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Financial strength
Capital

On the whole, UK banks are
strongly capitalised. In"2001, 99%
of UK-incorporated banks and
building societies had an overall
solvency ratio of over 10%, Overall
solvency ratios (as well as Tier 1
ratios) for the major UK banks rose
slightly in the six months to
September 2002,

Some banking groups have been
affected by the weakened financial
position of the UK insurance
industry. A number of banks have
had to inject capital into their
insurance subsidiaries and some may
need to make additional capital
injections in future, particularly if
there are forther falls in equity
prices. At the consolidated level,
elements of some groups® Tier 1
capital relates to valne within
insurance subsidiaries. The value of,
this capital can depend on the
performance of the insurance
business 50 it may not be as
permanent as the shareholders’
equity within the parent bank,

Capital levels within the building
society sector have fallen from a
solvency ratio of 14.3% in mid-
1995 to 12.5% at the end of 2001,
This largely reflects the ‘mutualist’
strategy of narrowing margins
among the remaining societies that
decided against converting into a
public company, Profits have been
returned to members, principally in
the form of lower borrowing rates.
Competitive pressures have however
increased, and it might be difficult
to restore higher margins in future,
even if this is desirable to increase
capital levels or offset higher loan
loss provisions.
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Chart 8: Major UK-owned banks’ profitability and capitalisation’
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In terms of access to new capital, in
additionto internal profit
generation, building societies have
some ability to raise debt capital.
At present only 13% of boilding
societies’ capital is Tier 2, leaving
scope for additional subordinated
debt issues if required, especially by
the larger societies. Building societies
can also issue permanent interest
bearing shares (PIBS) if they require
additional Tier 1 capital, Smaller
societies have fewer potential
investors for debt capital issues, but
generally have higher Tier 1 and
overall capital ratios.

Profitability

The profitability of the major UK
banks remains strong, although it
has declined slightly from the peak
levels of 1999-2000, The main
factor behind this has been an
increase in provisions and write-offs
against corporate and emexging
market exposures. The prospect of
deteriorating credit conditions,
particularly within the UK retail
sector, may lead to further erosion
of profitability over the medivm
term.
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Sources: Published accounts, BBA
and Burenu Van Diijk Bankscope,
Complled by the Bank of England

Although full year results for 2002
have not yet been published, it is
clear that conditions have become
more difficult for UK banks than in
the recent past, Trading statements
for the third quarter of 2002
revealed higher provisions in the
second half of the year and weaker
revenue growth. Provisioning ratios
have not however risen as lending
has also continued to grow strongly
{see Chart 6, opposite), Profits have
been generally towards the lower
end of analysts’ estimates, although
firms with a purely UK retail
business have been better able to
maintain their profitability. Where
reported earnings Lave fallen, this
has largely been as a result of
provisions made against losses in
Latin America, actnal or expected
losses in the energy and telecoms
sectors and private equity
investments.
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The capacity for building societies to  Chart 6: Major UK-owned banks’ provisions and non-performing loans (NPLs)
manage margins has been eroded by _
the greater prevalence of fixed or 3.5%
capped rate mortgage products,
which now aceount for around a :
third of loans, Interest rate risk 2.5% (2
management as a whole has become '
less straightforward as product _
offerings have becomne more varied 1,5%
and complex. Retail mortgage
products now commonly include
features such as caps, base rate 0.5%
tracking and fixed-rate periods.
Borrowers may also choose to

3%
2% »
1% I

0%

L]
redeem these mortgages eatly .m,ﬁﬁnh b 000 oo 200 z"sﬂﬁﬂi FSA
(sometimes with no penalry), which '
introduces an element of optionality
"into firms’ interest rare risk
calculations,
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Risle management

Potential credit risk lendings

Potential credit risk lendings

Potential credit risk lendings (PCRL's)
comprise non-performing loans (NPL's)
and potential problem loans (PPL's). NPL's
are loans where the customers have failed
to meet thelr commitments, either in part
or in whole. PPL’s are loans which are
current as to payment of principal and
interest, but where there exists serious
doubt as to the ability of the borrowers
to comply with repayment terms in the
near future.

Non-performing loans

The tables and charts that follow present an analysis of
potentlal credit risk lendings consistent in total with UK
guidelines and practice, although more detail Is provided td
meet SEC guidelines. Further disclosure is made to record
loans where interest is accrued but Is being suspended or
where specific provisions have been raised, Normal US

banking practice would be to place such loans on nen-accrual
status. The amounts are stated before deduction of the value
of security held, the specific provisions carrled or interest
suspended, all of which might reduce the impact of an
eventual default, should it accur, The geographical presentation
is based on the locatlon of the office recording the transaction.

66 Barclavs PLC Annual Report 2002 '

2002 2001 2000 1599 1958
restated restaled
Im Em Em £in £m
Nean-accrual lendings: ’
UK 1,557 1,292 1,223 1,007 985
Cther European Union 108 .90 96 122 208
United States 744 306 NS 47 38
Rest of the World 133 235 101 75 36
Accruing lendings where interest is being suspended:
UK 472 386 351 326 266
Other European Union 44 30 36 19 26
" United States - - - - -
Rest of the World 95 145 109 91 92
_ Other accruing lendings agalnst which provisions
have been made:
UK 606 660 474 423 457
Other European Union 27 20 71 42 74
United States - 1 2 38 10
Rest of the World 44 43 76 50 50
Subtotais:
UK 2,635 2,338 2,048 1,756 1,708
Other European Unlon 178 140 203 183 308
United States - 744 317 123 85 48
Rest of the World 2712 423 286 216 178
Accruing lendings 90 days overdue, against which
no provisions have been made: ‘
UK ' 687 621 695 343 309
Other European Union 3 - 1 - 2
United States - - - - -
Rest of the World - 27 17 18 17
Reduced rate lendings: :
UK 4 4 6 6 7
Other European Unlon - - - - B
United States - - - - -
Rest of the World 2 1 - 2 -
" Total non-performing loans:
UK 3,326 2,963 2,79 2,105 2,024
Other European Unicn 182 140 204 183 310
United States 744 317 121 85 48
_Rest of the world o . 274 451 303 236 195
Tolal 4,526 3,87 3,377 2,609 2,577
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Potential credit risk lendings

Potential problem loans

2002 2001 2000 998 1958

fin £tm Em Em m

UK 993 968 728 648 590
Other European Union : 2 2 2 23 24
United States 241 369 313 5 4
Rest of the World 68 63 64 35 68

Total ' 1,304 1,402 1,107 711 686

5,000

M UK offices S M UK offices
M Forelgn offices ; M Forelgn offices

D T LI

UK non-performing loans Increased Ey' £363m to £3,326m primarlly reflecting Increases in the large corporate sector. These
Included loans to forelgn borrowers made in the UK and were spread across a number of sectors, with telecommunications and
energy belng prominent. There were also addltions frorn UK middle market business customers. ’

US non-performing loans increased by £427m to £744m reflecting the continued difficult economic conditions faced by the
telecommunicatlons and energy sectors. US potentlal problem loans fell by £128m to £241m primarily due to the reclassification
of balances into the non-performing categories.

Other European Union non-performing loans increased from £140m to £182m. in the Rest of the World they fell to £274m,
a decrease of £177m, primarily reflecting the reorganisation of the Group's Caribbean businéss In Qctober 2002,

Interest forgone on non-performing loans

The fotal interest income that would have been recognised under the original contractual terms of the non-performing loans

In 2002 was £275m (2001: £279m) of which £209m (2001: £210m) related to domestic lending and £66m (2001: £69m) related
to foreign loans. ‘ :

Interest income of approximately £22m (2001 £50m) from such loans was included in profit, of which £21m (2001: £33m)

. related to domestlc lending and the remainder to foreign lending.

Ratios of provisions to non-performing loans and PCRL's appeai In the next section, following the discussion of provisions.

Barclays PLC Anncal Report 2002 67
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Risk management
Provisions for bad and doubtful debts

Provisions for bad and doubtful debts

Barclays policy is to provide for credit
losses when it considers that recovery

is doubtful. The provision is made up

of two components, a specific provision
and a general provision. Risk managers
continuously review the quality of the
exposures based on their knowledge

of the customer or counterparty, and
developments in the industry and country
of operation.

During 2002, credit conditions were less favourable than for
several years and some sectors experlenced difficulties, These

circumstances are reflected In the bad debt charge for the year

as set out in the table below. The net charge rose by 26% to
£1,484m, an Increase of £335m. New and increased specific
provislons were 19% higher at £1,719m. Releases and
recoveries together decreased by 15% at £233m.

v
o

j‘“j Analysis of pro'vision charges for bad and doubtful debts

The greater part of this increase occurred in Barclays Capital
{£23Tm) and In the South American Corporate Banking
(£96m) portfolios. The increase in provisions at Barclays - -
Capital reflected difficult economic conditions, mainly in the
telecommunications and energy sectors, particularly in the
LS. The deterioration In the second half of 2002 was largely
in existing non-performing loans, The increase In South
American Corporate Banking mainly related to Argentina.

Business Barking sustained an 8% increase in its bad debt
provislon charge, broadly In line with expectations. The
charge for Barclaycard was £402m, 7% higher reflecting the
acquisition of Providian UK and organic growth in average
extended credit balances of 9%. Within Personal Financlal
Services, the provision charge fell by 13%, reflecting in part -
improvements In risk management.

As ab 31t Decarmbear

2002 2001 2000 1999 1998
Em £m £m £m £
Net specific provision charge / {release)*
UK 1,041 964 688 568 50t
Other European Union 14 20 12 1 4)
United States™** 385 136 17 34 (10)
Rest of the World 46 45 60 32 5
Total net specific provision charge 1486 1,165 777 635 432
General provision charge / (release) {2y (16} 40 (14) -
1484 1,49 817 621 492
* The geographical analysls of provisions Is based on the location of the office recording the transaction. ‘
** The US charge Includes provisions raised against Argentinean exposures hooked in the US.
{7ty Analysis of provision balances for bad and doubtful debts ‘
‘.;c‘f_l ' As al 31st December
2002 2001 2000 1999 1995
Em m Ern £m tm
Specific provision*
UK 1,790 1,605 1,343 1,083 937
Other European Union 84 89 12 131 220
United States** 257 89 20 23 23
Rest of the World 130 188 118 74 35
Total specific provision 2,261 1,971 1,593 1,31 1,215
General provision 737 745 760 672 728
2,998 2,716 2,353 1,983 1,943
Average loans and advances for ihe year ‘
(excluding trading business) 14764 157904 122333 106488 101338
{including trading business) 256,789 223,221 176,938 147,139 145,749

* The geographical analysis of provisions is based on the location of the office recording the transaction.
** The US balance Includes provisions held against Argentinean exposures booked In the US.

68 Barclays PLC Annuat Report 2002
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. Provision charge analysis
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Specific provisions are raised for:

General provisions reflect losses that, although not specifically -

Identified, are known from experience to be present in the
lending portfolio at the balance sheet date.

These provisions are adjusted at least half yearly by an

appropriate charge or release of general provisions based on

»

statistical estimates, The general provislons take Risk Tendency

{statistically expected losses) Into account, based on models

that are systermatically updated to reflect evolving loss
experience. .

See Credit risk management on pages 57 to 58 for a fuller
description of Risk Tendency.

Individual counterparties when the Group considers that

the creditworthiness of a borrower or counterparty has

undergone deterioration such that the recovery of the

:jvho[[)e or part of an outstanding advance is in serlous
oubt.

Hormogeneous portfolios comprised of large numbers of
individually small lendings, where the characteristics of the
portfolio permit statislical models 1o be used in estimating
specific provisions. These statistical models are consistent
with the Group's policy of raising provision when recovery
Is doubtiul, These provisions are ralsed In parts of Personal
Financial Services, Woolwich, Barclays Private Clients,
Barclaycard and Business Banking.

Write-off occurs immediately to the extent that the whole or
part of the debt is considered unrecoverable.

Barclays PLC Annugl Report 2002 - 69
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Risk management
Provisions for bad and doubtful debts

Treatment of interest on debts that have specific provisions
If the collection of interest Is doubtful, It is credited to a
suspense account and excluded from Interest income in the
profit and loss account Although Interest continues to be
charged to the customer's account, the amount suspended
is netted against the relevant Joan. Loans on which interest
is suspended are not reclassified as accruing Interest untif
interest and principal payments are up-to-date and future
payments are reasonably assured. If the collectlon of Interest
Is considered remote, interest is no longer applied.

Bad debt provisions charge ratics

Treatment of cellateral assets acquired in exchange

for advances

Assets acquired in exchange for advances in order to achleve
an orderly realisation continue to be reported as advances.
The assets acquired are recorded at the carrying value

of the original advance as at the date of the exchange.

Any Impairment is accounted for as a specific proviston.

Year ended 31st Diecember

2002 2001 2000 1999 1998
% 4 % % %
Provisions charge as a percentage of average
loans and advances for the year
(excluding trading business); :
Specific provisions 0.85 0.74 0.64 0.60 0.49
General provisions - (0.01) 0.03 (0.02) -
0.85 0.73 0.67 (.58 0.49
Amounts written off {net of recoveries) 0.64 0.53 0.47 0.52 0.40
Provisions charge as a percentage of average
loans and advances for the year
. {Including trading business):
" Specific provislons 0.58 0.52 0.44 0.43 0.34
General provisions - - 0.02 (0.01) -
0.58 0.52 0.46 0.42 0.34
Amounts written off (net of recoveries} 043 0.37 0.32 0.38 0.28
Provisions balance ratios .
. Ag ot 31st December " " 7
2002 2001 2000 1999 1998
. % k] % Yo %
Provisions balance at end of year as a percentage
of loans and advances at end of year
{excluding trading business):
Specific provision 1.29 1.22 1.06 1.19 1.17
General provision 042 0.46 0.5] 0.61 0.70
1.71 1.68 1.57 1.80 1.87
Provisions balance at end of year as a percentage
of loans and advances at end of year
(including trading business): )
Specific provision 0.86 0.85 0.79 0.83 0.90
General provision 0.28 0.32 0.38 0.42 0.54
114 117 1.28 1,44

1.17
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Provisions Tor bad and doubtful debts

Movements in provisions for bad and doubtful debts

Year ended 31st December

2002

N

2000

1998

1998

£m £m ] 2] Lm
Provisions balance at beginning of year 2,716 2,353 1,983 1943 1,850
Acquisitions and disposals (11} 46 19 (10} -
Exchange and other adjustments (77) N 4 {13) 6
Amounts written off:
UK (950) (814) (595) (546) (520)
- Other European Union {31) (36) {45) {44) (45)
United States (215) {94) - (26) (40) {7)
Rest of the World (24) (29) {17) {21} (9)
- (1,220) (973) (683) (651) (581)
Recoveries (analysed below) 106 142 113 93 176
Subtotal 1,514 1,567 1,536 1,362 1451
Provisions charged agalnst profit
New and Increased specific provisions: : .
UK 1,210 1157 843 768 753
Other European Unicn 33 35 35 27 32
United States 404 173 27 45 N
Rest of the World 72 75 76 47 23
1,719 1,440 981 887 819
Releases of speclfic provisions: . ‘
UK (81) (87) {55} (115) (96) -
Other European Union (12) (10) {17} (22) (32)
United States {10) (10} (6) {7) (8)
Rest of the World (24) (26) (13) (15) (15)
(127) (133) {91) {159} (151)
Recoverles: :
UK (88) (106) - (100 (85} {(156)
Other European Union (7} (5) {6) {4) {4)
United States (9) 27) (4) (4) (13)
Rest of the World (2) “) 3) - @)
(106) {142) {13) (93) (176)
Net specific provisions charge 1,486 1,165 777 635 492
General provision charge/(release)* {2) {(16) 40 (14) -
Nef charge to profit 1,484 1,149 817 621 492 -
Provislons balance at end of year 2,998 2,716 2,353 1,983 1,943

%
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An analysis of the movement In general provisions is shown in note 17 to the accounts,
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o
Fe

1734 Provisions charge for bad and doubtfui debts by industry

Nl specilic proviskon for Lhe yeor

Specilic provistons st 3181 Decemlber

{2} includes amounts in 1998 in respect of Russian counterparties recorded in the UK.

72
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2002 2001 2000 1999 1908 2002 2000 2000 15499 1998
£fm m fm £m fm Em £m £Em £m Em
UK:
Banks and other-
financial institutions 1 {2) 7 10 11 1 5 7 9 14
Agriculture, forestry and fishing ( 1) 6 6 4 (5) 7 13 1" 7 4
Manufacturing 62 8 4 15 . 98 49 43 48 41
Construction 4‘1 12 7 4 @ 35 6 8 7 10
Property 8 3 1 (5) (20) ] 8 8 8 12
Energy and water 22 1 8 - - 28 10 8 2 2,
Wholesale and retall
distribution and lelsure 37 44 21 34 (10} 54 60 42 42 18
Transport 7 6 2 4 (1) 7 6 4 4 2
Communications 16 1 - - 1 15 1 1 1 1
Business and other services 62 75 27 14 (7} 92 77 40 34 43
Home loans 4 8 10 5 (4} 53 - &0 61 39 35
Other personal - 748 782 577 504 376 1,343 1,252 1,047 830 664
Overseas customers (a} 13 (34) 6 (22) 152 39 52 58 41 88
Finance lease recelvables 3 - 8 12 - 9 & 1 11 3
1,041 964 683 568 501 1,790 1,605 1,343 1,083 937
Foreign _ 445 201 29 67 ) 471 366 250 228 278
1486 1,165 777 635 432 2,261 1,971 1,593 1,311 1,215
EI, Analysis of amounts writteén off and recovered by industry
i Amouriks writlen off far the year Recoveries of amaounts previously writhen off
2002 - 2001 2000 1999 1998 2002 2001 2000 1909 1998
£m £m m £m £m Em £m £€m £m £m
UK;
Banks and other
financial institutions 2 3 13 14 16 - 3 4 2 12
Agricutture, forestry and fishing 4 7 6 6 2 2 2 2 3 7
Manufacturing 72 65 30 20 28 22 N 16 12 12
Construction 15 16 8 12 12 3 2 2 3 5
Property 10 5 5 9 17 2 1 3 7 22
Energy and water 4 1 2 - - 1 - - - -
Wholesale and retail
distribution and lelsure 53 35 34 35 25 11 ] 12 17 45
Transport 7 4 3 4 2 1 - 1 1 1
Communications -2 - - 1 - - - - - -
Business and other services 65 57 - 33 43 36 13 9 n 12 27
Home lcans n 14 15 3 8 1 4 3 2 4
Other personal 692 599 435 363 254 3 29 28 24 21
Overseas customers {a) 9 2 7 3 120 - 35 17 i -
Finance lease recelvables 4 6 4 5 - 1 1 ] 1 -
850 814 595 546 520 88 106 100 85 156
Foreign 270 159 88 105 61 18 36 13 8 20
1,220 973 683 651 581 106 142 113 93 176
Note




Risk management
Provisions for bad and doulsiiul debts

Total provision coverage of total non-performing loans

2002 200 2000 1999 1998

% 4 % % B

UK 735 74.9 729 81.1 78.4
Other European Union 714 78.6 72. 94.5 95.2
United States 43.7 61.8 81.0 74.1 104.2
Rest of the World 65.0 59.2 64.7 50.4 45.1

Total 68.0 72.1 724 79.1 78.4

Total provision coverage of total potential credit risk lendings {NPL's and PPL's)

2002 200 2000 1994 193

% Y % % [

UK 56.6 56.4 577 62.0 60.7

Other European Unlon 70.7 775 714 840 833

United States 33.0 28,6 22,6 70.0 26.2

Rest of the World 52.0 51.9 53.4 43.9 33.5

Total ‘ 52.8 52.9 54.5 62.1 61.9

Geographically, the specific provision Is allocated according to the location of the office recording the transaction. Simifarly, the

general provision Is allocated according to the characterlstics of the loans in each geographic area,

& Tolal provisions/non-perfarming lendings
M Total provisions/potential credlt risk lendings

Another useful way of assessing provision balarices Is to recognise that specific provislons are created to cover non-performing

loans, whereas general provisions relate to as yet unidentified losses on performing lendings. The following table provides an

analysis of provision balances on this basis.

Ratios of general and specific provision balances

1948

2002 200 2000 1999
% % 8 % %
Specific provisions coverage of non-performing loans
Specific provisions/Non-performing loans 50.0 50.9 472 50.2 471
General provislons coverage of performing loans
General provisions/Performing loans 0.28 0.33 0.38 0.43 0.55

The ratlo of general provisions to performing loans declined [n 2001 with the acquisition of Woolwich plc, a portfolio consisting
predominantly of secured residential mortgage loans needing comparatively low general provisions. These ratios include both
trading and banking books. Performing loans comprise gross loans and advances to banks and customers (banking and trading)

less non-performing loans,
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2001 2000 .
2002 restated restated 1999 1998
(£ millions)

Non-accmal lendings: - .

UK 1,557 1,292 1,223 1,007, 98§
Other European Union 108 -90 9 122 208
United Stales 744 306 119 47 38
Rest of the World . 13% 235 101 15 36
Accruing lendings where interest is being suspended:

UK o 4m 386 351 326 266
Other European Union 44 30 36 19 26
United States — — — -~ —
Rest of the World 95 145 109 91 92
Other accruing lendings against which provisions have been made: . o
UK : 606 660 474 423 457
Other Eriropean Union ‘ ‘ 27 20 71 42 74
United States . - 11 2 38 IO
Rest of the World - A T < I 76. . 80 . 50
Subtotals: .

UK . 5 S ‘ 2,635 2,338 . 2,048 1,756, 1,708
Other European Union _ 179 140 203 183 308
United States " 744 317 121 -85 48
Rest of the World ' 272 423 286 216 178
Accming fendings 90 days overdue, against which no provisions have

been made:

UK 687 621 695 343 309
Other Enropean Union 3 — 1 — 2
United States — — — — —_
Rest of the World — 27 17 18 17
Reduced rate lendings: .
UK 6 7
Other European Union — — — - —
United States — — e — —
Rest of the World 2 i T — 2 —
Total non-performing loans:

UK 3,326 2,963 2,749 2,105 2,024
Other European Union 182 140 204 183 3
United States 744 317 121 85 48
Rest of the World 274 451 303 236 195
Total ) . . 4,526 3,871 3377 2609 2,577

: 2002 £ E SEC20—F
Potential credit risk lendings

Potential credit risk lendings (PCRL's) comprise non-performing loans (NPL's) and potential problem loans (PPL's).
NPL's are loans where the customers have failed to meet their commitments, either in part or in whole, PPL's are
loans which are current as to payment of principal and interest, but where there exists serious doubt as to the ability
of the borrowers to comply with repayment terms in the near future.

The tabies and charts that follow present an analysis of potential credit risk lendings consistent in total with UK
guidelines and practice, aithough more detail is provided to meet SEC guidelines. Further disclosure is made to record loans
where interest is accrued but is being suspended or where specific provisions have been raised. Normal US banking practice
would be to place such loans on non-uecrual status. Thc amounts are stated before deduction of the value of security held, the
specific provisions carried or interest suspended, all of which might reduce the impact of an eventual default, should it occur.
The geographical presentation is based on the location of the office recording the fransaction,

Non-performing loans
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Potential problem loans

2002 2001 2000 1999 1998
(£ mllllons)
UK . 993 968 728 648 590
Other European Union 2 2 2 23 24
United States 241 - 369 313 57 4
Rest of the World 68 63 64 is 68
Total 1,304 1,402 1,107 711 686
Non-performing lendings Potential problem lendings
s 0 1Ko
_ 1AL, M o offions
4,05 42001, ,
8,000 [ it
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UK non-perfonming loans inereased by £363m to £3,326m primarily reflecting increases in the large corporate sector,
These included loans to foreign borrowers made in the UK and were spread across a nomber of sectors, with
telecommunications and energy being prominent. There were also additions from UK middle market business customers.

US non-performing loans increased by £427m to £744m reflecting the continued difficult economic conditions faced by
the telecormmunications and energy sectors, US potential problem loans fell by £128m to £241m primarily dute to the
reclasqlﬁcanon of balances into the non-performing categories.

Other European Union non-pcrfonning loans increased from £140m to £182m. In the Rest of the World they fell to
£2741m, a decrease of £177m, primarily reflecting the reorganisation of the Group's Caribbean business in Qctober 2002,

Interest forgone on non-performing loans

The total interest income that would have been recognised under the original contractual terms of the non-performing
loans in 2002 was £275m (2001: £279m) of which £209m (2001: £210m) related to domestic lending and £66m
{2001 : £69m) related to foreign loans.

Interest income of approximately £22m (2001 £50m) from such loans was included in profit, of which £21m
(2001 : £33m) related to domestic lending and the remainder to foreign tending.

Ratios of provisions to non-performing loans and PCRL's appear in the next section, following the discussion of
provisions,
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Provisions for bad and doubtful debts

Barclays poliey is to provide for, credit losses when it considers that recovery is doubtful. The provision is made up of
two components, a specific provision and a general provision. Risk managers continuousty review the quality of the
exposures based on thelr knowledge of the customer or counterparty, and developments in the industry and country -
of operation.

During 2002, credit conditions were [ess favourable than for several years and some sectors experienced difficulties.
These eircumstances are reflected in the bad debt charge for the year as set out in the table below. The net charge rose by
29% to £1,484m, an increase of £335m. New and increased specific provisions were 19% higher at £1,719m. Releascs and -
recoverics together decreased by 15% at £233m.

The greater part of this increase oceurred in Barclays Capital (£231m) and in the South American Corporate Banking
(£96r) portfolios. The increase in provisions at Barclays Capital reflected difficult economic conditions, mainly in the
telecommunications and energy sectors, particularly in the US, The deterioration in the second half of 2002 waslargely in
existing non-performing loans, The increase in South American Corporate Banking mainly related to Argentina,

Business Banking sustained an 8% increase in its bad debt provision charge, brondly in line with expectations. The
charge for Barclaycard was £402m, 7% higher reflecting the acquisition of Providian UK and organic growth in average
extended credit balances of 9%. Within Personal Financial Services; the provision charge fell by 13%, reflecting in part
improvements in risk management.

Analysis of provision charges for bad and doubiful debts

Az nt 3]st December
2002 . 2001 2000 1999 1998
(£ milllons)

Net gpecific provision charge/(release)*
u 1,041 964 688 568 501

Other European Union 14 20 12 1 “4)
United States** 385 136 17 34 (10}
~ Rest of the World 46 45 60 32 5
Total net specific provision charge 1,486 1,165 777 635 492
General provision charge/(release) - (2) (16) 40 (14) —

1,484 1,149 817 621 492

*  The geographical analysis of provisions is based on the location of the office recording the transaction.

*#* The US charge includes provisions raised against Argentinean exposures booked in the US.

Analysis of provision balances for bad and doubtful debts

As al 313t Decernber

2002 2001 2000 1999 1998
(£ mitlions}

Specific provision*
UK . 1,790 1,605 1,343 1,083 937
Other European Union 84 89 112 131 220
United Stateg** 257 89 20 23 23
Rest of the World 130 188 118 74 35
Tatal specific provision 2,261 1,971 1,593 1,311 1215
Genergl provision 737 745 760 672 728

2,998 28 2,353 1,983 1,943
Average loans and advances for the year .
(excluding trading business) 174,764 157,904 122,333 - 106,488 101,338
(including reading business) _ 256,789 223,221 176,938 147,139 145,749

*  The geographical analysis of pravisions is based on the location of the ofTice recarding the uunsaction,

" The US balance includes provisions held againgt Argentinenn exposures booked in the US.
38
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Provision charge analysis
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Provisioning approach
General provisions reflect losses that, although not specifically identified, are known from experience to be present in

the lending portfolio at the balance sheet date.

These provisions are adjusted at least half yearly by an appropriate charge or release of general provisions based on
statistical estimates. The general provisions take Risk Tendency (statistically expected losses) into account, based on models
that are systematically updated to reflect evolving loss experience.

See Credit risk management on pages 27 to 28 for a fuller description of Risk Tcndcnby.

Specific provisions are raised for:

»  Individual counterparties when the Group considers that the creditworthiness of a borrower or counterparty has
undergone deterjoration such that the recovery of the whole or part of an outstanding advance is in serious doubt.

»  Homogeneous portfolios comprised of large numbers of individually small lendings, where the characteristics of

the

portfolio pernit statistical models to be used in estimating specific provisions. These statistical models are

consistent with the Group's policy of raising provision when recovery is doubtful. These provisions are raised in
parts of Personal Financial Services, Woolwich, Barclays Private Clients, Barclaycard and Business Banking,

Write-off occurs immediately to the extent that the whole or part of the debt is considered unrecoverable,

39
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Treatment of interest on debts that have specific provlsidns

If the collection of interest is doubtful, it is credited to a suspense account and excluded from intercst income in the
profit and loss account. Although interest continues to be charged to the customer's account, the amount suspended is netted
against the relevant loan. Loans on which interest is suspended are not reclassified os accruing interest until interest and
principal payments are up-to-date and future payments are reasonably assured. If the collection of interest is considered
remote, interest is no longer applied.

Treatment of collateral assets acquired in exchange for advances
Assels acquired in exchange for advances in order to achieve an orderly realisation continue to be reported as advances.
The assets acquired are recorded at the carrying value of the original advance as ut the date of the exchange. Any impairment

is accounted for as a specific provision.

Bad debt provisions charge ratios

Yesar ended 315t Decenmber

2002 2061 2000 1999 1998

{£ millions}
Provisions charge as a percentage of average loans and advances for the year
(excluding frading business):
Specific provisions . 085 074 064 0.60 049

General provisions — (001 003 (0.02) —
' 085 073 067 058 049

Amounts written off (net of recoveries) ‘ 0.64 0.53 0.47 0.52 (.40

Provisions charge as a percentage of average loans and advances for the year

(including trading business):

Specific provisions: . 058 052 044 043 024
General provisions - — 002 (0.01) —

058 052 046 042  0.34

Amounts written off (net of recoveries) .43 0.37 0.32 0.38 0.28

Provisions balance ratios

As at 315t December
1002 2001 2noo 1999 1998
(%)
Provisions balance at end of year as a percentage of loans and advances at
end of year (excluding trading business): ‘ .
Specific provision 1.2% 1.22 1.06 1.19 117
General provision 042 046 051 0.61 0.70

1.7 1.68 1.57 180 1.87

Provisions balance at end of year as & percentage of loans and advances at

end of year {including trading business):

Specific provision . ' 08 085 079 083 090
General provision 028 032 038 042 054

1.14 1.17 1.17 1.25 1,44
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Movements in provisions for bad and doubtful debts

Provisions balance at beginning of year
Acquisitions and disposals
Exchange and other adjustments
Amounts written off:

UK

Other Buropean Union
United States
Rest of the World

Recoveries (analysed below)
Subtotal

Provisions charged against profit
New and inereased specific provisions:
UK
_Other European Union
United States
Rest of the World

Releases of specific provisions:
UK

Other European Union
United States
Rest of the World

Recoveries: -
UK

Other European Union
United States
Rest of the World

Net specific provisions charge
General provision charge/(release)*

Net charpe to profit

Provisions balance at end of year

Year ended 315t December

2002 2001 2000 1999 1998
& willions)

2,716 2,353 1,983 1,943 1,850
(n 46 e (10) —
(77 ¢} 4 (13) 6

(950)  (B14)  (595)  (546)  (520)
(31) (36) (43) {44) '(45)
{218) (94) (26) (40) (")
(24) @9 (17) 21) €3
(1,220) 973) (683} (651) (581)
106 142 113 93 176
1,514 1,567 1,536 1,362 1,451
1,210 1,157 843 768 753
33 35 35 27 32
404 173 27 45 11
72 75 76 47 23

1,719 1,440 981 887 819
(81) (87) 5 (15 (96)
(12) (10) 17 (22) (32)
(10}, (10} (6) )] (8)
(24) (26} (13) (15) (15)

{127) {133) o1 {159} (151)

(88) (106) . (100) (85) (156)

™ {5) ()] “) @

)] 27) (4) (4) {13)

@) {4) (3) — 3

(106) ('142) (113) (93} (176)
1,486 1,165 77 635 492
@) (16) 40 (14) -
1,484 1,149 817 621 492
2,998 1,943

2,716 2,353 1,983

*  An analysis of the movement in general provisions is shown in note 17 to the accounts.
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Provisions charge for bad and doubtful debts by industry

Nel specific provision for the year Specific provisions at 315t December
2002 2001 2000 1999 1998 2002 2001 200 1999 1904
{£ millinns)

UK:
Banks and other financial institutions 1 (2} 7 10 11 1 5 7 Y 14
Agriculture, forestry and fishing 1) ] 6 4 5) 7 13 11 7 4
Manufacturing 80 62 8 4 15 98 49 43 48 41
Construction 4] 12 7 4 3] 35 .6 8 7 10
Property 8 3 | (5) (20) 9 8 8 8 12
Encrgy and water 22 1 & — — 28 10 8 2 2
Wholesale and retail distribution and
leisore 37 44 21 34 (10 54 60 42 42 18
Transport, 7 é 2 4 1) 7 6 4 4 2
Communications 16 1 — — I 15 | i 1 1
Business and other services 62 75 27 14 (7) 92 717 40 34 43
Home loans 4 8 10 5 {4) 53 &0 61 39 35
Other personal 748 782 577 504 376 1,343 1,252 1,041 B30 664
Overseas customers (a} 13 (34} 6 (22) 152 k1Y 52 58 41 88
Finance léasé receivables 3 — 8 12 - 9 6 1 11 3

1,041 064 688 568 501 1,790 1,605 1,343 1,083 937
Foreign 445 200 89 67 9y M 366 250 228 278

1486 1,165 777 635 492 2261 1,971 1,593 1311 1,215

Analysis of amounts written off and recovered by industry

Amounis written olf for the year Recoveries of amounts previously written off
2002 2001 2000 1999 1998 2002 2001 2000 1993 1998
(£ millions)
UK: : .
Banks and other financial institutions 2 3 13 14 16 — 3 4 2 12
Agriculture, forestry and fishing ’ 4 7 6 6 2 2 2 2 -3 7
Manufacturing 72 65 30 20 28 22 11 16 12 12
Consthiction : 15 16 k] 12 12 3 2 2 .3 5
Property 10 5 3 9 17 2 1 3 7 22
Energy and water 4 1 2 — — 1 — — — -
‘Wholesale and retail distribution and leisure 53 35 34 35 25 11 9 12 17 45
Trangport : 7 4 3 4 2 1 —_ 1 1 1
Communications 2 —_ —_ 1 — — — - - —
Buisiness and other services 65 57 33 43 36 13 9 11 12 27
Home loans . 11 14 15 k| 8 1 4 3 2 4
Other personal 692 599 435 363 254 31 29 28 24 21
Oversecas customers (a) 9 2 7 3l 120 — 35 17 1 —
Finance lease receivables 4 6 4 5 —_ 1 1 1 i —
: 956 814 595 S46 520 88 106 100 8 156
Foreign 270 159 88 105 61 18 36 13 8 20
1,220 973 683 651 581 106 142 113 91 176
Note

(2) includes amounts in 1998 in tespect of Russian counterparties recorded in the UK.
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Total provision coverage of total non-performing loans

2002 2001 20400 1999 1098
(%)
UK 73.5 74.9 72.9 81.1 78.4
Other European Union 714 78.6 72.1 94.5. 95,2
United States - 43.7 6.8 81.0 74.1 104.2
Rest of the World 65.0 59.2 64.7 50.4 45.1
Total 68.0 72.1 72.4 79.1 78.4

Total provision coverage of total potential credit risk lendings (NPL's and PPL's)

2002 0M 2000 1999 1958
(%)
UK . . 566 = 504 517 62.0 60.7
* Other European Union . 70.7 71.3 714 84.0 88.3
United States ‘ ) 330 28.6 22,6 70.0 96.2
Rest of the World 52.0 51.9 53.4 43.9 3.5
Total . 52.8 -52.9 54.5 62.1 619

Geographically, the specific provision is allocated according to the location of the office recording the transaction.
Similarly, the general provision is allocated according to the characteristics of the loans in each geographic area.

Provisions ratins

T rodsinne serqnslatealog iendngs
M1 provigune/prerisf eredit vk lendepe

£ 8

o B3 & 8
1

1088 . 100 AXG 206t MR
Another useful way of assessing provision balances is to recagnise that specific provisions are created to cover
non-performing loans, whereas general provisions relate to as yet unidentified losses on performing lendings. The following

table provides an analysis of provision balances on this basis.

Ratios of general and specific provision balances

2002 2001 2000 199% 1998
(%}
Specific provisions coverage of non-performing loans )
Specific provisions/Non-performing loans 50.0 50.9 47.2 50.2 47.1
General provisions coverage of performing loans
General provisions/Performing loans 0.28 0.33 0.38 0.43 0.55

The ratio of general provisiens to performing loans declined in 2001 with the acquisition of Woolwich ple, a portfolio
consisting predominantly of secured residential morrgage loans needing comparatively low general provisions. These ratios
include both rading and banking books. Performing loans comprise gross loans and advances to banks and customers
(banking and trading) less non-performing leans.

43

—162—




RI%E -4

HBOS Ple 2002 %
32 HBOS ple Aarmed Baagrio. & 30 Ul ﬂf»’{#ﬁ%
Five Year Summary
Toorre v e d 3T Teltamnbe
N M I Mt ML U ArdE im e e o B e b e e e eme b e e ——— fe— s w11 A ————
2002 1w B
. fm oy wh Lo lg2
Feefit and Loss Account
Net operating income ' 7,546 iy RS R
Operating expenses @ 3,609 TR 283 2,554
Provisions for bad and doubtful debts 832 R 441 nd
Underlying profit before tax ® 3,062 L BN vl 155
Balance Sheet .
Total assets . . 355,080 N0 26 2% 133571 20,30
Total assets {excluding long-term assurance
assets attributable to policyholders) 317,749 [58232
Subordinated liabilities 9,127 loid
Share capiltal . 1,346 17
Reserves 12,423 8573
% », W ¢ %
Pur@’ormame fatios .
Post-tax return on mean equity © . 16.3 151 19.% 191 17.5
Costiincome ratio ! 45.2 492 43,3 44 449
Net interest margin” 1.71 L4 1.8% . 207 232
per ordinary share
pence prénce panee [s5e pangs
Shareholder Information .
Dividends ‘ 294 PRy i2d binkrs 17.3
Underlying earnings excluding exceptional items ‘
and goodwill amortisation : 56.1 A% 7 55,0 515 45.2

* 2001 numbers are restated to refioct the use of unsmoothed asset vatues for the purposes of determining the Income from long-term assurance business, the Implementation of
FRS19 ‘Deferred Tax' and UITF33 "Obligations in capital instruments’, .

* "the HBOS Gro;.ip figures for 1998 and 1999 are an aggregate of, or calculation based on, the Malifax Group accounts for the year ended 31 December, and Bank of Scatland Group
accounts for the year ended 28 Febrary following.
Excluding exceptlonal Items.

1 The costincame ratio [s caleulated excluding exceptlonal items, goodwill amortisation and after netting operating lease depreciation, amounts written off fixed asset Investments and
general Insurance claims agalnst aperating income.

-]

1t The net interest margin excluding trading assets was 1.86% In'2002 (2001 1.87%}.
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Financial Review and Risk Management

Orvarvigve of Tiesuliy

Group profit before tax increased by £547m to £3.062m before charging exceptional costs

of £153m, as shown below:

1002 Tl
1 g
fm I
Group profit before tax 2,909 A
Add back:
- Merger costs i
— Merger Integration casts 153 vt
= Other 1
Mike Ellis, et o s
Group Finance Director Group prafit before tax and exceptional items 3,062 LI
Divisional financial performance is aggregated within the followIng table:
Retail Insurance & Business Corporate Bank Group :
Banking tnvestment Banking Banking Treasury West Items Total
viear andsed 31 Drnembar 2007 fm £m im £m £m fm £m £m
Net interest Income 3,007 50 628 737 - 200 148 4,770
Non-interest income 721 831 576 445 125 78 2,776
Met Qperating intome . 3,718 881 1,204 1,182 125 226 7,546
Operating expenses* {1,956} (196} {785} (194) (89) {138) (247) {3,609)
General Insurance claims {79) ‘ - (79)
Amounts written off flxed asset investments (4) {6) (13) {1} [24)
Operating profit
before pravisions® 1,772 602 409 975 235 88 [247) 3,834
Provisions for bad & .
doubtful debts : ]
Specific [360) {135]) {288} - (4) {11 [795)
General (13} (12) . [10) {2) {37)
Share of profits of assoclates and joint ventures 27 {13} 20 1 35
Profit on disposal of business 25 25
Frofit before tax* 1,426 589 07 681 231 75 (247) 3,062
2001 Prafit before tax* 145 d7z 3 T 164 i {7403 2510

* Excluding exceptional items.

Group operating profit before provisions

and exceptional items at £3,834rn is 24%
higher than a year ago. Strong, asset led, net
interest earnings and broadly stable margins
as described in the Divisional Reviews, together
with non-interest income, 18% higher than a
year ago, and underlying operating expenses
contained at 6% growth, all contribute to the
strong result. Merger synergles contributed
£209m of the Increase.

Underlying earnings per share before
exceptional items and goodwill amortisation
rose 18% to 56.1p {2001 restated 47.7p) and
the proposed final dividend is 19.6p, 5% higher
than the previous financial year. The basic
dividend cover is 1.7 times and 1.9 tirmes

on an underslying basis, up from 1.4
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times and 1.7 times respectively In 2001,
Our stated policy is to Increase underlying
dividend cover progressively to 2.5 times.
If approved at the Annual General Meeting,
the final dividend will be paid on 23 May
2003 to shareholders on the register at

the close of business on 14 March 2003,

Ordinary shareholders are again being
offered the choice of electing under the
Share Dividend Plan to receive the whole
of their dividends in new ordinary shares
credited as fully paid Instead of cash in
respect of the proposed final dividend

for the year ended 31 December 2002,
Key dates in respect of the new shares

to be allotted to shareholders who elect
Lo Join Lhe Plan can be found on page 116
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Financial Review and Risk Management continued

palace s Sheet Apslysis

R B L

Retajl
Banking
£bn
Loans & Advances to Customers* 157.¢9

Bad Debt Provisions Including Interest

in suspense

Specific 0.9
General 0.3
Gross Loans & Advances to Custorners* 1591
Total Risk Weighted Assets 90.0
Total Customer Deposits 103.8

* Net of securitisation,

The mix of the Group’s gross lending portfolio at the year end is summarised in the following table:

Classification of advanees®

2002 plr ]
%
" Agricutture, Forestry and fishing 1
Energy 1 1
Manufacturing Industry 3 3
Constructlon & property 9 2
Hotels, restaurants and
wholesale and retail trade 4 H
Transport, sterage and
communication 2 2
Financial 3} i
Other services 5 &
Indlviduals: : '
Residentlal Mortgages 62 £
+ Other Parsonal 7 I
Overseas residents 4 3
Toval 100 Lo

* After securitisation.

Loans and advances to customers increased
by 18% to £234.3bn after securitisations of
£3.5bn In the year. Within Retail Barking,

net mortgage lending was £23bn. Credit cards
and personal loans also grew strongly.
Corporate advances grew 25% to £44.1bn -
whilst Business Banking achieved 23% growth
to £23.2bn. As stated In the Divisional Reviews,
this growth has been achieved withcut
compromising on asset quallty,

Customer deposits grew by 7% to £150.2bn
and wholesale funding by 26% to £126.4bn.

Insurance & Business Corporate Bank Total
Investment Banking Banking Treasury West 2002 .
£hbn £bn tbn £bn fbn £bn T
23.2 44.1 18 7.2 1343
0.2 0.3 A 1.5
0.2 0.2 0.7 W
216 44.6 19 - 7.3 2365 (R
0.4 16.7 515 1.0 5.5 1871 . el
123 1497 16.4 3.6 150.2 gk

Bad Debt Provisions &
Men-Porforming Assets

The cumulative provislons and interest in
suspense, which are deducted from advances

Specific General Tetal i the balance sheet, together with their
. Em  fm  fm  percentage cover of NPAs are as follows:

At 1 January 2002 1,102 667 1,769 2002 PR
Armounts written off = - he v of Rt ""‘; '_'r:'l'
during the year {618) (618) . i .

m NFPAs 1 Bl A
Charge for the year 795 37 832 - e -
Recoverles of amounts Specific Provisions 1,321 31 TR b
previously written off 38 38 General Provisions 703 7 7 ‘o
Exchange movements 4 {1} 3 Interest In Suspense 141 3 ted K
At 31 Dacember 2002 1321 703 1,024 Tokul 1,165 51 1&g B
The total charge for bad and doubtful debts of which:
against Group profits was £832m {2001 £608m) UK residentiat
and represents 0.38% of average customer mortgages 389 23 M £y
lending (2001 0.33%). Within this the charge Other advances 1,776 71 1512 i
for specific provisions increased 43% to - -
£795m (2001 £556m), representing 0.37% of 1%l nies 5w -
H a,
s cistomer g 2001 0300180 st ofOparatin prfe s
(3200] £ 5p2m) & i Associatos and foint Veneuras
' Included within the share of operating
Closing provisions as a percentage of period profit/{loss) in associates and joint
end customer advances are analysed in the ventures are the following items:
following table: . 2002 .
2002 PN . . fm (8
i T A,,";f LT e wyf  Lex Vehicle Leasing” 1
customer Centrica Personal Finanice 18
. £m advances I RFS 3 H
et e et e e = e v esure _ a3 i
Specific Pravisions 1,321 056 1 ui Uy sainsbury's Bank 1% i
General Provislons 703 0.30 wtf Ao Other 3
Tount 2024 086 "R G qga o T s

Non-performing assets {NPAs) amounted

to 1.80% of year end customer advances
(2001 2.06%). NPAs In respect of UK residential
rmortgages amounted to 1.17% of year end
advances (2001 1.47%) and NPAs in respect
of other advances amounted to 2.81% [2001
3,09%). The amount of NPAs increased to
£4.206m (2001 £4.072m) of which £1,697m
(2001 £1,851m} were in respect of UK
residential mortgages and £2,509m (2001
£2,221m) were in respect of other advances.
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* After charging goodwilll amertisaticn.

Tarzibtan

The tax charge for the year of £835m

{2001 £663m) represents 28.7% (2001 28.9%)
of profit before lax compared with a UK
corporation tax rate applicable to the year
of 30% {2001 30%). The effective rate Is
lower than the UK corporation tax rate
mainly due to the net effect of lower tax
rates overseas and interest deductible

on Innovative Tier 1 Securities.
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Motes on thﬁ Accounts contined

18. Pravisions for Bad and Doubtiul Debts

L - . Group
Specific General Total
£ millien £ million £ mlllion
At 1 January 2002 1,102 667 1 769
New praovisions less releases 833 37 870
Amounts written off (618} (618}
Exchange movements 4 {1) 3
Cumulative provisions as at 31 December 2002 1,321 703 2,024
New provisions less releases 833 37 870
Recoverles of amounts previously written off {38) {(38)
Net charge to profit and loss account 795 37 832
19, Debt Securities
2002 2001
Issued by Issued by
Public Issued by Market Pratsbie Issusd by hea ket
Bodies Others Total Value Bodies Cthers Ttal Value
£ million £ million £ million £ million L rrlliens I millipn L millian € ellicon
Group
Investment securities
Listed
Britlsh Government Securitles Ly 3] 521 524 378 178 364
Others 1,318 14,086 15,404 15,402 1096 10092 15088 13144
Unlisted
Certificates of deposit issued
by banks and building societies 1,962 1,962 1,963 5,138 5.138 5152
Others 266 7,015 7,281 7,207 1,221 9,395 16,614 w2l
Total investment securities 2,108 23,063 25,168 25,096 1693 35,529 3o 29,30%
Other securlties :
Listed 486 1,826 2,312 2,312 1,454 397 1831 1,851
Unlisted 16,844 16,844 16,844 29 11.149 11,378 11.376
2,591 41,733 44,324 44,252 5,378 EYASEN] 42,449 42532
of which:-
maturing within 1 year 21,426 2289
1 year and over 22,898 20,268
44,324 42440
The movement an debt securities held as lnvestment securltres is as follows:- Group
Aggregate .
Amortised amount Book
Cost  written off Value
£ million £ million £ million
At 1 January 2002 29,243 (23) 29,220
Exchange translation {379) (379}
Additions 19,674 19,676
Amortisation [ 6
Disposals {23,352) {23,352)
Amount written off _ - {3) (3}
At 31 December 2002 25,194 {26} 25,168
A?gregate unamortlsed premrum at 31 December 2002 3 6

- Debt securities include securities with a market value of £662 million (2001 - £1.077 mrllron) for the Group sold subject to agreement to repurchase.
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page 14 Operating and financial review continued

Seareerrbary consolidated profit snd loss account for the year ended 31 Decomber 2002
" The profit and loss account set out below shows goodwill amortisation and integration costs separately. In the statutory plof" tand
loss account on pages 96 and 97, these items are included in the captions prescribed by the Companies Act.

BATHEE - 5
The Royal Bank of Scotland Group ple
2002 FERPEE

AT

2402 ron RS ot
) o Em R A I
et interest neome 7848 6,846 5,286 58929
Dividend income 88 54 44 46
Fees and commissions receivable 5,308 4,735 3,614 4,079
Fees and cominissions payable {265} (930) (7086) {804)
Dealing profits 1,462 1,426 933 1,131
Other operating income L 1,208 1,052 874 998
| 7,072 6,337 4,758 5,450
General insurance premium income —nel ... hBe4 1375 950 979
NGN*EHtQE‘EbL mcnm_e_ __*_'_ N ,_._..__..__h.h_,_._,m....-,...._.“...“__.__...N__........-..._,l &,96&‘;”—____] 712 5,709 ."""E'i%
Total income 16,815 14558 10,995 12,368
Staff costs 3,942 3461 3,019 3,440
Other operating expenses 3,727 3380 2,815 3,174
Operating expenses ) o 7,669 6'84}1 5834  6,614.
Frofit before other aperatmg charges J 146 7717 5, 161 5744
General insurance claims - net 1,350 . 948 673 698
Operatmg prof:t before prmrmmns 1,796 6,769 4,488 5,048
Provisions for bad and doubtful debts 1,288 984 550 602
Amounts written off fixed asset investments _ 88 7 42 43
Praﬁ& befare gom&wm amortisation ond mtegraﬁ.mn costs 6,451 5,778 3,896 4'.401
- Goodwill amortisation 731 651 537 640
Integration costs L a87F _ 875 389 434
Profit before ta T 4,763 4252 2,970 3,327
Tax 1,856 1,537 1,054 1,177
Profit after fax 3,207 2,715 1,916 2,150
Minority interests (including non-equity) 132 90 50 54
Preference dividends — non-equity . . 358 284 328
T ‘2,768 2267 1,572 1,768
Additional Value Shares dividend - non-equity 78e 3 — -
Profit attributable to orctmary shareholders 1,877 1,868 . 1,572 1,768 .
Earnings por erditary shara G&.4p 67.6p 66.9p 66.5p
Additional Value Shares dividend 27 Fp 14.5p — —
8.1 82.1p 66.9p 66.5p
Goodwill amortisation £4.2p 23.2p 22.4p 23.8p
Imegration costs ‘ o . 23.5p 22.6p 11.8p 11.7p
Befpuam i earnihgs per erdinzry share ) ’M-’v‘é‘!g’; 127, 9p ) 1 d12p ‘ 101;8p

*restated {see page 10)
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#rofit  RBS increased i1s profit before tax. goodwill amortisation and integration costs by 12%, or £673 million, from
£5,778 million (o £6,45] million.

After goodwill amortisation and integration costs. profit before tax was up 2%, from £4,252 million to £4,763 million.
Integration costs relating to NatWest, the Mellon Regional Franchise and Medford Bancorp Ine. (“*Medford™) were £957
million against £875 million in 2001.

Total inceme  RBS continued to achieve strang growth in income. Total income at £16,815 million was up by 16%,
or £2,257 million. Excluding acquisitions, total income rose by 12%.

Citizens increased its income by 53% (15% underlying; growth, excluding the effect of acquisitions and exchange rate
fluetuations), Direct Line Group by 39% (34% excluding acquisitions) and Retail Direct by 16%.

Corporate Banking and Financial Markets incoine was up by 11%, notwithstanding Financial Markets” strong performance in
2001 when it benefited from market volatility and falling interest rates.

Retail Banking grew its income by 8% and Ulster Bank by 8%. Income in Wealth Management declined 3% as the effect of Jower
stock market values on activity levels and fees more than offset the benefit from increased customer numbers and volumes.

Met interest income  Net interest income increased by 15%, or £1,003 millicn, to £7,849 million. Net interest income
accounted for 47% of total income, Average interest-earning assets of (he banking business increased by 14%.

Mot intorest margin  The Group’s net interest margin remained stable at 3.1%. Improved lending margins offset the
downward pressure on deposit marging arising from lower interest rates,

Monsinterest ivcome  Non-intersst income increased by 16%, or £1,254 million, to £8,966 million. Non-inierest income
accounted for 53% of total income.

Fees and commissions receivable were up 12%, or £573 million. Volume driven increases in lending fees and continued strong
growth in fee paying current accounts contributed to the increase. Dealing profits at £1.462 million were up £36 million, 3%, on
the strong performance in 200 1. The increase in dealing profits resulted from customer led business growth and higher revenues
from trading in interest rate instruments. Other operating income was £157 million, 15% higher mainly due to the expansion of
CBFM’s operating lease business. General insurance premium income, after reinsurance, rose by 38%, or £519 million reflecting
Direct Line Group’s organic growth and acquisitions in Continental Europe.

OQperating expenses  Operating expenses, excluding goodwill amortisation and integration costs, rese by 12%, or
£828 million, to £7,669 million. Excluding acquisitions, operating expenses were up 7%, £469 million in support of strong
growil in basiness volumes.

Costincome ratio  Strong income growih coupled with tight cost management resulted in & further improvement in (he
Group's cost:income ratio, to 45.6% from 47.0%. Excluding the effect of acquisitions, the cost:incomne ratio improved to
45.0%.

Blat insurance olaimes  General insurance claims, after reinsurance, increased by 42%, or £402 million, to £1,330 million
reflecting significant volume growth and acquisitions at Direct Line.

Brovisioae  The profit and loss cliarge for provisions was £1,345 million compared with £3%1 million in 2001. The charge
for the two halves of the year was consistent with the second half of 2001,

Bad debt provisions amounted to £1.286 million compared with £984 million in 2001, The charge reflécts overall growth in
lending and, as in the second half of 2001, is particularly infloenced by provisions required against a number of specific
corporate situations, Amounts writlen ofT ixed asset investments, Jargely in the first hall of the year. were £59 million against
£7 million in 2001,

Total balance sheet provisions for bagd debts amounted to £3.927 million ar 31 December 2002, up 8% from £3.653 million at
31 December 2001.
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lettagration cosls

ZCICL!Z L ¥

tpes i .., .
Statf costs _ ' 520 598 255 286
Premises and equipment ‘ 127 64 27 27
Other administrative expenses 288 188 85 109
Depreciation of tangible fixed assets - . 25 2 12
[ntegration costs T o ” ‘ “esy 875 389 434

The IT integrations of NatWest and the Mellon Regional Franchise were completed during the year, abead of schedule in both cases.

Integration costs in relation to NatWest were £810 million compared with £847 million in 2001 and £345 millionin 2000,
Implementation has been faster whicl has resulted in revenue benefits and cost savings being achieved ahbead of plan.

Expenditure of £134 miltion and £13 million was incurred in 2002 relating to the integration of Mellon Regional Franchise
and Medford respectively compared with £28 million in respect of Mellon Regional Franchise in 2001, The transaction
benefits are being delivered more quickly than was planned.

Provisions

. 2002 '-el‘l PRI . o "‘.txlr]li
Gross new provisions 1,408 1, 071 756 841
less: recoveries . L VOO .-} {80) (164) (196)
C‘lnrge to profit and loss account 4,345 991 502 645
Comprising;
Provisions for bad and doubtful debts - : 1,286 984 550 602
Amount written off fixed asset investments . g2 7 42 43
Charge to profit and loss account 1,245 891 592 645

2802 coumpared with 2G01 .

Gross new provisions were up 31%, £337 million to £1,408 million. The increase reflects growth in overall lending and as in the
second half of 2001, provisions required in a number of specific corporate situations. Recoveries of amounts previously wiitlen
off were down £17 million, 21%, to £63 million. Consequently the net chnrge to the profit and loss account was up £354 million,
36% to £1.345 million,

Bad debt provisions amounted to £1,236 million compared with £984 million in 2001, The charge reflects overall growth in
lending and is particularly influenced by provisions required against a number of specific corporate situations. Amounts wrilten
off fixed asset investments, largely in the first half of the yenr. were £59 million against £7 million in 2001,

Totat balance sheet provisions for bad and doubtful debis amounted to £3,927 million, up 8% from £3,653 million at 31 December
2001, Total provision coverage (the ratio of total balance sheet provisions to risk elem:.nls in lending) at 31 December 2002 was
mainiained al 81%. ‘

200 corapared with 2008 and pro foveite 2008

Gross new provisions were up 42% and 27% compared with 2000 and pro forma 2000 respactively, to £1,071 million, The increase
reflected the growth in lencling and the deterioration in the short-term economic outiook combined with the impact of a small number
of specific customer situations. Recoveries of amounts previously written off were down £84 millios and £116 million, compared
with 2000 and pro forma 2600 respectively, 1o £30 million. Consequently the net charge (o the profit and loss account increased to
£991 million. up £399 million. 67% and £346 million, 54% on 2000 and pro forna 2000 respeclively.

Total balance sheet provisions for bad and doubtful debts amounted 1o £3,633 million (2000 - £3,153 million) equivalent to §1%
{2000 — 83%) of risk elements in lending.
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Hrovisiens for had and doutaful dehrs Fora discussion of the factors considered in detemmmmg the amount of the
provisions, see ‘Provisioning policy’ on page 53. The following table shows the elements of provisions for bad and doubtful debts.

B S . 35 IS.' :-- .
2602 et 2t L ™ e
e o s e oo et srnenan e s B A2 LIS - S i o BE
Provisions at the begmnmg of the pulod
Domestic 2467 2,370 484 433 347 316
Foreign . ) 1,986 783 @ 332 304 286 143
T T T aesi AL w6 R an i
Currency translation and other adjustments .
Domestic {4} 4 M — — -
Foreign RO .-/ S 43 2. (8)
U G R T SR~ M S T
Acquisitions of businesses
Domestic 14 83 1,87 2 — —_
Foreign - A2 T 494 23 —_ {11
T 22 254 2,365 25 =TT
Amounts written-off
Domestic ' {743} (645) (599} {35) (175} {144)
Foreign . (203) (190 (188 - ® (51 ()
U (L038) (835)  (84) | W0) (28)  (170)
Recoveries of amounts written-off in previous periods
Domestic : 37 54 142 10 44 0
Foseign 26 % m o 3 10 15
LTI @R TR T
Charged to profit and loss account
Domestie 843 601 473 74 217 165
Foreign - 473 883 7 5 49 17
e e P S5 ia o “pih” 28
Provisions at the end of the period (1)
Domestic _ z, 581 2,467 2,370 484 433 347
Foreign S L3486 1186 783 3m 304 286
ST I 3,927 3653 3153 816 737 633
Gross loans and advances lo customers
Domestic T4 2%4 127,660 116,310 41,045 38,248 31,804
Foreign 81,870 86487 54,905 13,892 11,829 9,846
227,244 194137 171215 54,937 50,077 41,650
Closing customer provisions as a % of gross loans
and advances (o customers (3)
Domestic 1.78%  1.83% 2.04% 1.18% . 1.13% 1.09%
Foreign o : LE2%  1.77%  140%  239%  257%  2.00%
Total o BB 18B%  183%  149%  147%  1.62%
Customer charge against profit as a % of gross loans
and advances to customers
Donestic h86%  047% 041%  072%  0.57% 0.49%
Fmenen ‘ Ta8%  0.58% 0.14% 0.14% 0.41% 1.76%
Total 0ET% 0.51 % 0.32% 0.58% 0.53% 0.79% -~
Noates:

(1) Includes ciosing provisions against loans and advances (0 banks of U7 millivn (31 December 2000 — €4 million: 3! Decernber 2000 = 14 willien).

(2) Closing customer provisions exclude closing provisions against loans and advanees o banks,
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page 56 Operating and financial review continued

Pravisions for red and doubstfud detsts rcontimmed)  The Tollowing table presents additional information with respect to

the provisions for bad and doubtful debts.

T e RN ST T b
: S T L S e Rl
Loans and advances to customers {gross) 227,244 194137 171,216 50,077 41,850

Provisions at end of period:

Specific provisions — custoniers 323 3,031 2,571 567 454
Specific provisions - banks ? 8 14 — —
General provision 597 614 568 170 179
| 3827 3653 3153 737 6
Customer provision at end of period as % of loans and
advances to customers at end of period:
Specific provisions 1.47%  1.56% 1.50% 1.13% 1.09%
Geveralprovision ] 026% 032% 03%%  034% _043%
T 173%  1.88%  1.83%  147%  1.52%
Average loans and advances to customers (gross) ( 21%,208 181,564 142,288 45,807 39,456
As a % of average loans and advances to custemers during the period:
Total customer provisions charged to profit and loss C.61% 054%  0.39% 0.58% 0.83% |
Amounts written-off (net of recoveries) - customers _ 0.46%  042%  044%  0.38% 0.34%
Anelysis of closing provisions for bad and doubtfisl debts  The following table analyses customer provisions for
bad and doubtful debts by geographical area and type of domestic customer,
‘ &% Doauntt S Bupdtinden
2002 . i L SO .../ SO
% of loant e e e, loni e o i & e Iy
Closiag  to total PAHL T L il Chasnmy (G5 Rl I, et Ll 1 ol
provisian losat  fpvasiin fosrg preasin P L Ihzre pewslan Tsane
— e e et e B _ % L bt L2 L i U s S .
Dorpestin
Central and local government T+ N — 0.4 — 1.1 — 0.3 e 0.3
Manufacturing 20 &2 209 3.8 148 4.0 16 5.4 16 5.0
Construction 31 %.5 72 1.8 77 1.5 8 1.3 g 1.3
Finance STt BB 73 4.4 75 5.8 4 58 3 5.3
Service industries and business activities 699 1.8 627 128 665 122 124 16,1 95 167
Agriculture, forestry and fishing 26 1,4 3 1.2 a3 1.4 3 14 2 1.5
Property 40 70 39 6.3 55 6.1 11 7.3 13 7.0
Individuals — home mortgages B0 8.8 53 1941 35 18.0 22 1941 17 200,
- olher 884 &8 855 103 797 105 167 125 121 10.9
Finance leases and instalment credit N 164 58 149 6.3 12 7.2 7 8.4
Total domestic 2,287 63.% 2123 658 2034 67.9 367 764 283 764
Forabym 021 6.1 808 342 837 324 200 238 171 238
Specific provisions 5,322 leen 3031 1000 2571 1000 567 1000 454 1000
General provision Ge7 614 568 170 179
Total provisions. iy .. 3845 3139 Y .. 538
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Operating and financial review continued

Risk eferents in lemding and potental prebben leens  The Group’s foan control and review procedures do not
include the classification of loans as non-accrual, aceruing past due, restroclured and potential problem loans, as defined by the
SEC in the US. The following table shows the eslimated amount of loans that would be reported using the SEC’s classifications.
The figures incorporate estimates and are stated before deducting the value of security held or related provisions.

) 2% Db

oR
Em

Loans accounted for on a non-acerual basis {3):

Domestic 3077 2,829 2,482 378 416
Foreign L,o88 737 344 170 148
"~ Total B P 4175 = 3,566 2,826 548 564
Aécnﬁﬁfg loans which are cbﬁtracmally overdue 90 days
or more as to principal or interest (4);
Domestic 263 643 662 322 311
Forcign o 126 142 168 M0 117
__Toml _ e a2 __ 785 830 %2 428
Loans not included above which are classified '
as “troubled debt restructurings’ by the SEC:
Domestic 144 26 43 13 15
.. Foreign g0 116 122 104 5
| Totl U L om0 42 65 A17 20
Total risk slements in lending ' 4,871 4493 3821 1007 1,012
Potential problem loans (5)
Domestic 83% 801 699 171 98
Foreign o 844 29 73 75 4
CoTTme oo 1,183 1,080 772 246 143
Closing provisions for bad and doubtful debts as
a % of total risk elements in lending 81% 81% 83% 67% 63%
Risk elements in lending as a % of gross loans .
and advances 1o customers ‘2.94% 231% 2.23% 2.19% 2.43%

Notes: .

For the analysis above, *Domestic” consists of the UK domestic transactions of the Group. 'Forgign” comprises the Group's transuctions conducted through offices
outside the UK and through those offives in the UK specifically erganised to service internationu] banking transactions.

The classitication of 1 loan as nen-accrunl. past due 90 days or troubled debt restructuring dees not necessarily indicate thot the principal of the Joan Is
uncollectable in whole or in part. Collection depends in cuch case on the individual cireumstances of the loan, ineluding the sdequacy of any vollateral
securing the foan and therefore clussification of a loan as non-accrual, past due 90 days or froubled debt restrueturing does not abways require that o pravision
be made against such a loan, In sccordance with the Groups provisioning poliey far bad and doulstful debts, it is considered thar adequate provisions for the
above risk elements in lending have been made.

The Groups UK banking subsidiary wdertakings account for loans on a non-necrual basis from the point in time ot which the collectability of interest is in
siunificant doubt, Certuin subsidinry underiakings of the Group, principally Citizens, penerally ueeount for loans on u non-acerual busis when interest or prineipal
i pust due 90 days,

Qverdrafts generally have no fixed repavment sehedule and eonsequently are not included in this category,

Louits thut are ewrrent a5 to the payment of principal and interest bur in respect of which management has serfous doubts about e ability of the borrower to comply
with contractual cepayment terms, Substuntial seeurity is held in respect of these loans snd appropritde provisions hnve wlrendy been made in accordanee with the
Graup's provisioning policy for bd and doubtful debts.

FRATE o Y RN IR FH R TR P ) ClAUC Rt

aaoz Eo .< Tt
e LN L 1 "
Gross income not recognised but which would have been
recognised under the original terms of non-accrual and
restructured loans
Domestic X 234 173 148 53 57
Foreign T 60 48 132 20
lterest on non-acerual and restructured loans included in
net interest income
Domestic 42 30 4 14
Foreign 14 - 8 13 7
: 56 38 17 21
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Credit quality  Overall credit quality remains strong with no malterial change in the distribution by grade of the Group’s
total risk assets compared with the position at the previous year end.

Risk elements in lending amounted to £4,871 million at 31 December 2002, up 8% from £4,493 mll]mn al 3t December 2001,
and up 2% from £4, 791 million at 30 June 2002, .

Total provision coverage (the ratio of toial balance sheet provisions to risk elemenls in lt.ndmg) at 31 December 2002 was
maintained at 81%.

Risk elements in lending and potentizl problem loans in aggregate amounted to £6,054 million, an increase of 9% over
31 December 2001 and 1% over 30 June 2002,

Integration  The Group successfully completed the conversion of NatWest IT systems on to the RBS technology platform
in October 2002. This programme ran for 30 months and invelved more than 4,000 staff, culminating in the migration of a

‘customer base three times the size of the Royal Bank of Scotland on to a single teclmology platform. The scale and complexity

of this project are without precedent.

Annualised revenue benefits of £805 million and anouvalised cost savings of £1,350 miilion were delivered by December 2002.
In addition, by February 2003 all integration initiatives had been completed. As a result the full progranime annualised
benefits, comprising £890 million revenuve benefits and £1,440 million cost savings, have been achieved less than three years
after the acquisition of NatWest,

Cumnulative combined revenue and cost benefits to the profits for the period 2000 to 2002 amounted to £3.6 billion, which is |
£1.1 billion ahead of the original plan.

In the US, Citizens coﬁ:p[eted the IT integration of the Mellon Regional Franchise in Angust 2002, earlier than planned. |
Benefits from this transaction have been delivered more quickly than was envisaged, and are on track to be delivered in full,

Earnings and dividends  Earnings per ordinary share, adjusted for goodwill amortisation, integration costs and the
dividend on Additional Value Shares (“AVS”), increased by 13% from 127.9p to 144.1p. Basic earnings per ardinary share
increagsed by 1% from 67.6p to 68.4p, reflecting the increase in the AVS dividend paid during the year.

A second dividend of 30.0p per share was paid on 2 December 2002 to the holders of AVS issued in connection with the
acquisition of NatWest. By the end of 2002, a total of 45.0p per AVS had been paid, in accordance with the original payment -
schedule. The third and final AVS dividend, if declared by the directors, of 55.0p per AVS will be paid on 1 December 2003,

A final dividend of 31.0p per crdinary share is recommended, resulting in a total ordinary dividend for the year of 43.7p per
ordinary share, an increase of 15%. The total dividend is covered 3.3 times by earnings before goodwill amortisation,
1|1teg:atlon costs and the AVS dividend, ‘

Balanse sheet  Total assets were £412 billion at 31 December 2002, 12% higher than toiol assets of £369 billion at
31 December 2001, Of the total assets, £311 billion (76%) related to banking business and £101 billion (24%) lo trading
business (31 December 2001; £285 billion (77%) banking business and £84 billion (23%) trading business).

Lending to customers excluding repurchase agreements and stock borrowing (“reverse repos™) increased by 13%, £22 billion,
Including reverse repos, loans and advances to customers were up 17%. Customer deposits increased by 10%, from £199 billion
at 31 December 2001 to £219 billion at 31 December 2002. Excluding repurchase agreements and stack lending (“repos™),
customer deposils grew by 7%, £13 billion. )

Capital ratios at 31 December 2002 were 7.3% (tier 1) and 11.7% (total), against 7.1% (tier 1) and 11.5% (total) at
31 December 2001.

Prafitabifity  The adjusted after-{ax return on ordinary equity was 17.6% compared with 16.8% for 2001. This is based on
profit ativibulable to ordinary shareholders before integration costs, goodwill amortisation and the AVS dividend, and average
ordinary equity.

heguisitioas  In May 2002, Lombard, the leasing arm of CBFM, completed the acquisition of Dixon Morors PLC for
a consideration ol £118 million.

I July 2002, Citizens announced the acquisition of Medlord Bancorp Ine., a Massachusets sivings bank for o cash consideration
ol US$273 million and in Seplember 2002 announced the acquisition of Pennsylvania based commercial bank. Commonwenlth
Bancorp Ine for a cosh consideration of USES0 million. These acquisitions were completed in October 2002 and January 2003
respectively.
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