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Current Regulatory Regime &
Impact of Basel Il
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The 20 Largest Banks in the World by Assets
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The 10 Largest Banks in the World by Market Capitalisation
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Top 10 Banks - Market Capitalisation in 2006 vs. Today
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Minimum Capital Requirements for the Largest Chinese
Banks vs. the Global Standards
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Tier 1 Capital Position of the Largest Chinese Banks
Compared to Global Peers
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Core Tier 1 Capital Position of Largest Chinese Banks
Compared to Global Peers
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Funding Position of Largest Chinese Banks Compared to
Global Peers
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Loan to deposit ratios
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Debt Capital Securities Outstanding — Onshore vs.

Offshore
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Implementation Timeline for Requlatory Reforms
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Regulatory Agenda Basel Ill Timeline China Timeline
Common Equity Tier 1 2013 In place
Basel 11l Hybrid Tier 1 Instruments 2011 ?
Capital Conservation Buffer 2016 2009
Countercyclical buffer From 2013 2009
Deduction of cross holdings 2014 18 2009
Leverage Ratio 2013 -'18 2010
Liquidity Coverage Ratio 2015 2009

Net Stable Funding Ratio 2018 -
Elimination of Coupon Step-ups 2010 2010

Source: BCBS, RBS Bank Capital Solutions
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Lessons from Japan and Korea
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Bernanke believes he saved the world in 2009
18 &) LA A —AE IR T HER

¢ | owered interest rates
¢ Bailed out troubled financial institutions

* Created new facilities to “freely lend against sound
collateral”

1 wETOR DE

* Bought long-term debt issued by public and private
institutions

* After QE I, he is now doing QE Il

Essentially, he printed a lot of dollars to
buy bonds
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But the real heroes were Chinese banks!
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* RMB?9.6 trillion (USD1.4 trillion) of new —
credit in 2009 China’s loan growth versus GDP growth

* RMBA4.6 trillion (almost USD700bn) in new €9

loans in H1
30 -
* This money was borrowed and spent, and F
drove economic growth

O T T T T T T T T T T
00 01 02 03 04 05 06 07 08 09 10

—— Nominal GDP growth — Loan growth

Source: CEIC, RBS
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It is China and her Asian sisters that pulled the world out of recession
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Real GDP growth QoQ%: China, Asia vs G3 Contribution to global growth
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Japanese banks were the largest in the world 20 years ago
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World’s largest banks by market cap — 1989

Total market cap of Japanese banks

Bank Country ('\S;;%?S
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What lessons can China learn from the decline of Japanese banks?
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And the fall and rise of Korean banks?
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When a real crisis struck, Japan and Korea just collapsed
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JAPANESE BANKS

* Lent excessively in the 1980s to the
property sector, because prices could
never go down

* Relied on stock market gains for profits,
rather than net interest income

* Never had any credit costs as all loans
were collateralized with land

THE COLLAPSE

* Triggered by BOJ monetary tightening to
fight the property bubble in 1989

KOREAN BANKS

* Lent excessively in the 1990s to the
Chaebol, because they were too big to fail

* Spreads were thin, but credit costs were
low since Chaebol loans were never
classified as NPLs.

e Banks hated retail and SME customers

THE COLLAPSE

* Triggered by the fall in the value of the
Won, which ended the free lunch of
borrowing in low-cost US dollars

> RBS
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Lesson 1: Never assume the current situation will last forever
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Japanese banks’ lending and deposit rates
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Lesson 2: Slower loan growth is nothing to fear
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New loans granted by Chinese banks
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China’s credit/GDP ratio is already higher than the peak of Japan
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Korean banks have been very prudent since the 2007
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Loan growth YoY of Asian banks
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Lesson 3: Deal with asset quality issues when NPLs are low
%3} TARRRD AT/~ i E FA

* High loan growth masks NPL problems, NPL ratios at the big Chinese banks
because troubled companies can refinance 45% - % Dec-08 MDec-09 #Jun-10

and the loan denominator is growing
4.0% -

* The best time to deal with potential NPLs

issue is when there are no NPLs. 2

* The Korean government is now forcing its 30% -
banks to reclassify its lending and
restructure their borrowers
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* For Chinese banks, the issues are: loans 20%7
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Japan only dealt with its problem loans a decade after
they occurred
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Credit costs to loans of Japanese banks
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Lesson 4: Reduce property exposure, direct and indirect
FAR: B B A a0 e R

Japanese bank total property exposure Property loan growth of Chinese banks
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Lesson 5: SMEs and retail customers are key
FOUR: PN LR PR X4

* The only major Korean banks not to be Korean banks grew retail/SME loans
nationalized after 1997 were those that 60
focused on lending to SMEs, retail
customers, and mortgages 50 -

* Since then, retail loan growth has driven
total loan growth 40 -

* SMEs and retail customers are willing to
pay more for loans 301

e Banks are forced to do more credit due

diligence .

e SME and retail customers allow more
diversification
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Source: CEIC, RBS
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Lesson 6: Raise capital when the market allows
FOR: ATHRITHFZTE

* The big four Chinese banks already raised Estimated capital ratios post equity raising
or plan to raise as much as USD 80bn.
With this new capital, their Tier 1 ratios will 14% -
be over 10%

mTier 1 mCAR

. . . 12% -
* |t is much easier and cheaper to raise

equity and sub-debt when the market is
good and investors are willing to take on
risk 8% |

10% -

* Capital ratios could fall even without loan

growth when NPLs rise 6% |

* Basel Il will require counter-cyclical buffer 4% -

on banks who have high loan growth
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Lesson 7: Do not hesitate to deal with problems when they occur
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What Korea did in the first year of
CriSIS

* Fired 31% of all bankers in 1998

* Replaced management in 12 banks

* Nationalized/merged 13 banks

* Brought disclosure up to world
standards

e Sold W39 trillion in NPLs to KAMCO

* Supported banks with redeemable
preferred shares

* Sold two major bank to foreigners
* Forced the Chaebol to restructure

What Japan did in the first decade
of crisis

Reduced headcount by 6% in six years
Left the old management in charge

Had banks do a “self-assessment” of
NPLs

Allowed the banks to keep NPLs on their
books

Reduced banks from 144 in 1991 to 139
today

Sold no banks to foreigners

Put no pressure on keiretsu to
restructure

Came up with Y60 trillion to recapitalize
banks

> RBS
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Lesson 8: Banks do not create strong economies, they
support strong economies

F8IR: BFRBIATERIT, BITIFHZFLE

* The best time to strengthen the banking industry is during the good times, not
after a crisis has occurred.

— Earnings are high to absorb additional loan loss reserves
— Capital market is hot — easier to raise equity and sub-debt

* The best case scenario is that China allows the banks to slow down their
lending, focus on asset quality and build up their capital.

* Shift focus from corporate lending to more profitable SME and retail lending

Source: CEIC, RBS
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Disclaimer

This material is prepared and issued by The Royal Bank of Scotland plc (“RBS”) for reference only. This material is proprietary to RBS and is intended for use only by the recipient
(the “Recipient”) on a confidential basis and remains the property of RBS. This material should not be reproduced or disclosed to, or referred to, in whole or in part, by any other
person or distributed, reproduced or used for any other purpose without the prior written consent of RBS and must be returned on request to RBS and any copies thereof destroyed.
RBS is not obliged to update or correct any information set out in this material.

The information contained in this material has not been independently verified and no representation or warranty, express or implied, is made as to, and no reliance should be placed
on the fairness, accuracy, completeness or correctness of the information or opinion contained herein. All views, opinions and estimates expressed in this material (including
statements or forecasts) constitute the judgment of RBS as of the date of indicated and are subject to change without notice. Neither RBS nor any of its holding companies,
associates, affiliates subsidiaries or their respective directors, offices and employees accepts any responsibility or liability for (and no representation or warranty or assurance of any
kind, express or implied, is or will be made as to or in relation to), the accuracy and completeness of such information, the content of this material or any action taken or omitted by
the Recipient as a result of receiving it. The Recipient should not rely on any representations or undertakings inconsistent with the above paragraphs.

This material does not constitute an offer or invitation for the sale, purchase, exchange or transfer of any securities of any of the companies mentioned herein, and is not intended to
form the basis of any investment decision. Nothing in this material should be construed as legal, tax, accounting or investment advice or as a recommendation or an offer by RBS to
purchase securities from or sell securities to the Recipient, or to underwrite securities of the Recipient, or to extend any credit or like facilities to the Recipient, or to conduct any such
activity on behalf of the Recipient. RBS makes no representations or warranties with respect to the material, and disclaims all liability for any use the Recipient make of the contents
of the material. However this shall not restrict, exclude, or limit any duty or liability to any person under any applicable laws or regulations of any jurisdiction which may not lawfully be
disclaimed.

RBS and its affiliates, connected companies, employees or clients may have an interest in financial instruments of the type described in the material or in related financial instruments.
Such interest may include dealing, trading, holding, acting as market-makers in such instruments and may include providing general banking, investment banking, credit and other
financial services to any company or issuer of securities or financial instruments referred to herein.

RBS is authorised and regulated in the UK by the Financial Services Authority.
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