outfiow from operating activities

Operating profit

Decrease/(increase) in prepayments and accrued income
Interest on subordinated liabilities

{Decrease)/increase in accruals and defetrred income
Amortisation of and provisions against investment securities
Provisions for bad and doubtful debts

Loans and advances written off net of recoveries

Profit on sales of investment securities

Profit on sale of tangible fixed assets

Share of losses from associated undertakings

Depreciation and amortisation of tangible and infangible fixed assets
Provisions for liabilities and charges

Provisions utilised

Increase in value of long-term assurance business

Net cash inflow from trading activities

(Increase)/decrease in items in the course of collection
Decrease/(increase) in treasury and other eligible biils
Decrease/(increase) in loans and advances to banks

Increase in loans and advances to customers
Decrease/(increase) in securities

(Increase)/decrease in other assets

Increase/(decrease) in items in the course of transmission
{Decrease)/increase in deposits by banks
(Decrease)/increase in customer accounts

Decrease in debt securities in issue

Increase/(decrease) in other liabilities

Effect of other accruals/deferrals and other non-cash movements
Net cash outflow from operating activities

2001

o

56

(2,534)

99
(27
(66)

2,723
138
(433)

(4,783)

(8,654)

(4,173)
941

(101)
2,037

11,271

(2,384)

(1,556)
(27)

(5,001)




40 Analysis of the net outflow of cash in respect of the purchase of interests in subsidiary undertakings

41

42

43

44

Cash consideration paid
Net outflow of cash

Sale of subsidiary and associated undertakings

Net assets disposed of
Profit on disposal
Non-cash consideration
Cash consideration
Cash disposed of

Net (outflow)/inflow of cash in respect of disposais (net of expenses)

Analysis of changes in financing during the year

At 1 January

Currency translation adjustments

Net cash inflow/(outflow) from financing
At 31 December

Analysis of cash

Cash and balances at ceniral banks

Loans and advances to banks repayable on demand

Cash

2001 ]

256G 86

220 86

9486

1,041

1,987

(21)

1,966

' . 2'6'0'1‘.: :
3,387  BA04 7,541

29 115 322

— 57 (817 (959)
3,483 3473 6,396 6904
§‘,:;w ’ ‘I

1,185 (33)

5,56 4696 1,699
7,557 5891 1,666

The NatWest Group is required to maintain interest-free deposits with the Bank of England which, at 31 December 2001, amounted

to £107 million (31 December 2000 £133 million).

Analysis of changes in cash during the year

At1 January
Net cash inflow
At 31 December

page 53
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45 Segmental analysis
In the tables below, the analyses of net assets are included in compliance with Statement of Standard Accounting Practice 25
*Segmental Reporting’. The fungible nature of labilities within the banking industry results in allocations of liabilities which,
in some cases, are necessarily subjective. The directors believe that it is more meaningful to analyse total assets and the result
of this analysis is therefore also included in the tables.

(a) Classes of business

Profit/
Provisions {foss) on
Net Mon- for bad and Amounts ordinary
interest interest Total Opcrating doubtful written off activities
o inco:r::‘ inco;’:ﬁ incor::: expens‘e? debts invcslmenrf?s‘ hefore tak’
Corporate Banking and Financial Markets T, ETE 1H3E (53
Retail Banking 1,541 BTS
Retail Direct THE 455
Manufacturing - - { !
Wealth Management 308 a7a B84 {278}
Ulster Bank 354 185 536 {7y e
Central ftems - {180) 174 {8 (68) 2 —
Operating profit before goodwill amortisation . .
and restructuring costs 3,824 3,703 7,624 (3,853 {5513 By 5,248
Goodwill amortisation - - —— (18] - {18}
Restructuring costs -— — e {F35] — (B3
Profit on ordinary activities before tax 3,921 3,703 7,624 (4,519)  (510) (6) 2,589
Corporate Banking and Financial Markets 1,165 1,681 2,846 (1,228) (129) (2) 1,487
Retail Banking 1,793 752 2,545 (629} (42) —— 1,874
Retail Direct 230 401 631 (270) (118) — 243
Manufacturing — — — {1,185) — — (1,185)
Wealth Management 303 392 695 {4203 5 — 280
Ulster Bank 294 172 466 (248) (19) — 199
Central Items (103) 57 (46) (647) (56) — (749)
Operating profit before goodwill amortisation
and restructuring costs 3,682 3,455 7,137 (4,627) (359) (2) 2,149
Goodwill amortisation — - —_ (27 — - (27)
Restructuring costs — (3) (3) (524) — —_ (527)
Exited businesses {7) 366 359 (81) — {12 266
Operating profit 3,675 3,818 7,493 (5259 (359) (14) 1,861
Profit on disposal of businesses 1,041
Profit on ordinary activities before tax 2,902
2001 T 2001 T e
. . . - . . P R .. - £ - N £m Em - £
Corporate Banking and Financial Markets 108,596 131,289 4,624 4,118
Retail Banking A3,12% 30,067 1,844 1,482
Retail Direct 5,753 4,973 361
Manufacturing 4, Ei 1,669 120
Wealth Management G, 704 7,138 302
Ulster Bank 1 GTE 11,075 809
Central Items 1LRVE 22 (152)

172,578 186,233 8,076 7,040
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(b) Geographical segments
The geographical analyses in the tables below have been compiled on the basis of location of office where the transactions are
recorded.

Rest of

the World Total
2001 R Lin
Interest receivable
Dividend income
Fees and commissions receivable
Dealing profits
Other operating income
Gross income

wr s
Fil 52

T
el

1,204 12,268

Profit on ordinary activities before tax 315 2,589
Total assets 112,031 45,087 15,460 172,578
Net assets 6,664 552 860 8,076
2000 ) o _

Interest receivable 6,964 546 1,005 8,515
Dividend income 7 7 — 14
Fees and commissions receivable 2,684 64 209 2,957
Dealing profits 271 358 55 684
Other operating income 769 35 4) 800
Gross income o - o 10695 1,010 1265 12,970
Profit on ordinary activities before tax 2421 227 254 2,802
Total assets 128,868 38,120 19,245 186,233
Net assets 5,799 399 842 7,040

46 Directors’ emoluments
The current directors of the Bank are also directors of the parent company and are remunerated for their services to The Royal Bank
of Scotland Group ple as a whole. Their emolurnents are disclosed in the Report and Accounts of RBSG.

2001 B

) ) ) . . ) pehiis] cone
Non-executive directors — emoluments 213
Executive directors — emoluments — 4,157
- received by directors under long-term incentive schemes 2,017

6,387

— gains on exercise of share options 17

Pensions paid to former directors and their dependents 280 274
' ' ' 280 6678

No director (2000 - one) is accruing retirement benefits under defined benefit schemes.

Mr R Delbridge was the highest paid director in the UK in 2000 with emoluments of £1,709,000. That amount included gains
on exercise of share options of £1,000.

47 Transactions with directors, officers and others

{a) At 31 December 2001, the amounts outstanding in relation to transactions, arrangements and agreements entered into by
authorised institutions in NatWest Group were £37,064,987 in respect of loans to 7 persons who were directors of the Bank
(or persons connected with them) at any time during the financial year and £2,969.046 to 32 people who were officers of the
Bank at any time during the financial year.

(b) There were no contracts of significance to the business of the Bank and its subsidiaries which subsisted at 31 December, or
during the year then ended, in which any director of the Bank had a material interest.
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Related party transactions

Subsidiary undertakings  Details of the principal subsidiary undertakings are shown in Note 19. In accordance with
Financial Reporting Standard (“FRS”) 8 “Related Party Disclosures™, transactions or balances between NatWest Group
entities that have been eliminated on consolidation and transactions with RBSG and fellow subsidiaries are not reported.

Associated undertakings  The amounts of loans and advances due from associated undertakings at 31 December 2001
are shown in Note 13 and the amounts of deposits received from associated undertakings as at 31 December 2001 are shown
in Note 24. These transactions are conducted on similar terms to third party transactions and are not material to the NatWest
Group's results or financial condition. Certain subsidiary undertakings in the NatWest Group provide development and other
types of capital support to businesses in their roles as providers of finance. These investiments are made in the normal course
of business and on arms-length terms depending on their nature. In some instances, the investment may extend to ownership
or control over 20% or more of the voting rights of the investee company. However, these investments are not considered to
give rise to transactions of a materiality requiring disclosure under FRS 8.

Directors, officers and others Details of directors’ emoluments are set out in Note 46, Details of transactions with
directors, officers and others connected to them are shown in Note 47,

Santander Central Hispano, S5.A. (“SCH”)  Under the terms of an alliance agreement, RBSG and SCH co-operate in
certain banking and financial activities in Europe. RBSG holds 2.90% of SCH's capital stock and 10.3 million preference shares of
US$25 and SCH holds 8.03% of the RBSG'% ordinary shares and in addition has a 50% minority shareholding in The Rayal Bank
of Scotland (Gibraltar) Limited.

Ultimate holding company
The NatWest Group’s ultimate holding company and controlling party is The Royal Bank of Scotland Group plc which is
incorporated in Great Britain and registered in Scotland. This company heads the only group in which the NatWest Group is
consolidated. Copies of the consolidated accounts may be obtained from The Secretary, The Royal Bank of Scotland Group plc,
42 8t Andrew Square, Edinburgh EH2 2YE.




Five-year financial summary

2091 :
Profit before provisions and exceptional items 3,80 2,234
Provisions for bad and doubtful debts {514} (359)
Provisions for contingencies and commitments e —
Amounts written off fixed asset investments £ 14
Write-down of finance leases —
Group operating profit 4,5R8 1,861
Losses on termination of Equities operations - —
Profit/(loss) on disposal of businesses = 967
Additional consideration on sale of Bancorp 74
Profit on ordinary activities before taxation 2,889 2,902
Tax on profit on ordinary activities {Fa% (694}
Profit on ordinary activities after taxation 1,836 2,208
_ _ Ese £m
Shareholders’ funds B5.07E 7.040
Minority interests 196 103
Dated loan capital 3.65% 4,203
Undated loan capital including convertible debt 2,745 2,701
Capital resources 14,582 14,047
2hn fon
Loans and advances to customers 10606 98.8
Customer accounts — deposits 1000 109.7
Total assets 1PEE 186.2
Number of?
Bank branches 1,854 1,875

Employees at 31 December 33,008 55,800
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