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RAC plc

Directors' report
For the year ended 31 December 2007

The directors present their annual report and audited financial statements for the Company for the year
ended 31 December 2007

Directors

The names of the current directors of the Comgpany appear on page |

A D Hewitt and J R Kitson served as directors throughout the year

P C Easter resigned as a director on 1 January 2007 and J Hunt was appointed on the same date

S C ] Machell resigned as a director on 12 July 2007 and I M Mayer was appointed on the same date

) Seaton was appownted as an alternate director to J Hunt on 13 August 2007 and resigned on | September
2007

Principal activity

The principal activities of the Company are those of a corporate head office and a holding company for
its subsidiaries, which provide a range of motoring and vehicle services to individual and business
customers

Business review

Basis of preparation

This business review 1s addressed to, and written for, the members of the Company with the aim of
providing a fair review of the business development, performance and position at the current time, during
the financial period and at the end of the financial period In providing this review, the aim 1s to present a
view that 1s both balanced and comprehensive and 1s consistent with the size and complexity of the
business

Objectives and future developments

High level strategies are determined by Aviva plc and these are shown in its financial statements The
directors consider that the Company's principal activities are those of a head office and a holding
company and that the former activity will dimimish

Financial key performance indicators

As the principal activity of the Company 15 that of a corporate head office, the directors consider there are
no key performance indicators to report




RAC plc

Directors' report (continued)

Business review (continued)

Financial position and performance

The financsal position of the Company at 31 December 2007 1s shown 1n the balance sheet on page 17, with the
trading results for the year shown in the income statement on page 15 and the cash flow statement on page 19

Profit before tax of £114 2 mitlion was achieved i 2007 (2006 £377 4 million profit) The factors responsible
for this decrease are detaited below

An intenm dividend of £814 1 million was received from a subsidiary undertaking, RAC Holdings Limited The
dividend has been fully settled via offset against existing loan agreements with RAC Holdings Limited The total
dividend mncome received for the year was £815 7 million (2006 £163 6 mullion)

Administration expenses have increased from £16 2 milhion 1n 2006 to £719 3 mulhion 1n 2007 In 2007
admimistration expenses were sigmificantly higher due to impairment of subsidiaries of £708 6 rillion In 2007,
there 1s also a release of provision of £3 2 milhon 1n respect of Manufacturer Support Services ("MSS") disposal
as set out 1n note 12 to the financial statements

Risk management

A description of the principal risks and uncertainties facing the Company and the Company’s risk management
policies are set out 1n note 20 to the financial statements

Rusk factors beyond the Company’s control, that could cause actual results to differ materially from those
estimated, include, but are not limited to

¢ UK domestic economic business conditions, and
s the impact of competitton, nflation and deflation




RAC plc

Directors' report (continued)

Major events

On 25 June 2007, the Company purchased the entire 1ssued share capital of R A C Motering Services, a fellow
Group undertaking, for a consideration of £737 3 mullion This was settled by the Company entering into a loan
agreement with RAC Recovery, a fellow Group undertaking On the same date, £28 5 million owed by RAC
Recovery to the Company was offset against this loan

On 26 June 2007, the Company purchased the entire 1ssued share capital of RAC Acquisitions, a fellow Group
undertaking, for a consideration of £400 million This was settled by the Company entering nto a loan
agreement with RAC Holdings Lumited On 27 June 2007, RAC Acquisitions repurchased 999,998 Ordinary
shares of £1 each for £400 nallion

On 26 June 2007, the Company also purchased the entire 1ssued share capital of Auto Windscreens Group
Limzited, a fellow Group undertaking, for a consideration of £113 millron This was settled by the Company
entering into a loan agreement with RAC Holdings Limited

On 27 June 2007, the Company recetved an interim dividend of £814 1 million from RAC Heldings Limited
This has been fully settled via offset against existing loan agreements with RAC Holdings Limited

Post balance sheet events

On 30 May 2008, the Company 1ssued a letter of support to a subsidiary undertaking, RACAW The letter states
that in the event that RACAW 1s unable to meet 1ts obligations, the Company will ensure those obhgations are
met as they fall due The letter 1s vahd unti the earher of April 2009 and the date of any change in control of
RACAW

In the current period the Group commenced a strategic review of its UK non-core operations As a consequence
in June 2008, certain businesses have been classified as held for sale at their carrying value in the Company's
balance sheet with disposal expected wathin the next 12 months




RAC ple

Directors’' report (continued)

Financial instruments

The business of the Company includes use of financial instruments Details of the Company's risk management
objectives and policies and exposures to risk relating to financial instruments are set out in note 20 to the
financial statements

Dividends

The directors do not recommmend a final dividend (2006 £mil) No interum dividend has been paid (2006 £mil)

J

Employees

The Company believes that its employees should be well informed about the Company's plans and performance
and have the opportunity to discuss their performance regularly with their managers The Company 1s committed
to providing all of 1ts employees with information on a regular basis and encouraging their participation 1n
schemes where they will benefit from the Company's progress and profitability

Directors' interests

The requirement for directors to disclose their share interests 1n Aviva plc in the direciors’ report was repealed by
the Companies Act 2006 (s 1195 and S1 2007/1093) with effect from 6 April 2007 None of the directors who
held office at 31 December 2007 had any interest 1n the Company's shares

Directors' liabilities

Aviva ple, the ulimate parent undertaking, has granted an indemnity to the directors agamst habihty in respect of
proceedings brought by third parties, subject to the conditions set out m the Companies Act 1985 This indemnity
and the provisions n the Company's Articles of Association constitute "qualifying third party indemnities” for the
purposes of secttons 309A to 309C of the Companies Act 1985 Such quahifying third party indemmity provision
remains n force as at the date of approving the directors’ report




RAC ple
Directors' report (continued)

Auditor and the disclosure of information to the auditor

Each person who was a director of the Company on the date that this report was approved, confirms that so far as
the director 1s aware, there 1s no relevant audit information, being information needed by the auditor 1n
connection with preparing his report, of which the auditor 1s unaware Each director has taken all the steps that he
ought to have taken as a director n order to make himself aware of any relevant audit information and to establish
that the auditor 15 aware of that information

A resolution 1s to be proposed at the Annual General Meeting for the reappointment of Emst & Young LLP as
auditor of the Company A resolution will also be proposed authorising the directors to determine the auditor's
remuneration

Statement of directors' responsibilities

The directors are required to prepare financial statements for each accounting period that comply with the
relevant provisions of the Compamies Act 1985 and of International Financal Reporting Standards ("IFRS") as
adopted by the European Union ("EU™), and which present fairly the financial positien, financial performance
and cash flows of the Company at the end of the accounting period A fair presentation of the financial statements
in accordance with IFRS requires the directors to

& select suitable accounting policies and venify they are applied consistently in preparing the financial
statements on the going concern basis, unless 1t 15 inappropnate to presume that the Company will continue
in business,

e present information, including accounting policies, n a manner that provides relevant, reliable, comparable
and understandable information,

e provide additional disclosures when compliance with the specific requirements in IFRS 1s insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the
Company's financial position and financial performance, and

*® state that the Company has complied with applicable IFRS, subject to any matenal departures disclosed and
explamed n the financial statements

The directors are responsible for keeping proper accounting records which are intended to disclose with
reasonable accuracy, at any uime, the financial position of the Company They are also ulumately responsible for
the systems of nternal control mantained by the Company for safeguarding the assets of the Company and for
the prevention and detection of fraud and other uregulanties

By order of the Board

W a/%)w
R H Spicker

Company Secretary

23 3 2008




RAC ple

Independent auditor's report
To the members of RAC plc

We have audited the Company's financial statements for the year ended 31 December 2007, which comprise the
Accounting Polictes, the Income Statement, the Statement of Recogmised Income and Expense, the Balance Sheet,
the Reconciliation of Movements in Shareholder's Equity, the Cash Flow Statement and the related notes 1 to 23
These financial statements have been prepared under the accounting policies set out therein

This report 1s made solely to the Company's members, as a body, in accordance with Secuon 235 of the
Companies Act 1985 Qur audit work has been undertaken so that we mught state to the Company's members
those matters we are required to state to them 1n an audstor's report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company's
members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilhities of directors and auditors

The directors' responsibilities for preparing the financial statements 1n accordance with apphcable United
Kingdom law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are set
out m the Statement of Directors' Responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared mn accordance with the Companies Act 1985 We also report to you whether the information given in the
Directors’ Report 1s consistent with the financial statements

In addition we report to you if, n our opinion, the Company has not kept proper accounting records, 1f we have
not received all the information and explanations we require for our audtt, or 1f information specified by law
regarding directors' remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report 1f we become aware of any apparent
musstatements within 1t

Basis of audit opimion

We conducted our audit 1n accordance with International Standards on Audiing (UK and Ireland) issued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures n the financial statements It also includes an assessment of the signtficant estimates and judgements
made by the directors in the preparation of the financial statements, and of whether the accounting pohcies are
appropriate to the Company's circumstances, consistently applied and adequately disclosed

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




RAC ple

Independent auditor's report (continued)
To the members of RAC plc

Opinion

In our opinion

. the financial statements give a true and fair view, in accordance with 1FRSs as adopted by the
European Union, of the state of the Company's affairs as at 31 December 2007 and of its profit for
the year then ended,

. the financial statements have been properly prepared in accordance with the Companies Act 1985,
and
. the information given in the Directors® Report 1s consistent with the financial statements

%,ruub"‘ 2 \'fo% L P

Ernst & Young LLP
Registered Auditor
London

215 Tuky 2009




RAC plc

Accounting policies

The Company 1s a public imited liability company ncorporated and domiciled 1n Great Britain The principal
activities of the Company are those of a corporate head office and a holding company for 1ts subsidiaries, which
provide a range of motoring and vehicle services to individual and business custormers

The principal accounting policies applied i the preparation of these financial statements are set out below

A)

(B)

Basis of presentation

The financial statements have been prepared 1n accordance with International Financial Reporting
Standards ("IFRS") and International Accounting Standards ("IAS") as endorsed by the EU, applicable at
31 December 2007

The IASB 1ssued 1AS 1, Presentation of Financial Statements A Revised Presentation, and an amendment
to 1AS 23, Borrowing Costs, during 2007, netther of which has yet been endorsed by the EU These are not
applicable for the current accounting period and, on adoption, they will not have any material impact on the
Company’s financial reporting

IFRIC 1nterpretation 11, IFRS 2 — Group and Treasury Share Transactions, and mterpretation 12, Service
Concesston Agreements, were 1ssued during 2006 but neither of them 1s applicable for the current
accounting period In addition, I[FRIC nterpretation 13, Customer Loyalty Programmes and 1FRIC
interpretation 14, IAS 19 — The Limit on a Defined Benefit Asset, Mimmum Funding Requirements and
their Interaction, have been 1ssued during 2007 They have not yet been endorsed by the EU but nesther of
them 1s applicable for the current accounting period On adoption, none of these mterpretations will have
any material impact on the Company’s financial reporting

The financial statements are stated in British pounds, which 1s the Company’s functional and presentation
currency Unless otherwise noted, the amounts shown m these financial statements are in malhons of British
pounds ("£m")

The Company 1s exempt from preparing group accounts by virtue of Section 228 of the Companies Act
1985, as 1t 1s a subsichary of an EU parent (note 22(vu)) The financial statements present information about
the Company as an individual undertaking and not about 11s group

Use of estimates

The preparation of financial statements requires the Company to make estimates and assumptions that affect
items reported in the balance sheet and income statement and the disclosure of contingent assets and
liabilities at the date of the financial statements Although these estimates are based on management’s best
knowledge of current facts, circumstances and, to some extent, future events and actions, actual results
ultimately may differ from those estimates, possibly significantly




RAC plc

Accounting policies (continued)

©

(D)

(E)

(F)

Revenue Recogmition

{a) Interest income
Interest mcome 1s recogmised on a tume proportion basis using the effective interest method

(b) Dividend income
Dividend income 1s recognised when the night to receive payment 1s established

Foreign currency translation

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the
transactions Monetary assets and liabilities denominated 1n foreign currencies are translated at the
rate of exchange at the balance sheet date Exchange differences arising on the settlement of such
transactions or on translating monetary items at rates different from those at which they were
translated on imitial recognition during the period or in previous financial statements are recognised
in the mcome statement )

Subsidiaries

Subsidiaries are those entities (including Special Purpose Entities) in which the Company, directly
or indirectly, has power to exercise control over financial and operating policies in order to gan
economic benefits

In the balance sheet, subsidiaries are stated at their fair values, estimated using applicable valuation
models underpimned by the Aviva plc’s market capitalisation These mvestments are classified as
available for sale ("AFS") financial assets, with changes in their fair value being recorded n a
separate investment revaluation reserve within equity Where the cumulative changes recognised
equity represent an unrealised loss, the investments are reviewed to test whether an impairment
exists Where there 15 objective evidence that such an asset 15 impaired, such as the financial
difficulty of the subsidary or a prolonged or significant decline in their fair value below cost, the
unrealised loss recorded in equity 1s reclassified and charged to the income statement

Property and equipment

Owner-occupied properties are carried at their revalued amounts, which are supported by market
evidence, and movements are taken to a separate reserve within equity When such properties are
sold, the accumulated revaluation surpluses are transferred from this reserve to retained earnings
All other 1tems classed as property and equipment within the balance sheet are carmed at historical
cost less accumulated depreciation

10




RAC plc

Accounting policies (continued)

(F)

(@)

(H)

N

0]

Property and equipment (continued)

Depreciation 15 calculated on the straight-line method to write down the cost of assets to their
residual values over their estimated useful hives as follows

Vehicles 4 years
Fixtures and fittings 10 years
Computer equipment 4 years

Impairment of non-financial assets

Non-financial assets are reviewed for impawrment losses whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable An impairment loss is
recognised for the amount by which the carrying amount of the asset exceeds 1ts recoverable
amount, which 1s the higher of an asset’s net selling price and value in use For the purposes of
assessing wmpairment, assets are grouped at the lowest levet for which there are separately
identifiable cash flows

Trade receivables

Trade receivables are recogmsed nnally at fair value and subsequently measured at amortised cost
using the effective interest method, less provision for impairment A provision for impawrment of
trade recervables 1s established when there 1s objective evidence that the Company will not be able
to collect all amounts due according to the original terms of recelvables The amount of the
provision 1s the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the effective nterest rate  The amount of the provision 1s
recognised mn the income statement

Assets held for sale

Assets held for sale are recorded at the lower of their carrying amount and their fair value less
estimated cost to sell

Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and i hand, deposits held at cal! with banks,
treasury bills and other short-term highly iquid investments that are readily convertible to known
amounts of cash and which are subject to an insigmificant nisk of change in value Such investments
are normally those with less than three months’ matunity from the date of acquisition, and include
certificates of deposit For the purposes of the cash flow statement, cash and cash equivalents also
include bank overdrafts, which are included within payables and other financial habilities on the
balance sheet

11




RAC pl¢

Accounting policies (continued)

(K)

(L)

(M)

™

Financial guarantee contracts

Financial guarantees are recogmsed nitially at their fair value They are subsequently measured at the
higher of the expected recervable or liability under the guarantee and the amount initially recognised less
any accumulated amortisation

Leases

Leases mn which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases Payments made under operating leases (net of any incentives received from
the lessor) are charged to the income statement on a straight-line basis over the period of the lease

Borrowings

Borrowings are recogmsed initially at their 1ssue proceeds less transaction costs incurred  Subsequently,
borrowings are stated at amortised cost, and any difference between net proceeds and the redemption value
1s recognised 1n the incotne statement over the period of the borrowings using the effective interest rate
method

Borrowngs are classified as current habilities unless the Company has an unconditional right to defer
settlement of the hability for at least 12 months after the balance sheet date

Income taxes

The current tax expense 1s based on the taxable profits for the year, after any adjustments in respect of
prior years Tax, including tax relief for losses 1f applicable, 1s allocated over profits before taxation and
amounts charged or credited to reserves as appropriate

Provision 1s made for deferred tax liabilities, or credit taken for deferred tax assets, using the hability
method, on all matenal temporary differences between the tax bases of assets and liabilities and their
carrying amounts 1n the financial statements

The principal temporary differences arise from depreciation of property and equipment, revaluation of
certain financial assets and liabilities including derivative contracts, provisions for pension and other post-
retirement benefits and tax losses camed forward and, in relation to acquisitions, on the difference
between the fair values of the net assets acquired and their tax base The rates enacted or substantively
enacted at the balance sheet date are used to determine the deferred tax

Deferred tax assets are recognised to the extent that 1t 1s probable that future taxable profit will be available
agamst which the temporary differences can be utilised

Deferred tax 1s not provided on revaluations of investments in subsidianies as under current tax legislation
no tax will arise on their disposal

12




RAC plc

Accounting policies (continued)

{(O) Employee benefits

{1} Pension obhgations

The Company operates a defined benefit pension plan, the assets of which are held n separate
trustee-admimistered funds The pension plan 1s funded by payments from employees and its
subsidiaries and by the Company taking account of the recommendations of qualified actuaries

For the defined benefit plan, the pension costs are assessed using the projected unit credit method
Under this method, the cost of providing pensions 1s charged to the income statement so as to spread
the regular cost over the service lives of the employees, 1n accordance with the advice of qualified
actuaries The pension obligation 1s measured as the value of the estimated future cash outflows
using a discount rate based on market yrelds for high quality corporate bonds The resulting pension
scheme surplus or deficit appears as an asset or obligation in the balance sheet, with the result that
all actuartal gans and losses are recognised immediately 1n equity through the Statement of
Recognised Income and Expense

(1) Other post-retirement obligations

The Company provides medical benefits on a discretionary basis for certain pensioners and their
dependants in the United Kingdom ("UK")

(P) Provisions and contingent hiabilities

Provisions are recogmised when the Company has a present legal or constructive obligation as a
result of past events, 1t 1s probable that an outflow of resources embodying economic benefits will
be required to settle the obligation, and a reliable estimate of the amount of the obligation can be
made Where the Company expecis a provision to be reimbursed, for example for environmental
restoration, restructuring costs and legal claims, the rexmbursement 15 recognised as a separate asset
but only when the reimbursement 1s virtually certamn

The Company recognises a provision for onerous contracts when the expected benefits to be derived
from a contract are less than the unavoidable costs of meeting the obligations under the contract

Contingent liabulities are disclosed if there 1s a possible future obligation as a result of a past event,

or 1f there is a present obligation as a result of a past event but erther a payment 1s not probable or
the amount cannot be reliably estimated

13




RAC plc

Accounting policies (continued)

(Q) Share capital and dividends

Equity instruments
An equity instrument 1s a contract that evidences a residual interest in the assets of an entity after
deducting all of its habiliues Accordingly, a financial instrument 1s treated as equity 1f

(1) there 1s no contractual obligation to deliver cash or other financial assets or to exchange
financial assets or liabilities on terms that may be unfavourable, and

(u} the nstrument will not be settled by delivery of a variable number of shares or is a derivative
that can be settled other than for a fixed amount of cash, shares or other financial assets

Dividends
Intertm dividends on ordinary shares are recognised m equity in the penod in which they are paid
Final dividends on these shares are recognised when they have been approved by shareholders

14




RAC plec

Income statement
For the year ended 31 December 2007

Note
Operating Income
Interest mncome
Dividend income 22(1)
Other income
Operating expenses
Admuinistration expenses
Finance costs
Operating profit before exceptional items
Exceptional items 1
Profit before tax 1
Tax charge 5

Profit for the year

2007 2006
£m £m
87 72

8157 163 6
112 87

(719 3) (16 2)
@2h 39
1142 154 4

- 2230

1142 3774

(4 6) 36)

109 6 373 8

The accounting policies on pages 9 to 14 and notes on pages 20 to 54 are an mtegral part of these financial

statements

15




RAC plc

Statement of recognised income and expense

For the year ended 31 December 2007

Actuarial gains on pension schemes

Actuarial gains/(losses) on post retirement medical benefits scheme
Aggregate tax effect of actuarial gans

Revaluation of owner-occupied property

Realised gains on disposal of owner-occupied properties

Realised losses on disposal of subsidiaries and joint ventures

Farr value (losses)/gamns on revaluation of subsidianies and joint
ventures

Net (expense)/income recognised directly 1n equity

Profit for the year

Total recognised expense and income for the year

Note

17
17

[=

2007 2006
£m £m

500 117

07 (02)

(23 4) 35
- ol
05) -

- (140 8)

(328 6) 2213

(301 8) 886

109 6 3738

(192 2) 462 4

The accounting policies on pages 9 to 14 and notes on pages 20 to 54 are an integral part of these financial

statements

16




RAC plc

Balance sheet
As at 31 December 2007

Note 2007 2006
ASSE1S £fm £m
Non-current assets
Investments in subsidiaries 6 709 3 8699
Property and equipment 7 06 10
Tax assets 10 54 122
Deferred tax assets 10 113 508
Trade and other receivables 8 104 8 1958
8314 1,1297
Current assets
Trade and other receivables 8 2295 1815
Assets held for sale 9 - 08
Cash and cash equivalents 19(b) 06 19
2301 1842
LIABILITIES
Current habilities
Financial habilities 18 (11 8) (127
Trade and other payables 1i (336 6) (304 3}
Provisions 12 03 {62}
(348 7) (323 2)
Net current habilities (118 6) {139 0)
Non-current habilities
Retirement benefit obligations 17 272 (87 8)
Provisions 12 02 G
Trade and other payables 1 - (22 2)
Net assets 6854 8776
EQUITY
Ordinary share capital 13 306 306
Share premium i3 1531 1531
Other reserves 14 426 3717
Retaned earnings 4591 3222
Total equity 6854 8776

The accounting pohicies on pages 9 to 14 and notes on pages 20 te 54 are an integral part of these financial statements

Approved by the Board on 23 Ju Ly 200 4

Director

17
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RAC ple

Cash flow statement
For year ended 31 December 2007

Cash flows from operating activities
Net cash outflow from operating activities

Tax received
Net cash (used tnj / from operating activities
Cash flows from investing activities

Acquisition of subsidiaries and jomnt ventures, net of cash
acquired

Proceeds from sale of property
Interest received

Dividends received / {paid)

Net cash from investing activities

Cash flows from financing activities

Proceeds from sale of subsidiaries and jomnt ventures
Net repayment of borrowings external
Net repayment of borrowings from related party

Interest paid

Net cash used n financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Total Total

Note 2007 2006
£m £m

19(a) (92) (239
- 242

92) 03

- (35)

13 40

03 75

01 (7

17 63

- 364 9

09 (14

- (376 9

02) (06)

an (14 0)

(836) (74)

12 86

19(b) (74) 12

The accounting policies on pages 9 to 14 and notes on pages 20 to 54 are an integral part of these financial

statements

19




RAC ple

Notes to the financial statements

1 Profit before tax

The following income/(charges) have been included o armving at profit before tax

Other operating Income

Rental income

Admnistration expenses

Other operating lease rentals payable
Other
Property

Integration costs

Restructuring costs

Impairment of subsidiaries

Exceptional items

Profit on sale of subsidiaries

20

2007 2006
£m £fm

- 21
©2) 03)

- GD

- 05
02) (0 8)
(708 6) (80)
- 2230




RAC plc

Notes to the financial statements (continued)

2

Employee information

The average number of persons emploved by the Company during the year was

2007 2006
Number Number
Administration 17 82
Total staff costs were

£m £m
Wages and salaries 03 36
Social security costs - 06
Termination benefits - 18
Post-retirement obligations 24 03
27 63

These costs were charged within
2007 2006
£m £m
Administration expenses 217 63

Directors

All directors of the Company are remunerated as employees by Aviva Employment Services Limited, a
fellow Group undertaking This remuneration 1s recharged to all operating divisions of the Aviva Group

under management service agreements However, no cost is borne by the Company for the services of the

directors in their capacity as directors
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Notes to the financial statements (continued)

4 Auditor's remuneration

The total remuneration payable by the Company, excluding VAT, to its auditor, Emst & Young LLP, 1n
respect of the audit of these financial statements, 1s shown below The Company 1s exempt from disclosing
other fees payable, to its auditor, 1n respect of other work, by virtue of regulation 4(1)(b) of The
Companies {Disclosure of Auditor Remuneration) Regulations 2003, as 1t 1s disclosed within the
consolidated annual Report and Accounts of Aviva ple, the Company's ultimate controlling entity (see note
22 (vi))

Auditor's remuneration 1s borne by Norwich Union Central Services Limited, a fellow Group undertaking

2007 2006
£000 £000
Audit services
Statutory audit of the Company's financial statements 47 25
5 Tax
{a) Tax charged/(credited) to the income statement
(1) The total tax charge/{credit) comprises 2007 2006
£m £m
Current tax:
For this year )] 2010
Prior year adjustments 28) (20 6)
Total current tax (11 5) 407
Deferred tax:
Ornigination and reversal of timing differences 153 44 2
Prior year adjustment - 01
Changes 1n tax rates or tax laws 08 -
Total deferred tax 161 44 3
Total tax charged to income statement 46 36

(u) Unrecogmised tax losses and temporary differences of previous years were used to reduce current tax
expense by £ml (2006 £1 3 mullion)
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Notes to the financial statements (continued)

5 Tax (continued)

{(b) Tax charged to equity

The total tax charge comprises 2007 2006
£fm £m

Current tax - -

Deferred tax
In respect of pensions and other post retirement obligations 234 35

Total tax charged to equity 234 35

£23 4 million (2006 £3 5 mullion) of the above has been included n the statement of recognised income
and has been charged directly to retained earnings

(c¢) Tax reconcihation

The tax on the Company’s profit before tax differs from the theoretical amount that would anise using the
tax rate 1n the United Kingdom as follows

2007 2006

£m £m

Net profit before tax 114 2 3774
Tax calculated at standard UK corporation tax rate of 30% (2006 30%) 343 1132
Adjustment to tax charge m respect of prior years (2 8) (20 5)
Non-assessable dividends (244 7) (46 6)
Non-taxable profit on sale of subsidiaries - 427
Disallowable expenses 07 01
Movement in disallowed deferred tax asset - (14)
Impairment of investment m subsidiaries 2126 24
Other 45 (09
Tax charged for the peried (note 5(a)) 46 36
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Notes to the financial statements (continued)

6

Investments in subsidiaries

(a) Particulars of material subsidiaries are given below The undertakings have share capital comprising

shares of one class only and are incorporated in Great Britain

Class Proportion
Company Type of business of share held
The following compames are direct subsidiaries of RAC plc
R A C Motoring Services RAC Consumer Services, RAC Ordnary 100%

Business Sclutions
RAC Insurance Limited RAC Consumer Services Ordinary 100%
RAC Fmancial Services Supplying ancillary financial Ordinary 100%
services

The following companies are indirect subsidianies of RAC ple
RAC Auto Windscreens Limited RAC Consumer Services Ordwary 100%
The British School of Motoring Limited Driving Tuition Ordinary 100%
(b)Y Movements 1n the Company’s investments n its subsidharies were as follows

2007 2006
Fair value £m £m
At 1 January 8699 6390
Additions 1,283 2 38
Capital injections - 140
Disposals (18) 02)
Impairment of investment recognised n income statement (708 6) (80)
Revaluations (328 6) 2213
Share buy back (404 8) -
At 31 December 7093 8699
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6

Investments in subsidiaries (continued)

Additions

On 25 June 2007, the Company purchased the entire 1ssued share capital of R A C Motoring Services, a
fellow Group undertaking, for consideration of £737 3 mitlion

On 26 June 2007, the Company purchased the entire 1ssued share capital of RAC Acquisitions, a fellow
Group undertaking, for consideration of £400 0 milhon

On 26 June 2007, the Company also purchased the entire 1ssued share capital of Auto Windscreens Group
Limited, a fellow Group undertaking, for consideration of £113 0 milhion

Share buy back

On 27 June 2007, RAC Acquisitions repurchased 999,998 Ordinary shares of £1 each for £400 million

Property and equipment

Long Computer Other
Freehold leasehold equipment assets Total
£m £m £m £m £m

2007
Cost or valuation
At | January 2007 04 05 06 02 17
Disposals (04) - - - 04)
At 31 December 2007 - 05 06 02 13
Depreciation
At 1 January 2007 - - (0 6) ®1) ()]
At 31 December 2007 - - (0 6) on 07
Carrying amount
At 31 December 2007 - 05 - 01 06
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Notes to the financial statements (continued)

7 Property and equipment (continued)

Long Computer Other
Freehold leasehold equipment assets Total
£m £m £m £m £m

2006
Cost or valuation
Al | January 2006 51 05 06 10 72
Disposals G99 - - 08) @7
Amounts classified as held for sale 08 - - . o8
At 31 December 2006 04 05 06 02 17
Depreciation
At 1 Janvary 2006 - - (0 6) (05) amn
Charge for the year - - - - -
Disposals - - - 04 04
At 31 December 2006 - - 06) 1) on
Carrying amount
At 31 December 2006 04 05 - 01 10

QOwner-occupied properties are stated at their fair values as assessed by DTZ Debenham Tie Leung
Limited, qualified external independent valuers Values are calculated on Existing Use Value as at 31
December 2005

If owner-occupied properties were stated on a historical cost basis, the carrying amount would
be as follows

2007 2006

£m £m

Cost 03 03
Accumulated depreciation - o1
Carrying amount 03 02
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8

Trade and other receivables

2007 2006

. £m £m

Prepayments 13 27
Receivables from related parties (note 22(1)) 3276 3702
Other debtors 54 44
3343 3773

Expected to be settled within one year 2295 1815
Expected to be settled in more than one year 104 8 1958
3343 3773

Assets held for sale

The assets and habihities of operations classified as held for sale as at 31 December were as follows

Note 2007 2006

£m £m

Freehold properties - 08
Total assets - 08
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Notes to the financial statements (continued)

9

Assets held for sale (continued)

Sale of non-core businesses

During 2006, the Company completed the disposal of the Manufacturer Support Services (MSS) and Lex
Vehicle Leasing (LVL) divisions The decision to sell was part of the strategy to integrate the RAC
Group with the Aviva Group and to €xit non-core operations

2007 2006

£m £m

Proceeds from sale - 360 1
Carrying value of assets disposed - (320 6)
Realised gains on disposal of subsidiaries and joint ventures (note 14) - 140 8
Proceeds in respect of exit from pension scheme - 227
Transaction costs - {16 0}
Profit before tax and pension curtaillment gain - 1870
Pension curtailment gain - 360
Profit on disposal before tax - 2230

For 2006, the fair value of assets disposed, which totalled £320 6 milhion, comprised investments n joint
ventures of £225 3 mullion, subsidiaries £81 4 million and investment properttes £13 9 million  The
pension curtailment gain arose from the remeasurement of pension liabilities in the Company's defined
benefit pension scheme, following the MSS and LVL disposals
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Notes to the financial statements (continued)

10 Tax assets and liabilities

11

(a) General
Assets for current year tax of £5 4 million (2006 £13 0 mullion) are recoverable in more than one year

(b) Deferred taxes

(1) The balance at the period end comprises 2007 2006

£m £m
Pensions and other post-retirement obligations 112 503
Accelerated capital allowances 01 05
Net deferred tax asset 113 508

(1) The movement in the net deferred tax asset was as follows

Net asset at 1 January 508 98 6
Amounts charged to profit (note 5(a)) (16 1) (44 3)
Amount charged to equity (note 5(b)) (23 4) (35)
Net asset at 31 December 113 508

Deferred tax assets are recognised for tax loss carry forwards to the extent that realisation of the related tax
benefit through future taxable profits 1s probable The company has unrecognised temporary differences
and capital losses of £129 6 million (2006 £80 6 million) to carry forward indefinitely aganst future
taxable income

Trade and other payables

2007 2006

£m £m

Amounts due to related parttes (note 22) 3200 31611
Bank overdrafts (note 19) 80 07
Accruals 24 10
Other creditors 62 87
3366 3265

Expected to be settled within one year 3366 3043
Expected to be settled in more than one year - 222
3366 3265
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12

Provisions

Vacant leasehold
Restructuring

MSS disposal
Warranty

Total

Expected to be settled
Within one year

After more than one year

At 1 January 2007

Additional provisions

Release of provision
Utilised during the year

At 31 December 2007

The provision for restructuring of £0 3 million relates to the reduction of duplication and improvement of

2007 2006
fm £m
- 56
03 05
- 32
02 -
05 93
03 62
02 31
05 93
Vacant
Disposals Restructuring Warranty leasehoeld Total
£m £m £m £im £fm
32 05 - 56 93
- - 02 - 02
(32 (02) - - (34)
- - - (56) (56)
- 03 02 - 05

efficiency It 1s expected that the remaming provision of £0 3 milhion wil! be used during 2008
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13 Ordinary share capital

Details of the Company’s ordinary share capital are as follows

2007 2006
£m £m

Authorised
164,940,000 (2006 164,940,000) ordinary shares of 25 pence each 412 412

. Allotted, called up and fully paxd

122,590,168 (2006 122,590,168} ordinary shares of 25 pence each 306 306
Number of Share Share
shares capital premium
£m £m
At 31 December 2006 and 2007 122,590,168 306 1531
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RAC plc

Notes to the financial statements (continued)

15 Contingent liabilities and other risk factors

16

17

The Company and certain of its subsidiary undertakings have given cross guarantees 1n respect of joint
bank accounts The Company has also given other guarantees in respect of certamn bank overdrafts and

loans to subsidiary undertakings There 1s no hability at 31 December 2007

Commitments

Future aggregate munimum lease payments under non-cancellable operating leases were as follows

Within 1 year
Later than 1 year and not later than 5 years

Later than 5 years

Retirement benefit obligations

Pension deficits

RAC (2003) Pension Scheme

Post-retirement medical benefits scheme

33

2007 2006
£m £m
23 36
66 80
53 132

14 2 24 8

2007 2006

£m £m
(219 (81 8)
(53) 60)
(27 2) (87 8)




RAC plc

Notes to the financial statements (continued)

17 Retirement benefit obligations (continued)

(A) RAC (2003) Pension Scheme
(a) Introduction

In the UK, RAC plc operates one fully funded mam pension scheme for its subsidiaries, the RAC (2003)
Pension Scheme ("the Scheme"), whose members recerve benefits on a defined benefit basis (generally
related to final salary) The assets of the Scheme are held 1n a separate trustee-administered fund The
Company's employees are members of this pension scheme

An actuanial report has been submitted for the Scheme as at an effective date of 5 Apnl 2007 For funding
purposes, the Scheme was valued on a market value basis using the Projected Unit Credit Method

Pension costs for the RAC (2003) Pension Scheme are mnitially borne by the Company and are then
recharged to the operating divisions of the RAC Group as part of an overall charge for payrell-related ems
The recharge is calculated dependent on the employees working n each division

Currently the employer contributes at a rate of 16 8% of Contribution Salaries for members of the RAC final
salary section and 18 6% of Contribution Salaries for other final salary members (These rates include
allowance for Iife insurance premiums paid from the Scheme and admimistrative expenses )

In the absence of any contractual arrangements to allocate the net defined benefit cost for the Scheme,
measured 1 accordance with IAS 19, to imdividual businesses, 1t 1s the policy to allocate this cost fully to
RAC plc As required by paragraph 34B of the amendment to IAS 19 1ssued m December 2004, disclosures
for the Scheme are provided below and 1n the following pages

(b) Charges / (credits) to the income statement

2007 2006

£m £m

Total pension cost (note 17(c)(nir)) 14 5 192
Less amounts recharged to RAC divisions (12 4) (19 1)
Administration expenses charge in the Company 21 0l

(¢) IAS 19 disclosures

(1) Assumptions on Scheme habilities

The nherent uncertainties affecting the measurement of Scheme liabilities require these to be measured on
an actuanal basis This mvolves discounting the best estimate of future cash flows to be paid out by the
Scheme using the projected unit credit method This 1s an accrued benefits valuation method which
calculates the past service hability to members and makes allowance for theiwr projected future earnings It 1s
based on a number of actuanal assumptions, which vary according to economic conditions, and changes n
these assumptions can materially affect the measurement of the pension obligations
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Notes to the financial statements (continued)

17 Retirement benefit obligations (continued)

(1) Assumptions on Scheme habihties {continued)

The valuation used for accounting under JAS 19 has been based on the most recent full actuanal
valuation, updated to take account of that standard’s requirements in order to assess the liabilities of
the Scheme at 31 December 2007 This updating was made by the Scheme actuary Scheme assets
are stated at their fair values as at 31 December 2007

The details for the defined benefit section of the Scheme are shown below Although this Scheme
provides both defined benefit and defined contribution pensions, the assets and liabilities shown
exclude those relaung to defined contribution pensions

The main financial assumptions used to calculate the Scheme’s liabiliies under IAS 19 are

2007 2006

% %

Inflation rate 34 31
General salary increases 52 49
Pension increases 34 31
Deferred pension increases 34 31
Discount rate 58 51

The discount rate and inflation rate are the two assumptions that have the largest impact on the value
of the habilities, with the difference between them being known as the net discount rate The
discount rate 15 based on current average yields of high quality debt instruments (AA-rated corporate
bonds), taking account of the maturities of the defined benefit obligations A 1% increase in this rate
(and therefore the net discount rate) would reduce the habihties by £180 3 milhon

Mortality assumptions are sigmificant in measuring the Group’s obligations under the defined benefit
section of the Scheme, particularly given the maturity of these obligations in this Schermne The
mortality tables and average hife expectancy used at 31 December 2007 for Scheme members are as

follows
Mortality Normal Life expectancy (pension Life expectancy (pension
table retirement  duration) at NRA of a male duration) at NRA of a female
age (NRA)
20 years 20 years
Currently younger than Currently aged younger than
aged NRA NRA NRA NRA
PA92UOSMC with a 60 878 889 907 917
one year age rating
deduction and an (278) (289) G0 (317)
allowance for future
improvements
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17 Retirement benefit obligations (continued)
(1) Assumptions on Scheme habilities (continued)
The assumptions above are based on commonly-used mortality tables, which have been adjusted to reflect
recent research into mortality expenience However, the extent of future improvements n longevity 15
subject to considerable uncertainty, and judgement 1s required 1n setting this assumption The assumptions
above include an allowance for future mortality improvement, based on the actuanial profession's medium
cohort projection table The effect on the Scheme of assuming all members were one year younger would
increase the Scheme’s habilittes by £21 0 million
The Scheme liabilities have an average duration of 22 years

{u) Assumptions on Scheme assets

The expected rates of return on the Scheme's assets are

2008 2007

% %

Equities 76 80
Bonds 53 48
Other 65 53

The overall rates of return are based on the expected returns within each asset category and on current asset
allocations The expected returns are developed in conyunction with external advisors and take mnto account
both current market expectations of future returns, where available, and historical returns The figures for
the total expected return on Scheme assets in the following section are stated after deducting investment
expenses

3

(m) Pension expense

The pension expense / (credit) for this Scheme comprises

2007 2006

£m £m

Current service cost 145 192
Gain on curtaitment - 36 0)
Total pension cost 14 5 (16 8)
Expected return on Scheme assets (62 2) (33 1)
Interest charge on Scheme habtlities 507 462
Credit to other income () 69
Total charge/{credit) to the income statement, prior to recharge 30 237
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17 Retirement benefit obligations (continued)

(m) Penston expense (continued)

2007 2006

£m £m

Expected return on Scheme assets 622 531

Actual return on these assets (343) (80 2)

Actuarial losses / (gains) on Scheme assets 279 271

Expenence losses arising on Scheme habilities 127 -

Change n assumptions (decreasing) / increasing the present value of Scheme (90 6) 154
habilities

Actuanal gans recognised n the statement of recognised income and expense (50 0) (7

The cumulative amount of actuarial losses recognised in the statement of recogmsed income and expense since
1 January 2004 (the date of transition to IFRS) was £136 mllion at 31 December 2007 (2006 £186 million)
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17 Retirement benefit obligations (continued)

{¥) Scheme deficit

The assets and Liabilities of the Scheme, attnibutable to defined benefit members, at 31 December 2007

were
2007 2006
£m £m
Equities 6375 5688
Bonds 296 6 2895
Other 26 609
Total fair value of assets 9367 9192
Present value of Scheme habilities (958 6) (1,001 0)
Deficit in the Scheme (21 9) (81 8)
{v1) Movements in the Scheme's deficit
Movements 1n the Scheme's deficit comprise
Net
Scheme Scheme pension
assets habihties deficit
2007 2007 2007
£m £m £m
Balance at I January 9152 (1,001 0) (818)
Employer contributions 129 - 129
Employee contributions 39 39 -
Benefits paid (33 6) 336 -
Charge to net operating expenses - (14 5) (14 5)
Credit/(charge) to investment income 622 (507 115
Actuanal (losses)/gains 279 779 500
Balance at 31 December 936 7 (958 6) 219)
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17 Retirement benefit obligations (continued)

{vi) Movements in the Scheme's deficit (continued)

Movements in the Scheme's deficit comprise

Net

Scheme Scheme pension

assets lrabilities deficit

2006 2006 2006

£m £m £m

Balance at 1 January 773 1 (983 7) {210 6)

Employer contributions 93 4 - 93 4
Employee contributions 58 (58) -
Benefits paid (333) 333 -

Gan on curtaiiment - 360 360

Charge to net operating expenses - (192) (19 2)

Credit/ (charge) to nvestment income 531 (46 2) 69

Actuanial gams/(losses) 271 (15 4) 117

Balance at 31 December 9192 {1,001 0) (81 8)
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17 Retirement benefit obligations (continued)
(B) Post-retirement medical benefits scheme

(a) Introduction

The Company provides medical benefits on a discretionary basis for certain pensioners and their dependants
in the UK The number of pensioners entitled to this benefit at 31 December 2007 was 175 (2006 175)

An actuanal report has been submitted for the scheme as at an effective date of 31 December 2004 For
funding purposes, the scheme was valued on a market value basis using the Projected Unit Credit Method

Currently, the employer contributes a flat rate per person to the scheme dependent on their individual
circumstances

In the absence of any contractual arrangements to atlocate the net defined benefit cost for the scheme,
measured in accordance with 1AS 19, to individual businesses, 1t 1s the policy to allocate this cost fully to
RAC plc As required by paragraph 34B of the amendment to IAS 19 1ssued in December 2004, disclosures
for the scheme are provided below and n the following pages

(b) Charges to the income statement

2007 2006
£m £m
Admimstration expenses 03 03

(c) 1AS 19 disclosures

(1) Assumptions on scheme habilities

The valuation used for accounting under IAS 19 has been based on the most recent full actuanal valuation,
updated to take account of that standard’s requirements in order to assess the habihities of the scheme at 31
December 2007 This updating was made by the scheme actuary Scheme assets are stated at their fair values
at 31 December 2007

The details for the post-retirement medical benefits scheme are shown below
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17 Retirement benefit obligations (continued)

(1) Assumptions on scheme habilities (continued)

2007 2006

% %

Inflation rate 34% 31%
Medical cost trend 6 4% for one 6 9% for one
year falling year falling

over three over four

years to $2%  yearsto 4 9%
Discount rate 5 8% 5 1%

The nflation rate 15 the assumption that has the largest impact on the value of the liabities A 1%
increase 1n this rate would reduce the hiabilities by £0 7 muillion

Mortality assumptions are significant 1n measuring the Group’s obligations under the defined benefit
section of the scheme, particularly given the matunity of these obligations n this scheme The
mortality tables and average life expectancy used at 31 December 2007 for scheme members are as

follows
Mortality Normal Life expectancy {pension Life expectancy (pension
retirement  duration) at NRA of amale duration) at NRA of a female
age (NRA)
Currently 20 years Currently 20 years
aged NRA  younger than aged NRA younger than
NRA NRA
PA92U0SMC with a 60 878 889 907 917
one year age rating
deduction and an (27 8) (28 9) 307 317
allowance for future
improvements

The assumptions above are based on commonly-used mortahty tables, which have been adjusted to
reflect recent research into mortality experience However, the extent of future improvements in
longewvity 15 subject to considerable uncertainty and judgement 1s required 1n setting this assumption
The assumptions above nclude an allowance for future moriatity improvement, based on the
actuanal profession’s medium cohort projection table The effect on the scheme of assuming all
members were one year younger would increase the scheme's habilities by £0 2 mitlion

The scheme habilities have an average duration of 22 years
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17 Retirement benefit obligations (continued)

(1) Pension expense

2007 2006

£m £m

Interest charge on scheme lhiabihities 03 03
Charge to other income 03 03
Total charge to the income statement 03 03
2007 2006

£m £m

Change 1n assumptions underlying the present value of scheme habilities on 02
(Gams) / losses recogmised 1n the statement of recognised ncome and 7N 02

expense

The cumulative amount of actuarial losses recognised in the statement of recogmsed inceme and expense
since | January 2004 (the date of transition to IFRS) was £0 6 million at 31 December 2007 (2006 £1 3
million)

() Experience gains and losses

The following disclosures of experience gamns and losses will be built up over ime to give a five year

history
2007 2006 2005 2004
£m £m £m £m
Present value of scheme habilities at the {(53) ©0 {(58) {4 6)
end of the year :
Deficit in the scheme 53) 60) (58 (46)
(1v) Scheme deficit y
Movement i the scheme's deficit comprise
Net post-
retirement
medical
Scheme benefit
hiabilities deficit
2007 2007
£m £m
Balance at 1 January (6 0) 60
Employer contributions 03 03
Charge to investment mncome (03) (03)
Actuanial gamns 07 07
Balance at 31 December (53) (53)
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17 Retirement benefit obligations (continued)

{wv} Scheme deficit (continued)

Movement n the scheme's deficit comprise

Net post-

retirement

medical

Scheme benefit

habilities deficit

2006 2006

fm £m

Balance at 1 January (5 8) (58)
Employer contributions 03 .03
Charge to mvestment Income (03) (03)
Actuarial losses 02) (02)
Balance at 31 December (60) (6 0)
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Notes to the financial statements (continued)

18 Financial liabilities

(a) Carrying amounts

The following table provides information about the maturity periods of the Company’s borrowings

Borrowings are considered current 1f the contractual repricing or maturity dates are within a year

Contractual repricing or maturity dates

Denomunated Within

1-2 2-3 34 4-5 Over5

currency 1 year years years years  years years Total
£m £m £m £m £m £m £m
2007 Amounts owed to
credit institutions
Unsecured loan notes  Sterling 19 - - - - - 19
Secured loan notes Sterling 99 - - - - - 99
118 - - - - - 118
2006 Amounts owed to
credit institutions
Unsecured loan notes  Sterling 20 - - - - - 20
Secured loan notes Sterling 107 - - - - - 107
127 - - - - - 127

Unsecured loan notes have a maturity date of July 2010 The notes may be redeemed 1n May and

November each year unti] their maturity

Secured loan notes may be redeemed on the same terms as unsecured loan notes Redemption of any of
the secured loan notes will increase the Company’s available facilities by an equal amount

(b) Movements during the year
Movements in borrowings during the year were

Repayment of borrowings

Net cash outflow

Balance at | January

Balance at 31 December
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2007 2006

£m £m
(09 (14
(09 (14)
127 141
118 127




RAC plc

Notes to the financial statements (continued)

19 Cash flow statement

(a) The reconciliation of profit before tax to the net cash outflow
from operating activities 1s:

Profit before tax '

Adjustments for
Profit on sale of subsidiaries
Impairment/{reversal of impairment) in subsichary undertakings
(Profit)/loss on sale of property and equipment
Retirement benefit expenses
Finance costs
Interest receivable
Dividends recervable

Changes 1n working capital
(Increase)/ decrease in trade and other receivables
Increase/ (decrease) 1n provisions
Increase/ (decrease) in trade and other payables

Contributions to the retirement benefit schemes

Net cash outflow from operating activities before exceptional items

{b) Cash and cash equivalents in the cash flow statement at 31
December comprised:

Cash at bank and 1n hand

Bank overdrafis

{c) Cash flows in respect of the disposal of subsidiaries

Cash proceeds from disposal of subsidiaries and joint ventures

Cash flows on disposal
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2007 2006
£m £fm
1142 3774
- (223 0)
708 6 80
{06) 03
33 126
21 9
87 (138)
8157 (155 4)
1154 (I87)
(88 14
(105 8) 721
(132) 937
92) (23 9)
2007 2006
£m £m
06 19
B0 07
74) 12
2007 2006
£000 £000
- 3649

- 3649
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Notes to the financial statements (continued)

20 Risk management policies

The Company has established a risk management framework with the primary objective of
protecting the Company from events that hinder the sustainable achievement of the Company’s
performance objectives, including failing to exploit opportunities  This framework 15 operated by a
group of companies, "the NUI Group” (including the UK general insurance business carmed out
within Aviva Insurance Lumited and Aviva International Insurance Limited), within the Aviva plc
group ("the Group"), that are engaged i writing general insurance business and in various non-
mnsurance activities in the UK Rusk 1s categorised as follows

*  market
« credit
*  hqudity

* operational

The NUI Group recognises the critical importance of having efficient and effective nsk
management systems in place To this end, the NUI Group has an established governance
framework, which has three key elements

* defined terms of reference for the legal entity Boards and the associated executive
management and other commuttees within the NUI Group,

+ aclear organisational structure with documented delegated authorities and responsibihities
from the legal entity Boards to executive management committees and senior management,
and

« adoption of the Group policy framework that sets out risk appetite, risk management, control
and business conduct standards for the Group’s worldwide operations Each policy has a
member of senior management who 1s charged with overseeing complhance with the policy
throughout the NUI Group

The NUI Group monitors risk on an ongoing basis and prepares quarterly reports identifying all
material risks, along with information on likelthood, seventy and mitigating actions taken or
planned The NUI Group has also developed a framework, using Individual Capital Assessment
("ICA") princaiples, for quantifying the impact of risks on economic capital The ICA combines the
results of financial and operating stress tests

47




RAC plc

Notes to the financial statements (continued)

20 Risk management policies (continued)
(1) Market rnsk
Market risk 1s the risk of adverse financial impact due to changes in fair values or future cash flows of
financial instruments from fluctuations n 1nterest rates, equity prices, property prices and foreign
currency exchange rates Market nsk anses due to fluctuations 1n both the value of habilities and the

value of investments held

There 1s no material risk anising from fluctuations in foreign currency exchange rates

Investments 1n subsidiary undertakings of £709 3 million (2006 £869 9 muliion) are included at fair
value using a valuation model established by an independent third party

(n) Credit risk

Credit risk 1s the risk of loss 1n the value of financial assets due to counterparties failling to meet all or
part of their obligations

The NUI Group's management of credit risk 1s carried out mn accordance with the Group credit risk
policy, which includes setting exposure limits and monitoring exposures 1n accordance with ratings set by

credit ratings agencies such as Standard & Poor's

Trade and other receivables of £334 3 million (2006 £377 3 million) melude amounts due from related
parties of £327 6 million (2006 £370 2 milhon)

(i) Liquudity risk

The Company's liquudity position 1s supported through membership of the NUI Group
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20 Risk management policies (continued)

21

(1v) Operational nsk

Operational nisk arises as a result of inadequately controlled internal processes or systems, human error,
or from external events This definition 1s intended to inctude the mayority of nisks to which the
Company 1s exposed, other than the financial risks described above and strategic and Company risks
considered elsewhere Only financial instrument risk requires quantification under IFRS and
consequently no quantification of operational nisk 1s provided

Operational nsks include information technology, information secunty, human resources, project
management, outsourcing, tax, legal, financial crime and comphiance nisks  In accordance with Group
policies, business unit management has primary responsibility for the effective identification,
management, monitoring and reporting of risks to the busmness unit executive management team and to
Group The NUI Group nsk management and governance function 1s responsible for implementing the
Group risk management methodologies and frameworks to assist line management n this work It also
provides support and mdependent challenge on the completeness, accuracy and consistency of risk
assessments, and the adequacy of mitigating action plans As a result, the business unit executive
management team satisfies itself that material risks are being mitigated and reported to an acceptable
level

Operational risks are assessed according to the potential impact and probability of the event concerned
These impact assessments are made against financial, operational and reputational criteria

Capital structure

The Company maintains an efficient capital structure from equity shareholders' funds, consistent with
the Company's overall risk profile and market requirements of the business This note describes the way
the Company manages capital and shows where this 1s employed

(a) General

IFRS underpins the Company's capital structure and accordingly, the capital structure 1s analysed on this
basis
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21 Capital structure (continued)
(b) Capital management

In managing 1ts capital, the Company seeks to

() match the profile of its assets and habilities, taking account of the risks inherent in each
business,

() maintain financial strength,

(m) retain financial flexibility, and

(v) allocate capital efficiently and repatriate excess capital where appropriate

The Company considers not only the traditional sources of capital funding, but alternative sources
when assessing 1ts deployment and usage of capital

(¢) Measure of capital
The Company 1s required to report its results on an [FRS basis

(d) Capital structure

1IFRS net IFRS net

assets assets

2007 2006

£m £m

Holding company 635 4 8776

Total capital employed 685 4 8776
Financed by

Equity shareholder's funds 685 4 g776
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22 Related party transactions

Transactions with related parties are interest received, interest paid, recharges and items paid on behalf of other
Aviva Group undertakings

(1) Services provided to related parties

2007 2006
Income earned Receivable at Income earned  Receivable at
1n year year end 1n year year end
£m £fm £m £m
Parent - 104 8 - 170 3
Fellow subsidianes 8157 222 8 1654 1999
8157 3276 1654 3702

s

Income recerved 1n the year includes £815 7 mullion (2006 £163 6 mitlion) of dividends from subsidiary
undertakings and £ml (2006 £2 1 million) of property rental income from subsidiary undertakings

Loans due from Group undertakings

The Company has loans due from its parent and fellow subsidiary undertakings as follows

2007 2006
Income earned 1n Receivable at Income earned 1n Recesvable at
year year end year year end
£m £fm £m £m
Parent 72 104 8 44 1571
Fellow subsidiaries 12 100 15 387
g4 114 8 59 1958

Loan to/from Aviva International Insurance Limited
At the vear end the balance 15 £104 8 million (2006 £157 1 mullion) recervable and interest 1s receivable at

0 4% above Barclays base rate As part of this agreement, the Company also has an unused revolving credit
facility from Aviva International Insurance Limited, 1ts current parent undertaking The maximum facihity
amount 15 £500 million and 15 repayable on demand or by no later than the maturity date of 7 September 2010
Interest 15 paid on the facility at 0 4% above Barclays base rate

Loan to RAC Financial Services Limited

A £10 milhon subordmated loan 1s m operation between the Company and RAC Financial Services Limited, a
subsidiary undertaking Interest 1s charged on this loan at a rate of 1% above Barclays Bank base rate The year
end balance 15 £10 milhion receivable The principal amount loaned to RAC Financial Services Limited 15 £10
millien and is not repayzble before 30 September 2008 The terms of the loan provide that RAC Financial
Services Limited cannot repay the loan without the prior written consent of the Financial Services Authority
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22 Related party transactions (continued)

(1) Services provided to related parties (continued)

Loan to RAC Recovery

Notes to the financial statements (continued)

On 9 February 2006, the Company entered into a loan agreement with RAC Recovery, a subsidiary undertaking,
whereby the Company mitially lent RAC Recovery £13 million and then a further £15 million on 29 November
2006 The loan 1s repayable by February 2011 and mterest 1s receivable on the loan at 0 4% above base rate On
25 June 2007, the Company purchased the entire 1ssued share capital of R A C Motoring Services, a fellow
Group undertaking, for consideration of £737 3 million This was settled by the Company entering into a further
loan agreement with RAC Recovery On the same date, £28 5 million owed by RAC Recovery to the Company
was offset aganst this loan The year end balance 1s £m1] recervable

(n) Services provided by related parties

2007 2006
Expenses/funding Payable at Expenses/funding Payable at
mcurred 1n year year end mcurred n year year end
£m £m £m £m
Parent - 52 - -
Fellow subsidiaries (869 1) 3148 (312 6) 316 1
(869 1) 3200 (3126) 3161

Net expense/funding in the year of £857 3 million (2006 £312 6 mullion) represents recharges of costs incurred

and funding to subsidiary undertakings

Loans from Group undertakings

The Company has loans due to 1ts parent and fellow subsidiary undertakings as follows

2007 2006
Expenses/funding Payable at Expenses/funding Payable at
incurred 1n year year end mcurred m year year end
£m £m £fm £m
Parent - - 11 ' -
Fellow subsidiaries 15 233 68 222
15 233 79 222
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22 Related party transactions (continued)

Loan from RAC Fmnancial Services Limited

The Company has a loan factlity from RAC Financial Services Limited The maximum facility amount
15 £50 mullion (on 3 May 2006 this was extended from £20 million) and 15 repayable on demand or by
no later than the maturity date of 14 February 2008 Interest 1s paid on the facthty at 1% above
Barclays' base rate The year end balance 15 £23 3 mullion payable

Current accounts
Other related party balances comprise intercompany balances for transactions in the normal course of
bustness

() Purchase of subsidiaries

On 25 June 2007, the Company purchased the entire 1ssued share capital of R A C Motoring Services,
a fellow Group undertaking, for a consideration of £737 3 million This was settled by the Company
entering 1nto a loan agreement with RAC Recovery, a fellow Group undertaking On the same date,
£28 5 million owed by RAC Recovery to the Company was offset agamnst this loan

On 26 June 2007, the Company purchased the entire 1ssued share capital of RAC Acquisitions, a fellow
Group undertaking, for a consideration of £400 million This was settled by the Company entering into
a loan agreement with RAC Holdings Limited

On 26 June 2007, the Company also purchased the entire 1ssued share capital of Auto Windscreens
Group Limated, a fellow Group undertaking, for a consideration of £113 milhon This was settled by
the Company entering into a loan agreement with RAC Holdings Limited

(v) Key management compensation

The total compensation o those employees classified as key management, being those having authority
and responsibility for planning, directing and controlling the activities of the Company including the
directors, 1s as follows

2007 2006

£m £m

Salary and other short-term benefits 44 51
Post-employment benefits 01 02
Equity compensation plans ) 20 31
Other long term benefits 02 14
Total 67 98
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22 Related party transactions (continued)

(v1) Immediate parent undertaking
The Company's immediate parent undertaking 1s Aviva International Insurance Limited, registered in
England and Wales

(vu) Ultimate controlling entity
The ultimate controlling entity 15 Aviva plc Its Annual Report and Accounts are available on application
to the Group Company Secretary, Aviva ple, St Helen's, 1 Undershaft, London EC3P 3DQ

23 Post balance sheet events

On 30 May 2008, the Company 1ssued a letter of support to a subsidiary undertaking, RACAW The letter
states that in the event that RACAW 1s unable to meet 1ts obligations, the Company will ensure those
obligations are met as they fall due The letter 1s vahd until the earher of April 2009 and the date of any
change in control of RACAW

In the current period the Group commenced a strategic review of its UK non-core operations As a
consequence in June 2008, certain businesses have been classified as held for sale at their carrying value
in the Company's balance sheet with disposal expected within the next 12 months
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