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Forward-looking statements

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

In particular, this document includes forward-looking statements relating, but not limited to: the Group’s
restructuring and new strategic plans, divestments, capitalisation, portfolios, net interest margin, capital
ratios, liquidity, risk-weighted assets (RWAs), return on equity (ROE), profitability, cost:income ratios,
leverage and loan:deposit ratios, funding and risk profile; discretionary coupon and dividend payments;
implementation of legislation of ring-fencing and bail-in measures; sustainability targets; litigation,
regulatory and governmental investigations; the Group’s future financial performance; the level and extent
of future impairments and write-downs; and the Group’s exposure to political risks, including the referendum
on Scottish independence, credit rating risk and to various types of market risks, such as interest rate risk,
foreign exchange rate risk and commodity and equity price risk. These statements are based on current
plans, estimates and projections, and are subject to inherent risks, uncertainties and other factors which
could cause actual results to differ materially from the future results expressed or implied by such
forward-looking statements. For example, certain market risk disclosures are dependent on choices about
key model characteristics and assumptions and are subject to various limitations. By their nature, certain of
the market risk disclosures are only estimates and, as a result, actual future gains and losses could differ
materially from those that have been estimated.

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

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

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

2
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Presentation of information

Non-GAAP financial information

The directors manage the Group’s performance by class of business, before certain reconciling items, as is
presented in the segmental analysis in Appendix 1 (the “managed basis”). Discussion of the Group’s
performance focuses on the managed basis as the Group believes that such measures allow a more
meaningful analysis of the Group’s financial condition and the results of its operations. These measures are
non-GAAP financial measures. A body of generally accepted accounting principles such as IFRS is
commonly referred to as ‘GAAP’. A non-GAAP financial measure is defined as one that measures historical
or future financial performance, financial position or cash flows but which excludes or includes amounts that
would not be so adjusted in the most comparable GAAP measure. Reconciliations of these non-GAAP
measures are presented throughout this document or in the segmental analysis in Appendix 1. These
non-GAAP financial measures are not a substitute for GAAP measures. Furthermore, RBS has divided its
operations into “Group excluding RBS Capital Resolution (RCR)” for Q1 2014 and for prior periods “Group
excluding Non-Core”. Certain measures disclosed in this document for Group excluding RCR/Non-Core
operations and used by RBS management are non-GAAP financial measures as they represent a
combination of all reportable segments with the exception of RCR/Non-Core. This is a non-GAAP financial
measure. Furthermore, RBS has presented certain measures “excluding RBS Capital resolution (RCR)”
which are deemed non-GAAP measures. Lastly, the fully loaded Basel III ratio and further metrics included
 throughout this document represent non-GAAP financial measures given they are metrics that are not yet
required to be disclosed by a government, governmental authority or self-regulatory organisation.

Revisions

Revised allocation of Business Services costs

In the first quarter of 2014, the Group reclassified certain costs between direct and indirect expenses for all
divisions. Comparatives have been restated accordingly; the revision did not affect total expenses or
operating profit before tax.

Non-Core

Non-Core was dissolved on 31 December 2013.

RBS Capital Resolution
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RBS Capital Resolution (RCR) was established on 1 January 2014 by the transfer of capital intensive and
higher risk assets from existing divisions. No business lines moved to RCR and prior period segmental
reporting has not been restated. The results of RCR have been reported separately for the first time in Q1
2014.

Recent developments

Board change

Further to the appointment of Ewen Stevenson as an Executive Director and Chief Financial Officer with
effect from 19 May 2014, RBS confirmed on 2 May 2014 that Nathan Bostock will cease to be Group
Finance Director on 19 May 2014 and will step down from the Board on 28 May 2014.

Allotment and issue of new ordinary shares

On 9 May 2014, 32,751,577 new ordinary shares in the company were allotted and issued at a subscription
price of 305.3288 pence per share, the gross proceeds being £100 million. The shares being issued are for
the purposes of partly neutralising the impact of 2014 coupon payments on discretionary hybrid capital from
a Core Tier 1 capital perspective. The new ordinary shares have been credited as fully paid and rank pari
passu in all respects with the existing ordinary shares of the company.

Shareholder litigation

As previously disclosed, claims were issued in the High Court of Justice of England and Wales alleging that
untrue and misleading statements and/or improper omissions were made in connection with the rights issue
announced by the Group on 22 April 2008. These claims were consolidated by the Court via a Group
Litigation Order. On 29 April 2014 a fourth High Court claim was issued against the Group under the Group
Litigation Order.

Complex Systems

As previously disclosed, RBS N.V. is a defendant in an action pending in the United States District Court for
the Southern District of New York filed by Complex Systems, Inc (CSI). The plaintiff alleges that RBS N.V.
has since late 2007 been using the plaintiff's back-office trade finance processing software without a valid
licence, in violation of the US Copyright Act, and the Court granted summary judgment to CSI on the issue
of liability on 17 October 2013. On 9 May 2014, the Court issued an injunction that requires RBS N.V. to
cease using the disputed software to process new transactions within 60 days and to stop using the
software altogether within one year. RBS N.V. is seeking a stay of the injunction pending an appeal to the
United States Court of Appeals for the Second Circuit.

Citizens IPO
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Citizens Financial Group Inc, the Group’s US banking subsidiary, announced on 12 May that it had filed an
S-1 registration statement with the Securities and Exchange Commission in the United States to undertake
a partial initial public offering of its shares.

The submission of this registration statement is in line with the Group’s announced plans to launch an IPO
of Citizens by Q4 2014 and to fully divest the business by the end of 2016 as part of the Group’s Capital
Plan and in line with the Group’s commitments to the European Commission made in connection with the
State Aid Amendment Decision of 9 April 2014.
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Condensed consolidated income statement

for the quarter ended 31 March 2014

Quarter ended

31 March
31

December 31 March
2014 2013 2013 

£m £m £m 

Interest receivable 3,800 3,973 4,279 
Interest payable (1,105) (1,209) (1,609)

Net interest income 2,695 2,764 2,670 

Fees and commissions receivable 1,291 1,370 1,316 
Fees and commissions payable (236) (244) (210)
Income from trading activities 952 177 1,115 
Gain/(loss) on redemption of own debt 20 (29) (51)
Other operating income 691 31 612 

Non-interest income 2,718 1,305 2,782 

Total income 5,413 4,069 5,452 

Staff costs (1,691) (1,541) (1,887)
Premises and equipment (653) (700) (556)
Other administrative expenses (711) (3,960) (763)
Depreciation and amortisation (272) (336) (387)
Write-down of goodwill and other intangible assets (82) (1,403) - 

Operating expenses (3,409) (7,940) (3,593)

Profit/(loss) before impairment losses 2,004 (3,871) 1,859 
Impairment losses (362) (5,112) (1,033)

Operating profit/(loss) before tax 1,642 (8,983) 826 
Tax (charge)/credit (362) 377 (350)

Profit/(loss) from continuing operations 1,280 (8,606) 476 
Profit from discontinued operations, net of tax 9 15 129 
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Profit/(loss) for the period 1,289 (8,591) 605 
Non-controlling interests (19) 3 (131)
Preference share and other dividends (75) (114) (81)

Profit/(loss) attributable to ordinary and B shareholders 1,195 (8,702) 393 

Earnings per ordinary and equivalent B share (Note 8)
Loss per ordinary and equivalent B share from continuing
operations
  - basic and diluted (1) - (77.3p) - 

Loss per ordinary and equivalent B share from continuing and
discontinued operations
  - basic and diluted (1) - (77.3p) - 

Adjusted earnings/(loss) per ordinary and equivalent B share from
continuing
  operations 9.4p (45.2p) 2.8p

Note:

(1) Earnings per ordinary and equivalent B share for the quarter ending 31 March 2013 has been
restated to reflect the terms of the dividend access share (see Note 8).

4
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Highlights

RBS reports a pre-tax profit of £1,642 million for Q1 2014, up from £826 million in Q1 2013

Operating profit, on a managed basis, for the quarter was £1,501 million, up from £747 million in Q1
2013:

● Operating profit in the retail and commercial banking businesses(1) was up 36% to £1,373 million,
driven by good cost control and improving impairment trends, particularly in UK Corporate and Ulster
Bank.

● Markets operating profit was up 14% to £318 million, with costs down 15%.
● RBS Capital Resolution (RCR) reduced RWA equivalents(2) by £14 billion during Q1 2014 to £51

billion, with lower than expected operating losses of £114 million.

RBS has made good progress towards the implementation of its new three segment business
structure and will be reporting on this basis from Q2 2014 onwards.

With a Common Equity Tier 1 ratio of 9.4%(3) at 31 March 2014, RBS remains on track to achieve its
capital targets.

“Just over two months ago, I set out our plan for making RBS the most trusted bank in the UK. Today’s
results show that in steady state, RBS will be a bank that does a great job for customers while delivering
good returns for our shareholders. But we still have a lot of work to do and plenty of issues from the past to
reckon with. Everyone at RBS is focused squarely on doing everything we can to earn the trust of our
customers and in the process change the banking sector for the benefit of the UK.”

Ross McEwan, Chief Executive

Key points

Q1 2014 operating performance

●
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Total income was down 1% compared with Q1 2013 at £5,413 million. On a managed basis income
was down 2% compared with Q1 2013 at £5,053 million, with deposit repricing and a modest revival in
lending volumes during the quarter leading to improvements in UK Retail and UK Corporate. Markets
income was seasonally stronger than in Q4 2013 but lower than in Q1 2013, reflecting its smaller
balance sheet and reduced risk levels. A gain of £191 million was recorded on the disposal of the
Group’s remaining interest in Direct Line Insurance Group and an own credit adjustment representing
a credit of £139 million in Q1 2014.

● Expenses were 5% lower than in Q1 2013 at £3,409 million. On a managed basis expenses were 6%
lower than in Q1 2013 at £3,190 million, with Markets down 15% and other banking businesses down
3%. Incremental cost savings have been delivered principally from tactical cost control initiatives. The
benefits from strategic cost reduction initiatives will feed through in later quarters. 

● Impairments were down £671 million from Q1 2013, with significant improvements in Ulster Bank,
down 80% and UK Corporate, down 66%. Impairments in RCR totalled £108 million in Q1 2014
whereas Non-Core totalled £433 million in Q1 2013. The quarter benefited from no meaningful single
name impairments.

● Risk elements in lending decreased by £2.0 billion to £37.4 billion, as a percentage of loans
represented 9.0% (31 December 2013 - 9.4%).

● Operating profit before tax totalled £1,642 million, up from £826 million in Q1 2013. On a managed
basis operating profit totalled £1,501 million, up from £747 million in Q1 2013, driven by stronger
business performance in UK Retail and UK Corporate, together with the turnaround at Ulster Bank,
which reported its first quarterly operating profit since 2009.

● Q1 2014 benefited from c.£200 million of Treasury AFS gains and a £191 million profit on the sale of
the remaining stake in DLG.

● Profit attributable to shareholders was £1,195 million, compared with £393 million in Q1 2013 and a
loss of £8,702 million in Q4 2013.

5
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Highlights

Balance sheet

● Funded assets were £130 billion lower than in Q1 2013 at £746 billion, principally driven by the
reshaping of the Markets balance sheet. Compared with Q4 2013, funded assets were up £7 billion,
reflecting a limited pick-up in client driven trading activity in Markets and stronger lending volumes,
particularly in UK mortgages.
○ Gross new mortgage lending in Q1 2014 was £4.4 billion in UK

Retail, a market share of 9.5%, including more than 4,700 approvals
assisting young people and families to buy their first home through
the Government’s Help to Buy scheme. Net new lending of £1.2
billion took the UK Retail mortgage portfolio to more than £100 billion
for the first time.

○ Modest growth resumed in the UK Corporate loan book. SMEs drew
down £2.4 billion of new term lending in Q1 2014, up 23% from Q1
2013, with net term lending to trading SMEs turning positive.

○ Total net lending flows reported within the scope of the Funding for
Lending Scheme (FLS) were plus £63 million in Q1 2014. The FLS
no longer includes household lending flows.

● RWAs on an end-point CRR basis, were down £73 billion from Q1 2013, with approximately a third of
the reduction in Markets, principally reflecting the strategic repositioning of this business.

● The Common Equity Tier 1 (CET1) ratio was 9.4%(3) at 31 March 2014, compared with 8.6% at the
end of 2013. RBS remains well on track to achieve its target CET1 ratio of 11% by the end of 2015 and
12% or above by the end of 2016. 

● RCR reduced RWA equivalents by £14 billion during Q1 2014 to £51 billion, with operating losses
lower than expected at £114 million.

Building the number one bank for trust and service in the UK

● RBS has made good progress towards developing detailed implementation plans for its new
structure, built around three businesses: Personal & Business Banking, Commercial & Private
Banking, and Corporate & Institutional Banking.

● Each business is focused on delivering the customer commitments announced on 27 February 2014.
In March, RBS stopped offering deals to new customers that are not available to existing customers,
including 0% credit card balance transfers and teaser rates on savings accounts.

● After placing 325 business specialists in branches in 2013, a further 40 experienced relationship
managers have been allocated to serve our commercial customers, with a central focus on lending.
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● By the end of March 2014, pro-active ‘Statements of Appetite’ had been sent to more than 270,000
SME customers, offering in excess of £10 billion of new or additional funding. 

Notes:

(1) Retail and commercial banking businesses comprise the UK Retail, UK Corporate, Wealth,
International Banking, Ulster Bank and US Retail & Commercial divisions.

(2) RWA equivalent (RWAe) is an internal metric that measures the equity capital employed in divisions.
RWAe converts both performing and non-performing exposures into a consistent capital measure,
being the sum of the regulatory RWAs and the regulatory capital deductions, the latter converted to
RWAe by applying a multiplier. The Group applies a CET1 ratio of 10%, consistent with that used for
divisional return on equity measure; this results in a CRR RWAe conversion multiplier of 10.

(3) The disclosed Common Equity Tier 1 (CET1) ratio as at 31 March 2014 is calculated using capital
which is not the actual regulatory capital, as it does not allow for the initial Dividend Access Share
(‘DAS’) dividend which the PRA regards as foreseeable under Article 26 of the Capital Requirements
Regulation.  As set out on page 73, the Group will put a resolution to the independent shareholders
at the Annual General Meeting on 25 June 2014 to approve the DAS Agreement; the initial dividend
can only be paid if such approval is obtained. Adjusting for this contemplated dividend would reduce
the disclosed CET1 ratio by 8 basis points; this remains at 9.4%.

6

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

Presentation of information 14



Highlights

Building the number one bank for trust and service in the UK (continued) 

● Lending procedures have been changed to speed up the entire process and enable us to meet our
commitment to make all but the most complex loan decisions within five days by the end of 2014. We
also launched a new online loan application facility for smaller business customers in February 2014,
which will be extended to larger SMEs over the course of 2014.

● On 17 April 2014, Clifford Chance published its report into allegations concerning the Global
Restructuring Group’s treatment of SMEs. The report concluded that there was no evidence to
support the principal allegation. Nevertheless, further steps have been taken to rebuild our
customers’ trust, including not charging default interest for the first 90 days when an SME customer
defaults; improving transparency around fees charged to customers in our restructuring unit; and the
wind-down of the West Register property unit.

● Ulster Bank has maintained its investment in structures to support customers in financial difficulty,
which has resulted in reductions in the number of mortgage customers more than 90 days in arrears
in each of the last twelve months - a trend not seen elsewhere in the Irish market to date.

● To improve the resilience of our IT systems, on 21 March 2014 we moved our existing single batch
scheduler for NatWest, Ulster Bank Northern Ireland and Ulster Bank Republic of Ireland onto three
dedicated and separate versions (RBS already runs in a separate scheduler environment).
Separating the batch schedulers means that, if a problem occurs with transactions on one of these
brands, it will not impact the activity taking place to support the other two, avoiding a repeat of the
2012 system outage. This forms part of a wider programme that will help us become a simpler
organisation, including investment of around £750 million over a three-year period to improve the
safety, security and resilience of our IT systems.

Delivering our capital plan

● Plans for the divestment of Citizens Financial Group and Williams & Glyn continue to make progress.

● In February 2014 RBS completed the sale of its remaining interest in Direct Line Insurance Group,
raising gross proceeds of £1,113 million. A gain of £191 million was booked in Q1 2014. 

● On 9 April 2014 RBS announced that it had reached agreement with HM Treasury (HMT) to provide
for the future retirement of the Dividend Access Share (DAS). If the independent shareholders of
RBS approve the DAS Retirement Agreement, RBS will pay HMT an initial dividend of £320 million in
2014, with a further £1.18 billion (subject to interest if not paid before 1 January 2016) payable at the
Board’s discretion, after which the DAS will lose its enhanced dividend rights and become a single B
share.
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Highlights

Outlook

The improvement in economic confidence has continued and modest asset growth is resuming in some
segments. We expect a modest increase in the net interest margin for the remainder of the year. Markets
income, in line with industry trends, is expected to be lower in the remaining quarters of the year than in Q1
2014.

RBS remains on track to deliver its target of £1 billion cost reductions in 2014. Incremental savings in the
first quarter have been primarily tactical in nature, while the benefits of more strategic restructuring of the
cost base will feed through later in the year. Restructuring costs are likely to be considerably higher for the
remainder of the year than the rate implied by the first quarter.

While credit trends have been particularly favourable in the first quarter, for the remainder of the year
impairment losses on UK and Irish portfolios, excluding RCR, are expected to continue to show some
improvement over 2013.

RCR has made a good start benefiting from favourable market conditions in the first quarter. This is likely to
result in RCR exceeding the 2014 target for reduction in funded assets and RWA equivalents; the overall
operating loss for RCR, however, is expected to be in line with previous guidance.

The bank is making steady progress towards achieving its target CET1 ratio of 11% by the end of 2015 and
12% or above by the end of 2016. Subject to independent shareholder approval, the Group intends to pay
the initial DAS dividend of £320 million to HMT in 2014; this payment was already included in the Group’s
capital plans.

The ongoing conduct and regulatory investigations and litigation continue to create challenges and
uncertainties for RBS, as for other banks. The timing and amounts of any further settlements or redress
remain uncertain.

8
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Analysis of results

Quarter ended

31 March
31

December 31 March
2014 2013 2013 

Net interest income £m £m £m 

Net interest income (1) 2,695 2,764 2,670 

Average interest-earning assets (1) 512,079 523,743 560,091 

Net interest margin
  - Group 2.13% 2.09% 1.93%
  - RCR (0.08%) n/a n/a
  - Non-Core n/a (0.36%) (0.25%)

Note:

(1) For further analysis and details refer to pages 57 and 58.

Key points

Q1 2014 compared with Q4 2013

• Group net interest margin (NIM) increased by 4 basis points in the quarter to 2.13% due to repricing
initiatives together with lower interest-earning assets.

• Net interest income fell by £69 million reflecting the lower day count. Excluding this impact,
performance was stable.

Q1 2014 compared with Q1 2013

• Group NIM increased by 20 basis points, driven by repricing initiatives across a number of divisions.

• Net interest income was flat with improved margins being offset by the reduced asset base.

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

Presentation of information 19



9

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

Presentation of information 20



Analysis of results

The following tables reconcile the managed basis results (a non-GAAP financial measure) to the statutory
basis.

Quarter ended

31 March
31

December 31 March
2014 2013 2013

Non-interest income £m £m £m

Fees and commissions receivable 1,291 1,370 1,316 
Fees and commissions payable (236) (244) (210)
Net fees and commissions 1,055 1,126 1,106 
Income from trading activities
  - managed basis 856 162 1,016 
  - own credit adjustments* 95 15 99 
  - RFS Holdings minority interest 1 - - 

Statutory basis 952 177 1,115 
Gain/(loss) on redemption of own debt 20 (29) (51)
Other operating income
  - managed basis 444 (115) 367 
  - own credit adjustments* 44 (15) 150 
  - Strategic disposals** 191 168 (6)
  - RFS Holdings minority interest 12 (7) 101 

Statutory basis 691 31 612 

Total non-interest income - managed basis 2,355 1,173 2,489 

Total non-interest income - statutory basis 2,718 1,305 2,782 

* Own credit adjustments impact:
Income from trading activities 95 15 99 
Other operating income 44 (15) 150 

Own credit adjustments 139 - 249 

**Strategic disposals
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Gain/(loss) on sale and provision for loss on
  disposal of investments in:
  - Direct Line Group 191 - - 
  - WorldPay - 159 - 
  - Other - 9 (6)

191 168 (6)

Key points

Q1 2014 compared with Q4 2013

• Non-interest income increased by £1,413 million, or 108% to £2,718 million. On a managed basis
non-interest income increased by £1,182 million, or 101%, to £2,355 million. This includes income
from trading activities, which increased by £694 million to £856 million driven by a limited pick-up in
client driven trading activity in Rates and favourable market movements in Asset backed products
within Markets. A gain on disposals of £191 million and own credit adjustments of £139 million was
recorded in Q1 2014.

• Other operating income increased to £691 million. On a managed basis other operating income
increased to £444 million as a result of gains on sales of available-for-sale securities of £213 million
compared with £108 million in Q4 2013, and the non-repeat of the fair value adjustments of £333
million in Q4 2013 recognised in connection with the creation of RCR. A gain of £191 million was
recorded on the disposal of the Group’s remaining interest in Direct Line Insurance Group. Own credit
adjustment represented a credit of £59 million as credit spreads widened modestly, compared with
no movement in the prior quarter.

10
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Analysis of results

Key points (continued) 

Q1 2014 compared with Q1 2013

• Non-interest income decreased by £64 million. On a managed basis non-interest income declined by
£134 million primarily driven by de-risking in Markets. In US Retail & Commercial, fee income was
affected by slower mortgage refinancing activity and lower deposit fees. This was partly offset by
increased non-interest income in UK Retail and UK Corporate. Gains, of £191 million, due to the
disposal of the Group’s remaining interest in Direct Line Group were partially offset by lower gains
from own credit adjustments of £139 million compared with £249 million in Q1 2013.
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Analysis of results

The following tables reconcile the managed basis results (a non-GAAP financial measure) to the statutory
basis results.

Quarter ended

31 March
31

December 31 March
2014 2013 2013

Operating expenses £m £m £m

Staff expenses
  - managed basis 1,647 1,539 1,821 
  - integration and restructuring costs 43 1 66 
  - RFS Holdings minority interest 1 1 - 

Statutory basis 1,691 1,541 1,887 
Premises and equipment
  - managed basis 594 614 553 
  - integration and restructuring costs 59 86 3 

Statutory basis 653 700 556 
Other administrative expenses
  - managed basis 687 785 678 
  - Payment Protection Insurance costs - 465 - 
  - Interest Rate Hedging Products redress and related costs - 500 50 
  - regulatory and legal actions - 1,910 - 
  - integration and restructuring costs 25 101 36 
  - bank levy - 200 - 
  - RFS Holdings minority interest (1) (1) (1)

Statutory basis 711 3,960 763 
Depreciation and amortisation
  - managed basis 262 309 329 
  - amortisation of purchased intangible assets 7 35 41 
  - integration and restructuring costs 2 (8) 17 
  - RFS Holdings minority interest 1 - - 

Statutory basis 272 336 387 
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Write-down of goodwill - 1,059 - 
Write-down of other intangible assets 82 344 - 

Operating expenses - managed basis 3,190 3,247 3,381 

Operating expenses - statutory basis 3,409 7,940 3,593 

Key points

Q1 2014 compared with Q4 2013

• Operating expenses decreased by £4,531 million, 57% to £3,409 million primarily due to lower
conduct related provisions, lower integration and restructuring costs and the write-down of goodwill in
Q4 2013 not repeated in Q1 2014. No significant additional provisions for conduct-related matters
were recorded during the quarter. Q4 2013 included £3,875 million of additional provisions. Lower
integration and restructuring costs were driven by a reduction in Markets downsizing costs, offset by
initial expenses related to the refreshed strategic plan. Q4 2013 included the write-down of goodwill
of £1,059 million related to International Banking following an impairment review. On a managed
basis operating expenses decreased by £57 million, 2%, to £3,190 million. The fall was consistent
across most divisions, with notable declines in UK Retail (£74 million, 10%), UK Corporate (£36
million, 6%) and US Retail & Commercial (£31 million, 6%). The increase in Markets expenses (£84
million, 15%) was driven by higher staff costs, while Ulster Bank (£6 million, 4%) included the impact
of the newly introduced Irish bank levy of £4 million.

• Staff expenses were up by 10%, at £1,691 million. On a managed basis staff expenses were up by
7%, at £1,647 million, principally reflecting seasonal phasing of variable compensation accruals in
Markets.
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Analysis of results

Key points (continued) 

Q1 2014 compared with Q1 2013

• Operating expenses were down by £184 million, or 5%. On a managed basis operating expenses
were down by £191 million, or 6%, mostly reflecting tactical cost reduction initiatives in the retail &
commercial banking businesses together with the re-sizing of Markets.

• Staff expenses declined by £196 million, or 11%. On a managed basis staff expenses declined by
£174 million, or 10% driven by headcount reductions and lower variable compensation. Headcount
was reduced by 6,300, of which 38% was in UK Retail and 21% in Markets.
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Analysis of results

Quarter ended

31 March
31

December 31 March
2014 2013 2013 

Impairment losses £m £m £m 

Loans 360 5,131 1,036 
Securities 2 (19) (3)

Total impairment losses 362 5,112 1,033 

Loan impairment losses
  - individually assessed 155 4,867 646 
  - collectively assessed 127 443 441 
  - latent 78 (173) (51)

Customer loans 360 5,137 1,036 
Bank loans - (6) -

Loan impairment losses 360 5,131 1,036 

Group excluding RCR/Non-Core 254 1,924 599 
RCR 106 n/a n/a
Non-Core n/a 3,207 437 

Group (1) 360 5,131 1,036 

Customer loan impairment charge as a % of gross loans and
advances (2)
Group 0.3% 4.9% 0.9%
RCR 1.2% n/a n/a
Non-Core n/a 35.3% 3.3%

Notes:

(1) Includes £4,290 million pertaining to the creation of RCR and related strategy in Q4 2013.
(2)
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Customer loan impairment charge as a percentage of gross customer loans and advances excludes
reverse repurchase agreements and includes disposals groups.

Key points

Q1 2014 compared with Q4 2013

• Loan impairment losses totalled £360 million. Excluding the increased provisions recognised in Q4
2013 in association with the creation of RCR, impairments declined by £481 million, or 57%, driven
by significant improvements in UK Corporate and Ulster Bank.

• UK Corporate saw fewer significant individual cases, while Ulster Bank credit metrics continued to
improve.

• Loan impairment losses in RCR totalled £106 million, due to favourable market conditions and no
significant individual losses.

Q1 2014 compared with Q1 2013

• Loan impairment losses declined by £676 million, or 65%, reflecting improving trends across the
whole book.

• Ulster Bank showed significant improvements in mortgage arrears while UK Corporate and
International Banking saw a reduction in the number of large single name impairments.
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Analysis of results

Capital and leverage ratios
31 March 2014 31 December 2013
Current

basis Estimated Estimated
(transitional end-point Transitional end-point Basel 2.5

PRA basis)
(CRR

basis) PRA basis
(CRR
basis)  basis  

Capital (1) £bn £bn £bn £bn £bn

Common Equity Tier 1 capital (2) 39.1 39.1 36.8 36.8 42.2 
Tier 1 46.4 39.1 44.3 36.8 50.6 
Total 59.9 47.3 58.2 45.5 63.7 

RWAs by risk

Credit risk
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