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Company information
Directors:

D Cougill

R Templeman
M Wood

C Woodhouse

Company Secretary:

S Mornson

Auditor:

Ernst & Young LLP
Registered Auditor

1 More London Place
London

SE1 2AF

Registered office:

RAC House
Brockhurst Crescent
Walsall

WSS 4AW

Company number:

Repistered tn England and Wales No 229121

Incorporation and other information:

The RAC Limited Group ("the Group™), comprising RAC Limited and its subsidiaries (RAC Motonng Services,
RAC MS (Ireland) Limited, RAC Financial Services Limited and RAC Insurance Limtted) was acquired by The
Carlyle Group (“Cariyle™) in September 2011, which completed the purchase from Aviva The Group also
includes RAC Brand Enterprises LLP which was incorporated 1in August 2012

RAC Insurance Limited 15 authorised and regulated by the Financial Services Authority ("FSA™) RAC Motonng
Services and RAC Financal Services Limited are authorised and regulated by the FSA n respect of insurance and
mediation activittes From | April 2013, the FSA splnt nto two bodies, the Prudential Regulation Authority
("PRA") and the Financial Conduct Authority ("FCA™} There 1s not expected to be any significant impact on
external regulatory reporting perforned by the Group




RAC Limited
Registered in England and Wales: No. 229121

Directors' report
For the year ended 31 December 2012

The directors present therr annual report and financial statements for the Company and the Group for the year ended
31 December 2012

Directors

The names of the current directors of the Company appear on page 1 Those in office during the year have been as
follows

D Cougill

R Templeman

M Wood

C Woodhouse (appomnted 3 February 2012)

Principal activity

The Group 1s primanly UK based and offers a range of services to motorists The principal activity of the Group 15 the
provision of services and benefits to members of the Group

Business review

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

The RAC Group 1s primarily UK based and offers an increasing range of services to motonsts with the largest part of
the Group continuing to be the breakdown business The business mamtained its record levels of customer satisfaction

This was evidenced in the RAC s mamtamed Net Promoter Score of 85%, achieved whilst servicing the increased
demand for roadside assistance ansing from the extreme weather during the winter and extreme rainfall over the
summer and autumn Improving the efficiency of our patrols saw us deliver fuel savings of around 5% through adoption
of operational best practice Telemaucs technology was also successfully tnalled for our patrols in 2012, and as such 1s
set to help yield further fuel savings following the launch of RAC Advance in March 2013

Our commitment to be a one-stop-shop for our members was progressed duning 2012 Examples include

» The RAC’s insurance product portfolio was broadened with a number of products coming to market, ranging from
classic car and bike insurance through to home and van insurance

* The launch of the RAC Shop offers a convenient way to keep our members’ cars on the road We also developed our
roadside proposition to include mobilte battery fithing for our members

* Developing our members’ benefits package to include a range of rewards for our members and launched the RAC Car
Hire website — an internet companison sie that helps the public decide which aption 15 best suited to their needs

As well as the deferred duty increases the FairFuelUK campaign has also been particularly active at drawing attention to
the impact of high fuel prices on both those living in rural areas and older drivers on fixed incomes In line with the
FairFuelUK campaign the RAC conducted a survey in December 2012, looking at the social impact of fuel prices on
motonsts’ lives which gained wide coverage including a debate on Radio 2




RAC Limited
Registered in England and Wales: No. 229121

Directors' report (continued)
Business review (continued)

The RAC’s sponsorship and promotion of prestigious motonng interests saw us sponsor Goodwood Festival of Speed,
Goodwood Revival and Chns Evans Car Fest North and South The RAC has also taken breakdown advertising into a
new realm through focusing on the whole motoring experience.

During 2012 the RAC achieved & 1% wncrease in its overall market share Our membership base has increased further
with the growth in our imsurance portfolio and some very sigmificant wins and renewals with our corporate partners The
number of leading organisations that are choosing the RAC as their trusted provider has increased during the year

In June 2012 the RAC sold its properties in Bescot and Bradiey Stoke under a sale and leaseback agreement.

Trends and outlooks

Motorsts are continuing to purchase more fuel efficient vehicles which helps both to reduce their cost of motoring and
to deliver environmental benefits The majonty of these vehicles use conventional internal combustion engines
(*ICEs™), with the addition of stop/start technology However, the recent launch of the first plug-in production hybnd
and extended range of electric vehicles 1s offering motorists a practical altemative to conventional ICEs even though
they are still expensive compared to their ICE equivalent Being at the forefront of this trend remains a focus for the
RAC and we were delighted to once again sponsor the Future Car Challenge, designed to showcase the performance of
new motoring technology

The RAC remains on track to deliver a 20% reduction 1n carbon dioxide generation by the end of 2013 (compared to
2010)

The RAC continues to invest 1n tools and systems to deliver outstanding service, with continuing emphasis on
maxumising repair rates Repairing vehicles at the roadside 1s the best outcome for the customer and for the business Ia
addition, members receiving roadside assistance are most hkely to renew therr membership and exhibit highest
satisfaction levels when a permanent repair 1s achieved on their vehicle We also continue to support a number of
vehicle manufacturers through traming dealership techmical staff and helpmng them keep up-to-date with new
technologies

Research and development

As the Motonst’s Champion we strive to both inform our members on motoning related matters and umprove the
services we offer Our Annual Report on Motonng reflects research we undertake on motonng related matters and
general developments in the motor mdustry Our busiess vision means we are growing our influence on motonng
matters Now, more than ever, motorists need a voice at the heart of government and we actively coniribute to debate
and policy 1n motonng related areas and campaign on behalf of our members on matters which directly impact them,
such as the price of fuel, future road pricing strategy and road maintenance

We are also further developing the Your RAC web tool, the online dashboard for members, to enable the RAC to be a
one-stop-shop for motoring needs

We have evaluated a further upgrading of our diagnostic equipment which will allow us to mamntain or 1mprove our
reparr performance as new low emissions technology becomes more common across the UK vehicle parc

The RAC 15 commutted to developing state-of-the-art solutions for breakdown technology In March 2013 this resulted
in the launch of RAC Advance - a waming System that uses the latest diagnostic software to build a detailed picture of
how a car’s systems are performing




RAC Limited

Directors’ report (continued)

Business review (continued)

Contractual arrangements
The RAC Group has a diverse contract portfolio not dependent on any particular supplier, customer or sector The
duration of contracts vartes and standardised payment terms are agreed at outset

Brand and customer relationships

Gaining a deeper understanding around our brand and what 1t means to our members alongside what we want our brand
to evolve into was a key focus duning 2012 Market surveys consistently show that the RAC 15 considered by consumers
to denote trust, rehability and service Our focus going forward 1s to fulfil the commitment to members to make motoring
casier, safer, more affordable and enjoyable This brand promise 1s encapsulated in our new strap line -~ Motonsts We
Salute You

Duning 2012 ownership and management of the RAC brand, and other intangibles, was centralised within a single legal
entity within the RAC Group This has enabled us to begim making progress to improve measurement and reporting of the
financial benefits of these assets, alongside strengthening controls over thew use and facilitating development of branding
opportunities with carefully selected external partners

Financial key performance indicators

The foliowmg KPIs are fundamental to the RAC business and reflect management focus on those dnvers of value that
will enable and inform the management team to achieve therr business plans, strategic aims and objectives

2012 2011
EBITDA before exceptional items and discontinued activities (£m} 129 95
Revenue before exceptional items and discontinued operattons (£m}) 457 433
Net promoter score* (%) 85 85

* Net promoter score 1s an industry-wide customer satisfaction measure

The RAC Group also uses a range of other financial and non-financial performance indicators to monitor business
performance

Finanoal position and performance

The financial position of the Company and the Group at 31 December 2012 1s shown on page 12, with the trading results
shown n the consolidated income statement on page 10 and the consolidated statement of cash flows on page 15

Consolidated profit before tax 15 £119 million 1n 2012 (2011 £212 milhon) The factors responsible for this result are
detailed below

Interest received for the year 15 £mil (2011 £10 mullion)
Administrative expenses before exceptional items and discontinued operations amounted to £106 million (2011 £114
milhon) or 23% of equivalent revenue (2011 26%) Exceptional items in 2011 included a £150 million gain reahsed on

the transfer of the RAC (2003) pension scheme to Aviva Employment Services Limited

In the consolidated statement of comprehensive income for 2012, actuanial josses on retirement benefit obligations are £1
million (2011 £24 million gain), £1 milhon expense net of tax (2011 £22 milhon gain)




RAC Limited

Directors' report (continued)
Principal risks and uncertainties

A descniption of the principal nsks and uncertamnties facing the Group and the Group’s risk management policies
are set out in note 24 to the financial statements

Going concern

After making enquinies, the directors have a reasonable expectation that the Group has adequate resources to
continue 1n operational existence for the foreseeable future For this reason, they continue to adopt the gomng
concem basis in prepanng the consohdated financial statements

Major events

In October 2012 RAC Limited received a dividend of £23 milhon from RAC Motoning Services RAC Limited
also paid a dividend of £124 mithon to RAC Finance (Holdings) Limited

In August 2012 RAC Brand Enterprises LLP was incorporated to hold the Group intangibles and manage hcense
agreements The partmership commenced trading on 1 October 2012

On 30 June 2012, RAC Motoring Services sold its property i Bescot and Bradley Stoke under a sale and
leaseback agreement for £30 million, resulting in a profit on disposal of £16 million

On 23 June 2011, Aviva announced the sale to the Carlyle Group of the Company and its trading subsidiartes,
RAC Motonng Services, RACMS (Ireland) Limuted, RAC Financial Services Limited and RAC Insurance
Limited The sale was completed on 30 September 2011 and RAC Finance (Holdings) Limited, an intermediate
holding company of the Carlyle Group, acquired the share capital of RAC Limited Founded in 1987, Carlyle 15
one of the world's largest alternative asset managers

Events since the balance sheet date

On 22 March 2013, agreement has been concluded with the Trustees of Auto Windscreens Pension Scheme
("AWP Scheme") to achieve a proposed bulk annuity and pension buy-out agreement with Pension Insurance
Corporation Limited ("PIC™) which 15 expected to be concluded m 18 months time In the interim period,
following an addinional payment by the RAC Group of ¢ £1 million to the Trustees, the Trustees have transferred
the AWP Scheme assets to PIC in return for an insurance policy securing future payment of scheme benefits The
full buy-out 15 not expected to result n any further payment being required by the RAC Group, and the full
liability will be transferred to PIC  As a result of this agreement the IAS 19 surplus m relation to the AWP
Scheme of £11 million as at 31 December 2012 has been eliminated on 22 March 2013 resulting 1n a £11 million
reduction 1n net assets

Financial instruments

The business of the Company and the Group includes the use of financia) instruments Details of the Group's risk
management objectives, policies and exposures to nsk relating to financial instruments are set out 1 note 24 to
the financial statements

Dividends

Interim dividends totalling £124 million (101 2 pence per share) were paid by the Company duning the year
(2011 £366 milhon (298 6 pence per share)) The drrectors do not recommend the payment of a final dividend




RAC Limited

Directors' report (continued)

Employees

All employees of the Group are employed by RAC Motoning Services as at 31 December 2012 Dhsclosures relating to
employees can be found in note 5 to the financial statements.

The RAC 15 an equal opportunities employer and encourages diverse and inclusive approaches to employment The RAC
values the contnbution and nvolvement of all :ts colleagues and requires all colleagues to treat each other with respect
We mvest in the development of our colleagues' skills, abilities and potential To enable RAC colleagues to work to the
best of thewr abilities, while mantaining a2 good work-hife balance, we operate various flexible working initiatives
mcluding annualised, part time and compressed hours

The RAC believes in continuous colleague engagement to provide clanty with respect to the vision and future direction
of the Group, ensuring that colleagues are clear regarding how they can contribute to this, personally and collectively

The RAC operates a number of highly effective communication channels, ranging from more formal conferences to daily
huddles and also utilises vartous techmcal media to communicate, in particular with remote colleagues, in a consistent
and timely manner, including the award winning Call Sign, conference calls and newsletters

The RAC 15 commtted to ensuring that colleagues are provided with the appropriate traming and development to enable
them to perform their duties effectively

Political & charitable donations

The Group continues to support and work closely with the Royal Automobile Club Foundation, a registered charity
which researches and promotes the economic, mobility, safety and environmental issues related to motoring and
responsible road users

Employees of the Group are supported 1n their chantable fundraising through appropriate time off and through chanty
related team buwilding events

Auditor

It 1s the mtention of the directors to reappoint the anditor under the deemed appomtment rules of section 487 of the
Companies Act 2006

Directors' liabilities

RAC Fmance Group (Holdings) Limited, the Company’s ultimate parent company, has granted an indemnity to the
directors against hability m respect of proceedings brought by third parties, subject to the conditions set out in the
Companies Act 1985 This indemnity was granted in 2011 and the provisions in the Company's Articles of Association
constitute "qualifying third party indemnities” for the purposes of sections 309A to 309C of the Companies Act 1985
These qualifying third party indemnity provisions remaimn in force as at the date of approving the directors’ report by
virtue of the transitional provisions to the Companies Act 2006




RAC Limited
Directors' report (continued)

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 15 no relevant audit mformation, being information needed by the auditor in 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 1n order
to make imself awzare of any relevant audit information and to establish that the auditor 15 aware of that information

Statement of directors’ responsibilities

The directors are responsible for preparing the Annual Report and the Group and Company financial statements in accordance
with applicable United Kingdom law and regulations. Company law requires the directors to prepare Group and Company
financial statements for each financial year Under the law, the directors have elected to prepare the Group and Company
financial statements under IFRS as adopted by the European Union

Under Company Law the dtrectors must not approve the Group or Company financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the Group and Company and of the profit or loss of the Group for that
perntod In prepanng the Group and Company financial statements the directors are required to

» present farrly the financial position, cash flows and financial performance of the Group,

» select suitable accounting policies 1n accordance with IAS8, Accounting Policies, Changes i Accounting Estimates
and Errors and then apply them consistently;

* present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information;

* make judgements that are reasonable,

= provide additional disclosures when comphance with the specific requirements m IFRS as adopted by the European
Union 15 msufficient to enable users to understand the impact of particular transactions, other events and conditions on
the Group's and Company's financial position and financial performance, and

*+ state whether the Group and Company financial statements have been prepared 1n accordance with IFRS as adopted by
the European Union, subject to any maternal departures disclosed and explained in the financial statements

The directors are responsible for mamtaining adequate accounting records that are sufficient to show and explam the Group's
and Company's transactions and disclose with reasonable accuracy at any time the financial position of the Group and
Company and enable them to ensure that the Group and Company financial statements comply with the Companies Act 2006
They are also responsible for safeguarding the assets of the Group and Company and hence for taking reasonable steps for the
prevention and detection of fraud and other wuregulanties

On behalf of the Board

<G o

S Momson
Company Secretary
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Independent auditor's report
To the members of RAC Limited

We have audited the financial statements of RAC Limited Group for the year ended 31 December 2012, which
comprnise the Consolidated income statement, the Consolidated statement of comprehensive income, the Consolhidated
and Company staiement of financial position, the Consolidated statement of changes in equity, the Company statement
of changes mn equity the Consolidated and Company statement of cash flows, the accounting policies and the related
notes | to 27 The financial reporting framework that has been applied in their preparation 1s applicable law and
Internationat Financial Reporting Standards (1FRS) as adopted by the European Union

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company's members those
matters we are required to state to them 1n an auditor'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 aud:t work, for this report, or for the opinions we have formed

Respective respoansibilities of directors and auditors
As explamned more fully in the Statement of directors’ responsibilities set out on page 7, the directors are responsible
for the preparation of the consolidated financial statements and for being satisfied that they give a true and fair view

Our responsibility 1s to audit and express an opimon on the financial statements in accordance with applhicable law and
International Standards on Auditing (UK and Ireland} Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting policies are appropriate t¢ the Group and parent
Company's circumstances and have been consistently applied and adequately disclosed, the reasonableness of
significant accounting estimates made by the directors, and the overall presentation of the financial statements In
addition, we read all the financial and non-financial information 1n the RAC Limited Group Annual Report and
Consolidated Financial Statements 2012 to dentify matenal inconsistencies with the audited financial statements If
we become aware of any apparent material misstatements or inconsistencies we consader the imphicanons for our

report

Opizion on financial statements
In our opmion

* the financial staternents give a true and fair view of the state of the Group and parent Company's affairs as at 31
December 2012 and of the Group's profit for the year then ended,

* the Group financial statements have been properly prepared in accordance with IFRS as adopted by the
European Union, and

* the Parent Company financial statements have been properly prepared 1n accordance with IFRS as adopied by
the European Union and as applied in accordance with the provistons of the Companies Act 2006, and

* the financial statements have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opwinion the information given n the Directors’ Repont for the financial year for which the financial statements
are prepared 1s consistent with the financial statements
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Independent auditor's report (continued)
To the members of RAC Limited

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to

report to you 1f, in our opmnion

= adequate accounting records have not been kept, or returns adequate for our audit have not been received

from branches not visited by us, or
= the financial statements are not 1n agreememnt with the accounting records and returns, or
= certain disclosures of directors’ remuneration specified by law are not made, or
* we have not received all the information and explanations we require for our audit.

g Wl

Angus Millar (Semior statutory auditor)
for and on behalf of Emst & Young i.LP, Statutory Auditor

London

\o Aprﬂ 2013




RAC Limited

Consolidated income statement
For the year ended 31 December 2012

Note 2012 2011
Before Exceptional Total Before Exceptional and Total
exceptional and exceptional discontinued
items and discontinued items and items
discontinued items discontinued
operations (Notes 7 and 8) operations (Notes 7 and 8)
£m £m £m £m fm im
Revenue 1 457 - 457 433 5 438
Cost of sales (222) - (222) (224) (2) (226)
Gross profit 235 - 235 209 3 212
Administrative
(expenses)/income 2 (106) (5) (111) (114) 117 3
Group Earnings Before Interest, 129 (5) 124 95 120 215
Taxation, Depreciation and
Amortisation (EBITDA)
Depreciation 12 (3) - 3) (2) - 2)
Amortisation 11 (2) - ) (4) - {4)
Group operating 124 (5) 119 89 120 209
profit/(loss)
Financial income 3 - - - 10 - 10
Finance expenses 3 - - - n 6) )
Profit/(loss) before tax 2.8 124 (5} 119 98 114 212
Tax (charge)credit 9 29 5 (24) (8) 7 (1)
Profit for the year 95 - 95 90 121 211
p—— - —————

The accounting policies and notes on pages 16 to 53 are an integral part of these financial statements

10




RAC Limited

Consolidated statement of comprehensive income
For the year ended 31 December 2012

Note
Profit for the year
Other comprehensive (expense)/income
Actuanal (losses)/gains on pension schemes 23
Aggregate tax effect of actuarial gans 9(c)

Other comprehensive (expense)income, net of tax

Total comprehensive income for the year

2012 2011
£m £m
95 21
(1) 24

- )
8} 22
94 233

The accounting policies and notes on pages 16 to 53 are an integral part of these financial statements




RAC Limited

Registered in England and Wales 022912

Consolidated and Company statement of financial position

As at 31 December 2012

ASSETS

Non-current assets
Investments in subsidianes
Goodwill and intangible assets
Property, plant and equipment
Trade and other receivables
Deferred tax assets

Employee benefit asset

Current assets

Inventories

Trade and other receivables
Loan recetvable

Current tax

Cash and cash equivalents

LIABILITIES

Current habilities
Provisions

Trade and other payables
Current tax

Net current liabihties

Non-current liabilities
Trade and other payables
Employee benefit obhigations
Deferred tax hability

Net assets

EQUITY

Ordinary share capital
Share premium

Other reserves
Retained eamings

Total equnty

Note

17
18
13

18
23

19

20

Group Company

2012 2011 2012 2011
£m £m im £m
- - 653 653
361 354 - -
12 26 - -

- - 10 10

13 16 - 1
11 11 B 11
397 407 674 675
2 2 - -

99 89 31 6

- 12 - 12
- 1 7 -

32 65 13 49
133 169 51 67
(6) (14) - (7)
(272) (297) (146) (35)
(21) - - -
(299) (€20 )] (146) (62)
(166) (142) (95) 5
(20) (22) (256) (235)
@) 44 4) &)
(22) (23) (1) ()
(50) 54) (261) (241)
181 211 318 439
31 31 31 31
153 153 153 153

[ i i 1

4) 26 133 254
181 211 318 4319

The accounting policies and notes on pages 16 to 53 are an integral part of these financial statements

Approved by the Board on 8 Apnl 2013

DCoug:I{é rector TO% it 2013




RAC Limited

Consolidated statement of changes in equity
For the year ended 31 December 2012

Ordinary Capital
share Share  redemption  Retaimned Total
capital premwum reserves _ earnings equity
£m £m £m £m £m
Balance at 1 January 2011 31 153 ] 159 344
Total comprehensive income for the year
Profit - - - 211 211
Other comprehensive income - - - 22 22
Total comprehensive income - - - 233 233
Contributions by and distributions to owners
Dividends - - - (366) (366)
Total contnbutions by and distributtons to owners - - - (366) (366)
Balance at 31 December 2011 31 i53 1 26 211
f————— | — e ——
Total comprehensive income for the year
Profit - - - 95 95
Other comprehensive expense - - - {1) {1)
Total comprehensive income - - - 94 94
Contributions by and distributions to owners
Dividends - - - (124) {124)
Total contributions by and distributions to owners - - - (124) (124)
Balance at 31 December 2012 31 153 1 (4) 181
e

The accounting policies and notes on pages 16 to 53 are an integral part of these financial statements

13



RAC Limited

Company statement of changes in equity

For the year ended 31 December 2012

Balance at 1 January 2011

Total comprehensive income for the year

Profit
Other comprehensive income

Total comprehensive income

Contributions by and distnbutions to owners
Dividends

Total contnbutions by and distributions to owners

Balance at 31 December 2011

Total comprehensive income for the year

Profit
Other comprehensive expense

Total comprehensive income

Contributions by and distributions to owners
Dividends

Total contributions by and distnbutions to owners

Balance at 31 December 2012

Ordinary Capital
share Share  redemption  Retamed Total
capital  premwum reserves  earmngs equity
£m £m £m £m £m
31 153 1 202 387
- - - 396 396
- - - 2 22
- - - 418 418
. - - {366) (366)
- - - (366) (366)
3 153 I 254 439
— I ——————————— 1 ——
- - - 4 4
: - - M) ()
- - - 3 3
- - - (124) (124)
- - - (124) (124)
31 153 i 133 38

— ————

The accounting policies and notes on pages 16 to 53 are an integral part of these financial statements

— —————————— e e
———— —————————————— - ——————————————— |



RAC Limited

Consolidated and Company statement of cash flows

For the year ended 31 December 2012

Net cash infiow/(outflow) from continuing operations

Cash flows from financing activities

Net decrease in loans from former related parties
Net increase m loans from Group companies
Receipt of other loans

Dividends paid

Net cash used mn financing activities

Cash flows from mvesting activities

Purchases of property, plant and equipment
Investments in intangible assets

Proceeds from sale of subsidiaries

Proceeds from sale of owner-occupied properties
Dividends recerved

Net inflow from loans to former related parties

Net cash from investing activiiies

Net increase in cash and cash equivalents
Cash and cash equ:valents at | January

Cash and cash equivalents at 31 December

The accounting poltcies and notes on pages 16 to 53 are an integral part of these financial statements

15

Group Company

Note 2012 2011 2012 2011
£m £m £m £m
22(a) {12) 87 (18) 81
- (42) . -
- - - 238

12 - 12 -
(33) (366) (33) (366)
“n (408) (C1))] {128)

3) - - -

® 8 - -

- 1 - 1

29 - - -
- 23 260

- 357 - -

20 350 23 261

(33 29 {36) 52

65 36 49 3)

22(b) 32 65 13 49




RAC Limited

Accounting policies

(A) General information
RAC Limited (the 'Company'), a hmited hability company incorporated and domiciled n the United Kingdom, together
with its subsidianes (collectively, the *Group') provides services and benefits to members of the RAC

These financial statements for the year ended 31 December 2012 were approved for 1ssue by the Board on 8 Apnl
2013

(B) Application of new and revised International Financial Reporting Standards ("I1FRS")
These consolidated financial statements have been prepared on the historical cost basis, except for certain financial
instruments that are measured at fair values, as explained in the accounting policies Histoncal cost 1s generally based
on the fair value of consideration given 1n exchange for assets

The following new and amended IFRS are effective for the 2012 financial statements but do not materially impact the
Group's or Parent Company's financial reporting

- Amendment to IFRS 7 Financial Instruments Disclosures - Transfers of financial assets
- Amendment to 1AS 12 Income taxes, Recovery of underlying assets

External reporting developments effective i future years continue to be proactively monitored The Group has not
apphied the following new and revised IFRS that have been 1ssued but are not yet effective

- IFRS7 Financial Instruments Disclosures - offsetting financial assets and financial habilites'

- IFRS 9 Financial Instruments’

- IFRS 10 Consolidated Financial Statements’

- Amendments to [FRS 10, IFRS 11 and IFRS 12 Consolidated Financial Statements, Jont
Arrangements and Disclosures of nterests in Other Entiies Transition Guidance®

- IFRS 13 Fair Value Measurement’

- Amendments to IFRS 7 Disclosure - Offsetting Financial Assets and Financial Liabilities'

- Amendments to IFRS 9 and IFRS 7 Mandatory Effective Date of 1IFRS 9 and Transition
Disclosures*

- 1AS 19 (as revised 1n 2011) Employee Benefits'

- 1AS 27 (as revised i 201 1) Separate Financial Statements®

- Amendments to IAS 32 Offsetting Financial Assets and Financial Liabihties’

- Amendments to IFRSs Annual Improvements to IFRSs 2009-2011 Cycle '

! Effective for annual penods beginnmg on or after | January 2013
2 Effective for annual penods begmming on or after | January 2014
3 Effective, at the latest, for annual penods begmning on or afier | January 2014
4 Effective for annual penods beginning on or after 1 Janpary 2015

These standards are not expected to have a matenal impact on the Group or Parent Company's financial reporting




RAC Limited

Accounting policies (continued)

(C) Basis of presentation
The financial statements of the Group and Parent Company have been prepared in accordance with the IFRS as
adopted by the EU, applicable at 31 December 2012

The principal accounting policies adopted n the preparation of these financial statements are set out below

The consolidated and Parent Company financial statements are stated in pounds sterling, which 1s the Group's
functional and presentational currency Unless otherwise noted, the amounts shown 1n these financial statements
are 1n millions of pounds steriing ("£m™}

On publishing the Parent Company financial statements here together with the Group financial statements, the
Company 1s taking advantage of the exemption in s408 of the Compantes Act 2006 not to present 1ts individual
income statement The profit for the year was £4 million (2011 £396 mmllion profit)

(D) Use of estimates

The preparation of the consolidated financial statements requires the Group to make estimates and judgement using
assumptions that affect items reported 1n the consolidated statement of financial position and consclidated income
statement and the disclosure of contingent assets and habilities at the date of the consolidated financial statements
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 The table below
sets out those items where we have taken a judgement or which we consider particularly susceptible to changes in
estimates and assumpttons, and the relevant accounting policy

Item Accounting policy note

Fair value of net assets acquired 1n busmess combinations
Goodwill and intangible assets

Provisions and contingent liab'hities

Income taxes

Operating leases

Employee benefits

moOwIMm

(E) Consolidation principles

Subsidianes are those entities (including spectal purpose ennties) in which the Group, directly or indirectly, has
power to exercise control over financial and operating policies 1n order to gain economic benefits Subsidiaries are
consolidated from the date on which control 1s transferred to the Group and are excluded from consolidation from
the date when such control ceases to exist. All inter-company transactions, balances and unrealised surpluses and
deficits on transactions between Group companies have been eliminated

The acquisition method of accounting 15 used for business combmations Under this method, the cost of an
acquisition 15 measured as the aggregate of the consideration transferred measured at acquisition date farr value, and
the amount of any non-controlling interest in the ecquiree  The excess of the consideration transferred over the fair
value of the net assets and Liabilities of the subsidiary acquired 1s recorded as goodwall Acquisttion related costs
are expensed as incurred

The Company's investments

Subsidiaries are those entities 1n which the Company, directly or indirectly, has power to exercise control over
financial and operating policies m order to gain economic benefits In the statement of financial position,
subsidiaries are stated at cost less any umpamrment Investments i subsidianes are reviewed for impairment
annually where there are indicators that suggest the value may not be recoverable
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RAC Limited

Accounting policies (continued)

(F) Revenue recognition

Revenue

Revenue comprises the fair value derived from the sale of services to customers during the year, net of rebates and
discounts and excluding any sales-based taxes or duties or levies Revenue represents sales of roadside assistance and
related products and services Where amounts have been invoiced 1n advance, the portion not recognised 1n revenue 1s
included in deferred income Revenue relating to the sale of services 1s recognised on a straight line basis over the
length of the contract, usually 12 months Revenue relating to the sale of goods, such as batternies and parts, 15
recognised according to the terms of the sale, when the sigmificant nsks and rewards of ownership have been
transferred to the customer

Interest income
Interest income 1s recognised using the effective interest method

Dividend income

Dividend income from investments 1s recognised when shareholders’ nght to recerve payment has been established
(provided that 1t 1s probable that the economic benefit will flow to the Company and the amount can be rehiably
measured)

(G) Exceptional items

Items which are both matenal by size and/or nature and non recurnng are presented as exceptional items within their
relevant consolidated income statement category. The separate reporting of exceptional items charged 1o operating
profit helps provide an indication of the Group’s underlying business performance Events which may give rise 1o a
classification of items as exceptional include costs associated with business acquisitions, gains or losses on the disposal
of businesses, restructuring of businesses and asset impairments

(H) Goodwill and intangible assets

Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group's share of the net assets of
the acquired subsidiary at the acquisition date Goodwiil is carred at cost, less any impatrment subsequently mewrred

Intangible assets

Intangible assets consist of the RAC brand and contractual relationships such as access to distnbution networks and
customer lists The RAC brand has been assessed as having an indefimite hife due to the strength and durability of the
brand that has existed since 1897 The economic hives of the lanter are determined by relevant factors which include,
usage of the asset, typical product life cycles, stability of the industry, competitive posttion and period of control over
the assets These intangibles are amortised over their useful lives, which range from five to ten years using the straight
line method.

The amortisation charge for the year 1s included separately within the income statement A provision for impairment
will be charged where evidence of such an impawment 15 observed Intangibles with indefinite hves are subject to
regular impairment testing, as described below

Impairment testing

For mmpairment testing, goodwill and intangibles with indefinite useful lives have been allocated to one cash-
generating umt as this represents the lowest level within the Group at which goodwill 1s monitored for internal
management purposes The carrying amount of goodwill and mtangibles with indefinite useful lives 15 reviewed at
least annually or when circumstances or events indicate there may be uncertainty over this value Goodwilt and
indefirute Iife intangibles are written down for impairment where the recoverable amount 1s nsufficient to support 11s
carrying amount

Detatls of the testing performed and camrying values of goodwill and intangibles 1s shown m note 11

18




RAC Limited

Accounting policies (continued)

(I) Property, plant 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 accurnulated revaluation
surpluses are transferred from this reserve to retained eamings All other items classified as property and equipment
within the statement of financtal position are camed at historical cost less accumulated depreciation Third party
valuations are obtained every three years

Depreciation 1s calculated on the straight-line method to write down the cost of assets to their residual values over
their estimated useful lives as follows

Vehicles 4 years
Fixtures and fittings 5-10 years
Computer equipment 4 years

Where the carrying amount of an asset is greater than its estimated recoverable amount, 1t is wrtten down
immediately to its recoverable amount Gamns and losses on disposal of property and equipment are determined by
reference to their carrying amount and are taken into account in determining EBITDA

(J) Inventories

Inventonies are stated at the lower of cost and net realisable value Cost 1s determined using the first-in, first-out
("FIFO") method It excludes borrowing costs Net realisable value 1s the estimated selling price in the ordnary
course of business, less applicable selling expenses

(K) Impairment of non-financial assets

Non-financial assets are reviewed for impairment losses whenever events or changes in circumstances mdicate that
the cairying amount may not be recoverable An impamrment Joss 1s recognised for the amount by which the carrying
amount of the asset exceeds its receverable amount, which 1s the higher of an asset’s fair value less costs to sell and
value m use For the purposes of assessing tmpairment, assets are grouped at the lowest level for which there are
separately identifiable cash flows

(L) Derecognition and offset of financial assets and financial liabilities
A financial asset {or, where applicable, a part of a financial asset or part of a group of similar financial assets) 15
derecognised when

(1}  the nghts to receive cash flows from the asset have expired,
{n)  the Group retains the night to receive cash flows from the asset, but has assumed an obligation to
pay them in full without matenal delay to a third party under a “pass-through” arrangement, or
{m)  the Group has transferred 1ts rights to receive cash flows from the asset and either

(a) has transferred substantially all the nsks and rewards of the asset, or
(b) has neither transferred nor retained substantially all the nsks and rewards of the asset,
but has transferred control of the asset

A financial liability is derecognised when the obligation under the hiability 1s discharged or cancelled or expires
Financial assets and habilities are offset and the net amount reported in the statement of financial position when
there 15 a legally enforceable nght to set off the recognised amounts and there 15 an intention to settle on a net basis,
or realise the asset and settle the Liability simultaneously




RAC Limited

Accounting policies (continued)

(M) Trade receivables

Trade receivables are recogmsed mmitially at fair value and subsequently measured at amortised cost using the
effective interest method, less prowvision for impaiment A proviston for imparment of trade receivables 1s
established when there 1s objective evidence that the Group will not be able to collect all amounts due accordmng to
the original terms of receivables The amount of the provision is the difference between the asset's carrying amount
and the present value of estimated future cash flows, discounted at the effective interest rate The amount of the
provision 1s recognised 1n the consolidated income statement

(N) Prepayments and deferred commissions

Prepayments are released over the period in which the related revenues are eamed The incremental costs directly
attnbutable to the acquisition of new business for roadside assistance are deferred to the extent that they are
expected 1o be recoverable out of future margins 1n revenues on those contracts

(O) Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and m hand, deposits held at call with banks, treasury bills and
other short-term highly hquid investments that are readily convertible to known amounts of cash and which are
subject to an insignificant nisk of change in value Such investments are those with less than three months' maturity
from the date of acquisition, or which are redeemable on demand with only an insigmficant change n ther far
values For the purposes of the statement of cash flows, cash and cash equivalents also include bank overdrafis,
which are included 1n payables and other financial habihities on the statement of financial position

(P) Provisions and contingent liabilities

Provisions are recognised when the Group and Parent Company has a present legal or constructive obligation as a
result of past events, 1t 1s more probable than not that an out-flow of resources embodying economic benefits will be
required to settle the obhgation, and a rehable estimate of the amount of the obhgation can be made Where the
Group or Parent Company expects a provision to be reimbursed, for example under an nsurance contract, the
reimbursement is recognised as a separate asset, up to the amount of the prevision, but only when the reimbursement
1s virtually certain

A provision for onerous contracts 1s recognised when the expected benefits to be derived from a contract are less
than the unavoidzable costs of meeting the obligations under the contract Contingent liabihities are disclosed if there
1s 2 possible future obligation as 2 result of a past event, or if there 1s a present obligation as a result of a past event
but either a payment 1s not probable yet still possible or the amount cannot be reliably estimated

(Q) Income taxes

Income taxes mclude both current and deferred taxes Income taxes are chargedf/(credited) to the consohdated
income statement except where they relate to items charged/(credited) directly to other comprehensive income In
this mstance the incorne taxes are also charged/(credited) directly to other comprehensive income

Deferred tax 1s provided using the hability method 1n respect of temporary differences at the reporting date between
the tax bases of the assets and hiabilities and their carrying amounts for financial reporting purposes Deferred tax
habilities are recogmised for all taxable temporary differences, except when the deferred tax liability arises from the
initial recogmition of goodwill or of an asset or hablity 1n a transaction that 15 not a business combination and, at the
time of the transaction affects neither the accounting profit nor taxable profit or loss Deferred tax assets are
recognised for all deductible temporary differences, carry forward of unused tax credits and unused tax losses to the
extent that 1t 1s probable that taxable profit will be available against which the deductible temporary differences, and
the carry forward of unused tax credits and unused tax losses can be utilised
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Accounting policies (continued)

(Q) Income taxes (continued)

The carrying amount of deferred tax assets 1s reviewed at each reporing date and reduced to the extent that 1t 1s no
longer probable that sufficient taxable profit will be availabie to allow all or part of the deferred income tax asset
to be utilised Unrecognised deferred tax assets are reassessed at each reporting date and are recogmised to the
extent that it has become probable that future taxable profit wall allow the deferred tax asset to be recovered

Deferred tax assets and hiabilihes are measured at the tax rates that are expected to apply to the year when the asset
is realised or the hability 1s settled, based on tax rates (and tax laws) that have been enacted or substantively
enacled at the reporting date

Current and deferred income tax assets and habihities are offset where taxes are levied by the same taxation
authonty, there 15 a legal night of offset between assets and liabilities and there 1s an tntention to secitle on a net
basis

(R) Leases

Leases in which a significant portion of the nsks 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

(S) Employee benefits

Pension obligations

The Company and Group operate defined benefit pension plans, the Auto Windscreens Pension Scheme ("AW
Scheme"), a funded plan (the assets of which are held in separate trustee-administered funds, funded by payments
from employees and the Group), and an unfunded unapproved pension scheme

The Group also provides, a disability benefits scheme on a discretionary basis for certain pensioners and their
dependants i the UK, and certain employees may also become eligible for this benefit on retirement, and medical
benefits on a discretionary basis for certain pensioners and their dependants in the UK No assets are set aside in
separate funds to provide for the future hability

For defined benefit plans, 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 1o spread the regular cost over the
service lives of the employees The pension obhigation 1s measured as the present value of the estimated future
cash out-flows, using a discount rate based on market yields for high quality corporate bonds that are denominated
in the currency in which the benefits will be paid and have terms of maturity approximate to the related pension
hability The resulting pension scheme surplus or deficit appears as an asset or obligation in the statement of
financial position
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Accounting policies (continued)

(S) Employee benefits (continued)

Costs charged to the income statement compnse the current service cost (the increase m pension obligation
resulting from employees’ service i the current period, together with the schemes’ administration expenses), past
service cost (resulting from changes to benefits with respect to previous years’ service), and gans or losses on
curtailment (when the employer matenally reduces the number of employees covered by the scheme) or on
settlements (when a scheme’s obligations are transferred from the Group) In addition, the difference between the
expected return on scheme assets, less investment expenses, and the interest cost of unwinding the discount on the
scheme habilities (to reflect the benefits being one period closer to being paid out) is booked to finance income or
expense All actuanal gans and losses, being the difference between the actual and expecied retumns on scheme
assets, changes i assumptions underlying the hability calculations and experience gams or losses on the
assumptions made at the beginning of the period, are recognised immediately in other comprehensive income

Termination benefits
The Group provides terrmnation benefits All termination costs are charged to the income statement when
constructive obligation to such costs arises

(T) Share capital and dividends

Equity instruments
An equity nstrument 15 a contract that evidences a restdual interest 1n the assets of an entity after deducting all of
its habiliies  Accordingly, all financial instruments are treated as financial habilities or assets unless

) there 1s no contractual obhgation to deliver cash or other financial assets or to exchange financial
assets or liabilihes on terms that may be unfavourable, and
(i the instrument will not be settled by delivery of a varable number of shares or 15 a derivative that

can be settled other than for a fixed amount of cash, shares or other financial assets
Dividends

Interim dividends on ordinary shares are recogmsed in equity in the penod 1in which they are paid Final dividends
on these shares are recognised when they have been approved by shareholders
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RAC Limited

Notes to the consolidated financial statements

Revenue
2012 2011
£m £m
Sale of goods 18 17
Sale of services 439 42]
457 438
Operating profit
The following items have been included in arnving at profit before tax
2012 2011
£m £m
Admmistrative expenses
Operating lease rentals paid (15) (14)
Amortisation of intangible assets (2) (4)
Depreciation of property and equipment - owned assets 3) (2)
Pension current service cost I (4)
Gain on the transfer of RAC (2003) pension scheme - 150
Prepayment fully written down during the year - 7))
Finance income/(expense)
2012 2011
£m £m
Interest receivable from former related parties - 10
Pension net finance costs (note 23) - (N
- 3

Auditor's remuneration

The total remuneration payable by the Group, excluding VAT, to its auditor, Emst & Young LLP, in respect of the
audit of these consolidated financial statements, 1s shown below

2012 2011
£000 £000

Audrt services
Audit of financial statements 36 35
Audit of Company and subsidiary financial statements 163 158
199 193

23




RAC Limited

Notes to the consolidated financial statements (continued)

5

Employee information

The average number of persons employed by the Group during the peniod was

2012 2011
Number Number
Breakdown Services 3,142 3,403
Insurance and Claims 151 157
Support 242 140
3,535 3,700
Total staff costs were

2012 2011
£m im
Wages and salanes 118 11
Social security costs 12 11
Termination benefits - 7
Pension costs 9 8
Healthcare and other benefits - i
139 138

These costs were charged within
2012 2011
£m £m
Cost of sales 105 107
Admmistrative expenses 34 31
139 138

Directors

Executive directors of the Company are remunerated as employees by RAC Motonng Services It 15 not deemed

practicable to recharge this remuneration across the operating divisions of the Group

Disclosures relating the directors' remuneration can be found in the Annual Report and Accounts of RAC Finance

Group (Holdings) Limited (note 27f)
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Notes to the consolidated financial statements (continued)

7

Exceptional items

Exceptional items include the following 2012 2011

fm £m
Profit on sale of property 15 -
Impairmem of properties - 3)
Penston curtailment gain 2 150
Separation costs {13) (16)
Restructuring costs ®) (13)
Other 4)] n
Total (5) 117

On 30 June 2012, the Group sold its owner occupted property n Bescot and Bradley Stoke with a total
carrying value of £14 mullion for £29 million net of selling costs giving rise to a profit on disposal of £15
million

Duning the year, the Group incurred a total of £8 million (2011 £13 million) of restructuring costs, relating to
various intiatives, mcluding the rebalancing of headcount 1n selling and support teams and a programme to
mmplement new flexible working arrangements for patrols (201 1- rebalancing of operational headcount) £4
mullion of this expenditure s held within provisions in the statement of financial position at 31 December
2012 and 15 expected to be utthsed in 2013 (2011, £6 milhion withwn provisions, utilised 1n 2012)

Separation and completion activities comprise the costs involved in achieving standalone capabilities
following the disposal of RAC Limited by Aviva Transaction fees and stamp duty relate to the acquisition of
the RAC Ltd Group in 2011

Other exceptional items in 2012 include professional fees associated with the legal entity restructure

Discontinued operations

Profit before tax on discontinued operations includes the following

2012 2011

£fm £m

Profit before tax on a discontinued business line with former parent - 3
Pension finance cost - 6)
- 3)
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Notes to the consolidated financial statements (continued)

9

Tax
{a) Tax charged to the income statement

The total tax charge compnises:

2012 2011
£m £m
Current tax:
For this peniod 22 21
Total current tax 22 21
Deferred tax:
For this period 2 20
Total tax charged to the income statement 24 1

The tax on the Group's profit before tax differs from the theoretical amount that would anse using the tax rate 1n
the UK as follows

2012 2011

£m im

Net profit before tax 119 212
Tax calculated at standard UK corporation tax rate of 24 5% (2011 26 5%) 29 56
Disallowed expenses - |
Non-taxable income 4) (40)
Ongination and reversal of temporary differences - (15)
Effect of changes n tax rates ) n
Total tax charged to income statement (note 9(a)) 24 1

The headline rate of UK corporation tax reduced te 24% from 26% on | Apnl 2012, and 1s legislated to reduce
further to 23% from 1 Apnl 2013  As this reductton was substantively enacted on 3 July 2012, the deferred tax
balances at 31 December 2012 have been stated at 23%

Further rate reductions have been announced which will reduce the tax rate to 21% from | Apnl 2014 and to 20%
from | Apnl 2015 These changes are expected to be enacted separately each year

The maximum effect on deferred tax of the reduction in the UK corporation tax rate to 20% 1s expected to be £1
million (equivalent to 3% of the closing gross deferred tax balance)

{¢) Tax charged to other comprehensive income

Tax charged directly to other comprehensive income m the period amounted to £ml (2011 £2 million) and 1s
wholly in respect of the tax impact on actuanal gamns in employee benefit schemes
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Notes to the consolidated financial statements (continued)

10 Investments

{a) Particulars of material subsidianes held by the Company are given below They have share capital
comprising shares of one class only and are incorporated 1n Great Bntain

The Company has taken advantage of section 410 of the Companies Act 2006 which permits it to disclose
mmformation only in respect of those undertakings whose results, or financial position, in the opinion of the
directors, principally affected the figures shown i the Company's annual accounts Full information (both that
which 1s disclosed 1n the annual accounts and that which 1s not) will be annexed to the Company's next Annual
Return delivered to the registrar of companies

Class  Proportion

Company Type of business of share held

RAC Motoring Services Motor breakdown cover  Ordmary 100%

RAC Insurance Limited General insurance business  Ordinary 100%

RAC Financial Services Limited Supplying ancillary financial services  Ordinary 100%

RACMS (Ireland) Limuted * Insurance intermediary and roadside  Ordinary 100%
assistance

* mdirectly held investment incorporated in Ireland

(b) Movement in the Company’s investments in its subsidiartes

2012 2011

£m £m

Cost at | January 653 669
Liquidation of dormant subsidiares as part of legal entity rationalisation - (16)
Cost at 31 December 653 653

The Company’s investment wn subsidiaries are held at cost less any impairment
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Notes to the consolidated financial statements (continued)

10 Investments (continued)
(¢) Investments in associates

The Company mvested £5 thousand in RAC Brand Enterpnises LLP for a 0 5% interest mn 1ts capital The
principal activittes of the associate are the ownership and management of ntangible assets, including the
managing of license agreements Summansed financial information extracted from the associate's financial
statements are as follows

2012
Statement of financial positon as at 31 December 2012 £m
Cumrent assets 3!
Non-current assets 623
634
Income statement from incorporation to 31 December 2012
Revenue 11
Profit for the period 2
11 Goodwill and other intangible assets
(a) Intangible assets - Group
Customer
Goodwill Brand list Other Total
£m £m £m £m £m
Cost
At | January 2011 125 201 51 - 377
Addittons - - - 3 3
Al 31 December 2011 125 201 51 3 380
Additions - - - 9 9
At 31 December 2012 125 201 51 12 389
Amortisation
At | January 2011 - - 22 - 22
Charge for the year - - 2 2 4
At 1 January 2012 - - 24 2 26
Charge for the year - - i | 2
At 31 December 2012 - - 25 3 28
Carrying value
At 31 December 2012 125 201 26 9 361
At 31 December 2011 125 201 27 1 354

All mangible assets are stated at cost less accumulated amortisation and any impairment losses Other intangible
assets comprnise the value of customer relauonships and IT development

Research and development costs that are not eligible for capitalisation have been expensed n the penod incurred
and are recognised 1n administrative expenses
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Notes to the consolidated financial statements (continued)

11 Goodwill and intangible assets (continued)

(b) Impairment testing of goodwill and intangible assets with indefinite hves - Group

Goodwil) acquired through business combinations and mtangible assets with indefimte lives have been allocated
to one cash-generating umt for impawrment testing The carrying value of the goodwill and indefinite-lived
intangible assets allocated to the cash-generating unit 1s £125 million and £201 milhon respectively

The Group performed impairment testing as at 31 October 2012 The impairment test compares the recoverable
amount of the CGU to 1its carrying value

The recoverable amount of the unit has been determined based on a value-in-use calculation usmg cash flow
projections from the Group’s budget and management's forecasts up to 2017 The forecasts and budgets take nto
constderation the positive traing results post acquisition whilst also building 1n some caution as a result of difficult
economic conditions in the UK The growth rate used to extrapolate beyond the Group's forecasts 15 2% (2012
2%), based on the expected average long term growth rate of the UK economy The pre-tax discount rate applied
to the cash flow projections 15 9% (2011 9%) The pre-tax discount rate applied to the cash flow projections 1s
based on Group Weighted Average Cost of Capital ("WACC™) which has been nisk adjusted to reftect current
market factors not already captured within cash flows The discount rate has also been further risk adjusted to
reflect an independent capital structure as stipulated by IAS 36

Key assumptions used in management forecasts include
* individual members having high customer loyalty and retention rates resulting 1n a stable and predictable revenue

stream,
* hugh and improving success rates for contract renewals based on historic experience, and

+ cost disciphne and operational efficiencies

The calculation of the value-in-use 15 most sensitive tv assumptions 1n the discount rate, the growth rate and the
customer retention rate

With regard to the assessment of value-in-use, management believes that no reasonably foreseeable change in any
of the above key assumptions would cause the carrying value of the cash-generatng unit to matenally exceed 1s
recoverable amount, and consequently no impairment has been recognised

(¢) Impairment testing of the Brand - Group

The impairment of the RAC Brand 1s tested using the Royalty Relief Methodology to forecast future cash flows
based on management forecasts up to 2017

The calculation ts most sensitive to assumptions 1n the growth rate, the discount rate and the royalty rate The
assuptions 1n relation to growth rate and discount rate are consistent with those utthsed ithin the goodwill
impairment testing The royalty rate 1s based on an assessment of the appropriate market rate as demonstrated by
current third party licensing agreements or other evidence from arrangements and contracts entered into by the
RAC Group

The value of the RAC Brand 1s further supported by strong financial performance n the year ahead of

management expectations and forecasts [t 1s also relevant that the value 1s based on a fairly recent market-based
fair value
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Notes to the consolidated financial statements (continued)

12 Property, plant and equipment

(a) Group Owner- Equipment, Computer Total

occupied fixtures and  equipment

property motor vehicles

£m £m £m £m

Cost
At 1 January 2011 24 26 39 89
Additnons - - 1 I
Transfers - - 12 12
Disposals ¢)) - - n
Revaluations {3) - - (3)
At 31 December 2011 20 26 52 98
Additions - 1 2 3
Disposals (14) - - (14)
At 31 December 2012 6 27 54 87

Depreciation

At 1 January 2011 - 23 39 62
Transfers - - 8 3
Charge for the year - 1 ] 2
At 31 December 2011 - 24 48 72
Charge for the year - 1 2 3
At 31 December 2012 - 25 50 75
Net book value

At 31 December 2012 6 2 4 12
At 31 December 2011 20 2 4 26

In June 2012, certain owner-occupied properties were sold for £30 milhon These properties were then leased
back, as part of a sale and leaseback transactton The risks and rewards of ownership have been transferred and
therefore the lease meets the cnitenia of an operating lease 1n accordance with 1AS 17 Leases and therefore these
properties have been disposed of from property, plant and equipment The lease commitments are included within
the table disclosed within note 21.

The carrying value of all other plant and equipment shown n the table above 1s consistent with disclosure on a
histoncal cost basis
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Notes to the consolidated financial statements (continued)

12 Property, plant and equipment (continued)

13

(b) Company

Valuation:
At | January 2011
Dusposals

At 31 December 2011 and 31 December 2012

Depreciation:

At 1 January 2011, 31 December 2011 and 31 December 2012

Net book value:
At 31 December 2012

At 31 December 2011

Tax assets and liabilities

Current 1ax
Deferred tax assets
Deferred tax habilities

The net deferred tax hiability arises on the following items

Accelerated capital allowances

Intangible assets

Pensions and other post-retirement obligations
Provisions and other temporary differences

Net deferred tax hability

31

Long
Leasehold
Property
£m
1
{1
Group Company
2012 2011 2012 2011
£m £m £m £m
(21 1 7 -
13 16 - 1
22 (23) (n (1)
(30) (6) 6 -
Group Company
2012 2011 2012 2011
£m £m £m £m
9 12 - -
(20) (23) - -
3 - (1 m
) 4 - ]
(%) (7) (1) -
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Notes to the consolidated financial statements (continued)

13

14

15

16

Tax assets and liabilities (continued)

Group Company

2012 2011 2012 2011
The movement 1n the net deferred tax lhability was as £m £m £m £m
follows
Net deferred tax liability at 1 January 0] (25) - -
Deferred tax credited to income statement (note 9} (2) 20 (1) 1
Deferred tax charged to other comprehensive income - {2) - (1)
Net deferred tax hability at 31 December 9 N (1} -

Deferred tax assets are recogmised to the extent that 1t 1s probable that future taxable profits will be available
against which the temporary difference can be unlised

Inventories
Group Company
2012 2011 2012 2011
£m £m £m £m
Inventories 2 2 - -

The cost of inventories recognised as an expense and included 1n "Cost of sales” for the Group amounted to £10
millien (2011 £2 mulhion)

Trade and other receivables

Group Company

2012 2011 2012 2011

£m fm £m fm

Trade receivables 35 47 - -
Amounts due from related parties (note 27) 17 - 41 12
Remnsurance assets 1 1 - -
Prepayments and deferred commussions 43 35 - -
Other receivables 3 6 - 4
Total 99 89 4] 16
Expected to be recoverable within one year 99 89 31 6
Expected to be recoverable in more than one year - - 10 10
9% 89 41 i6

All recevables and other financial assets other than prepayments are cammed at amortised cost

Loan receivable

The carrying amounts of loans are as follows

Group Company
2012 2011 2012 2011
£m £m £fm £m
Unsecured loans at amortised cost - i2 - 12

The loan notes were 1ssued during 2008 The loans were 8% unsecured, guaranteed, subordinated loan notes, and
were repaid in full on 3 January 2012
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17 Provisions

(a) Group Restructuring Other Total
£m £m £m
At 1 January 2012 10 4 14
Additional provisions 4 1 5
Utihsed duning the year (10} 3) {13)
At 31 December 2012 4 2 6
(b) Company Restructuring Other Total
£m £m £m
At 1 January 2012 4 3 7
Utilised during the year ) 3 (N

At 31 December 2012 - - -

Restructuring provisions of £4 million were recognised 1n the year in respect of re-balancing headcount in support
teams and implementing new working arrangements The proposals were announced i October and November 2012
and the costs are expected to be paid out in 2013 (2011 restructuring relates to the re-balancing of operational
headcount, announced in October 2011)

Other provisions include amounts payable at the end of patrol vehicle leases to correct modifications made, (2011

amounts for onerous contracts and amounts payable at the end of patrol vehicle leases to correct modifications
made), Provisions held at 31 December 2012 are expected to be utilised during 2013

18 Trade and other payables

Group Company

2012 2011 2012 2011

£m £m £m £m

Trade payables and accruals 62 69 2 5
Amounts due to related parties (see note 27) 48 81 400 281
Deferred income 153 148 - -
Other payables 29 21 - 4
292 319 402 290

Expected to be payable within one year 272 297 146 55
Expected to be payable in more than one year 20 22 256 235
292 319 402 290

All payables other than deferred income are financial habilities and are carmed at amortised cost, which 1s
considered to be a reasonable approximation of the relevant fair value basis
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19

20

21

Ordinary share capital

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

2012 2011
£m £m

Allotted, called up and fully paud:
122,590,168 (2011 122,590,168) ordinary shares of £0 25 each 31 31

The Companies Act 2006 abolished the requirement for a company to have an authonsed share capital and the
articles of association adopted by the Company on 11 February 2011 reflect this Directors may exercise any
power of the Company to allot shares or grant rights to subscribe for or to convert any security into such shares
and are authonsed to do so under the Company's articles of association Qrdinary shares n 1ssue wn the
Company rank pan passu All the ordinary shares in 1ssue carry the same nght to receive all dividends and
other distnbutions declared, made or paid by the Company

Other reserves
Capuital
redemption
reserve
£m
Balance at 31 December 2011 and 31 December 2012 1
Commitments
(a) Operating lease commitments - Group
Future aggregate mmmimum lease payments under non-canceilable operating leases are as follows
2012 2011
£m £m
Within | year 9 10
Later than 1 year and not later than 5 years 20 17
Later than 5 years 51 -
80 27

Operating lease commitments anse in respect of property leases and the patrol fleet
Certain property commitments relate to property sold and leased back in June 2012 {note 12)

(b) Operating lease commitments - Company
The Company has no operating lease commitments (2011 none)
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22 Statement of cash flows

(8) The reconcihation of profit/(loss) before tax to the
net cash flow from operating activities 1s:

Profit before tax

Adjustmenis for
Amortisation and depreciation

Revaluation of properties
Interest receivable
Finance costs

Profit on sale of subsidianies
Prafit on sale of property

Defined benefit expenses

Curtaillment/settlement of pension scheme
Retirement benefit (income)/costs

Dividends recervable
Changes in working capital

(Increase)/decrease in receivables and other financial
assets

(Decrease)increase in provisions

(Decrease)/increase in payables and other financial
liabilities

Payment of tax to HMRC

Contributions to the retirement benefit schemes

Net cash mflow/{ouiflow) from operating activities

(b) Cash and cash equivalents in the statement of cash

flows at 31 December comprise:
Cash at bank and m hand
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Group Company
2012 2011 2012 2011
£m £m £m £m
119 212 (2) 386
5 6 - -
. 3 - -
- (10} - an
- - - 20
: - - M
(15) - - -
- B - -
@ (150) - (150)
- (1 3
- - (23) (260)
(10) 14 (2) 7
(3 4 o) ()
(101) 8 17 (65)
. mn - -
: (10) . ©)
(12) 87 (18) {(81)
32 65 13 49
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23 Employee benefit obligations

This note describes the Group's employee benefit arangements for is employees and explains how our
obligations to these schemes are calculated.

(a) Introduction
The Group operates a number of employee benefit schemes as follows
RAC Group Personal Pension Plan ("RAC GPP Plan")

The RAC GPP Plan 15 a defined contnbution pension plan open to RAC employees with effect from 1 October
2011

Auto Windscreens Pension Scheme (AW Scheme')

Under the AW Scheme, members receive benefits on a defined benefit basis (generally related to final salary)
This scheme has been closed for a number of years The assets of the scheme are held in a separate trustee-
administered fund to meet long-term pension habilities to past employees The number of pensioners entitled to
the defined benefit at 31 December 2012 was 161 (2011 160)

Unfunded Unapproved Pension Scheme ("UUP Scheme')

Ap UUP Scheme 1s provided on a discretionary basis for certain employees who receive benefits on a defined
benefit basis (generally related to final salary) The number of pensioners entitled to this benefit at 31 December
2012 was 8 (2011 8)

Post-Retirement Medical Benefits scheme ("PRMB Scheme'™)

Under the PRMB Scheme the Group 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 2012 was 139
(2011 146)

Disability Benefit Scheme ("DB Scheme')

Under the Disability Benefit Scheme the Group provides disability benefits on a discretionary basis for certain
former employees in the UK Currently the employer contributes a flat rate per person to the scheme dependent

on their individual circumstances. There has been a curtailment gain 1n the year of £2 million ansmg from
certain 1ll-health and medical benefits being msured
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23 Employee benefit obligations (continued)

(b} Charges to the income statement

The total pension costs of all the Group’s employee benefit schemes and defined contribution schemes were

2012 2011

£m £m

Employee benefit schemes 1 8
Defined contnbution schemes 9 8

Gain on settlement - (150)
Curtailment gain ) -

8 (134)

(c) Pension scheme assumptions and disclosures - Group

Disclosures under 1AS 19 are given below on a consolidated basis for the AW Scheme, the UUP Scheme, the PRMB
Scheme, the DB Scheme and the RAC Scheme ("the Schemes™)

(1) Assumptions on the liabihities of the Schemes
The projected unit credit method

The inherent uncertainties affecting the measurement of the habilities of the Schemes require these to be measured on
an actuanal basis This involves discounting the best estimate of future cash flows to be paid out by the Schemes using
the projected umit credit method This 15 an accrued benefits vaiuation method which calculates the past service habihty
to members and makes allowance for their prajected future earnings It is based on a number of actuarial assumptions,
which vary according to economic condittons, and changes 1n these assumptions can materially affect the measurement
of the employee hability obligations

Yaluations and assumptions
The valuation used for accounting under IAS 19 has been based on the most recent full actuarial valuation, updated to
take account of that standard's requirements in order to assess the liabilities of the Schemes at 31 December 2012 This

update was made by the Schemes' actuaries The Schemes' assets are stated at their fair values as at 31 December 2012

The main actuanal assumptions used to calculate the Schemes' habilities under 1AS 19 are

2012 2011

% %

Inflation rate 300 300
General salary increases 4 80 480
Pension increases 280 300
Deferred pension increases 225 200
Medical cost trend 610 540
Discount rate 470 490

The discount rate 1s the assumption that has the largest simpact on the value of the habilities The effect of a 1% increase
in the discount rate would decrease lhabilities and service costs by £5 million and £ml respectively (2011 £3 million
and £nil respectively)
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23 Employee benefit obligations (continued)
(c) Pension scheme assumptions and disclosures - Group (continued)
(1) Assumptions on the habilities of the Schemes (continued)

Mortahty assumptions

Mortality assumptions are significant in measuring the Group’s obligations under the defined benefit section of
the schemes, particularly given the matunty of these obligations n these schemes The mortality tables and

average life expectancy used at 31 December 2012 for scheme members are as follows

Mortality table Normal Life expectancy (pension  Life expectancy {pension

retirement  duration) at NRA of a male duration) at NRA of a

age (NRA) female

Currently 20 years Currently 20 years

aged NRA younger than aged NRA  younger than

NRA NRA

SAPS S1 tables, including allowances 65 87.7 899 900 923
for future Improvements

227 (249) (250) (273)

The assumptions above are based on commonly-used mortality tables, which have been adjusted to reflect recent
research wto mortality experience However, the extent of future improvements n longevity 1s subject to
considerable uncertainty and judgement 1s required in setting this assumption The assumptions above include an
allowance for future mortality improvement, based on the actuarial profession's medium cohort projection table
The effect on the Schemes of assuming all members were one year younger would increase the Schemes'

hiabilities by £1 million
(1) Assumptions on Scheme assets

The expected rate of return on the Schemes' assets 15 2 8% (2011 2 8%)

The overall expected rate of return on assets 1s determined based on market expectations prevailing on that date,

applicable to the pertod over which the obligation 1s to be settled
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(¢) Pension scheme assumptions and disclosures - Group {continued)
(im) Employee benefit expense

The total employee benefit expense for the Schemes compnses

Recognised in the income statement

2012 201
£m £m

Included within administrative expenses
Current service cost ') @)

Total employee benefit expense charged within Group operating
profit 4))] 4)

Included within other exceptional items
Gain on settlement - 150
Gamn from curtailment and special termination benefits 2 -

Included within finance expenses

Expected return on assets of the Schemes 1 19
Interest charge on liabilities of the Schemes ) (26)
Total employee benefit credit to finance expenses or exceptional

items 2 143
Total credit to the income statement for defined benefit schemes 1 139

Recognised in other comprehensive income

2012 2011

£m £m

Actuanal (losses)gains on Scheme assets n 5

Actuanal gains on Scheme liabilities - 19
Total (losses)/gains recognised in other comprehensive income (n 24

The cumulative amount of actuarial gans and losses recognised in the statement of comprehensive income since |
January 2004 (the date of transition to IFRS) was £7 million gain at 31 December 2012 (2011 £8 million gan)
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23 Employee benefit obligations (continued)
(c) Pension scheme assumptions and disclosures - Group {continued)

(iv) Experience gains and losses

The following table shows the experience gans and losses over the past five years

2012 2011 2010 2009 2008

£m £m £m £m £m

Fair value of the Schemes' assets at the end of the year 27 27 219 829 735

Present value of the Schemes' habilities at the end of the year (24) (25) (1,091) (1,149) 919

Net surplus/{deficit) o the Schemes 3 2 (172) (320) (184)

Dufference between the expected and actual return on the Schemes’ assets

Amount of (losses)/gains (0} 5 55 60 (273)

Percentage of the schemes’ assets at the end of the year (4%) 19% 6% % (37%)
Expenence gains/(losses) on the Schemes' habilities (excluding changes in assumptions)

Amount of gains/(losses) 1 - 36 (5) 9

Percentage of the present value of the Schemes® lrabilities (4%4) - (3%) 0% (1%)

Esumated employer contnbunions for the financial year ending 31 December 2013 are £2 million 1n respect of Defined

Benefit schemes and £9 million 1n respect of the Defined Contnbution scheme

(v) Schemes' surplus

The present value of the Schemes’ obligations and the fair value of the plan assets are as follows

Index-linked gilts
Total fair value of assets
Present vaiue of defined benefit obligations

Net surplus in the Schemes

Amounts recogmised in the statement of financial position as at 31 December are

Surplus included in non-current assets
Deficits included in non-current habilities

Net surplus in the Schemes

The deficits in the non-current habihities wholly relate to unfunded schemes
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£m £m
27 27
27 27
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23 Employee benefit obligations (continued)

{c) Pensions assumptions and disclosures - Group (continued)

{vi) Movement in the Scheme deficits and surpluses comprise:

Balance at 1 January 2012
Employer contnibutions paid
Benefits paid

Current service cost

Expected return on plan assets
Interest cost
Actuanal losses

Curtailment gain

Balance at 31 December 2012

Balance at 1 January 2011
Employer contnbutions paid
Benefits paid

Current service cost

Interest cost

Actuarial gains

Other

(Loss)/gain on settlement

Balance at 31 December 2011

Scheme assets Scheme Net pension
liabthities surplus
2012 2012 2012
£m £m £im
27 25) 2
1 - 1
(M 1 -
- (n (1
1 - 1
- ) (1}
) - (1
- 2 2
27 24) 3
Scheme assets Scheme Net penston
liabilities surplus
2011 p-t] 2011
£m £m £m
919 (1,091) (172)
10 - 10
(16) 16 -
- 4 )
19 (26) @)
3 21 24
- 1 I
(908) 1,058 150
27 25) 2
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23 Employee benefit obligations (continued)

(d) Pension assumptions and disclosures - Company

Disclosures under 1AS 19 are given below for the AW Scheme, the Post Retirement Benefits and the RAC (2003)

Pension scheme combined

(1) Assumptions on the liabilities of the Schemes

The assumptions on the liabilities of the Company Schemes are the same as those appled for the Group and disclosed

m note 23(c)(1)

(1i) Assumptions on scheme assets

The expected rate of return on the Company Schemes' assets 15 the same as that for the Group and disclosed n note

23(cXn)
(m) Employee benefit expense
The total employee benefit expense for the Schemes compnses

Recognised in the income statement

Included within administrative expenses
Current service cost

Total employee benefit expense charged within operating profit
Included within other exceptional items

Gain on settlement

Included within finance expenses

Expected retumn on assets of the Schemes
Interest charge on habihities of the Schemes

Total employee benefit credit to finance expenses or exceptional
items

Total credit to the income statement

Recognised in other comprehensive income

Actuarial (losses)/gains on Scheme assets

Actuarial gains on Scheme habilities

Total (losses)/gains recognised in other comprehensive income

2012 2011
£m £m

- (3)

- &)

- 150

1 19

m (26)

- 143

- 140
2012 2011
£m £m
n 5

- 19

m 24

The cumulative amount of actuarial gains and losses recognised n the statement of comprehensive income since |
January 2004 (the date of transition to IFRS) was £5 million gain at 31 December 2012 (2011 £6 million gain)
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23 Employee benefit obligations (continued)
{d) Pensions assumptions and disclosures - Companry (continued)
(iv) Experience gains and losses

The following table shows the experience gains and losses over the past five years

2012 201 2010 2009 2008

£m £m £m £m £m
Fair value of the Schemes' assets at the end of the year 27 27 20 17 13
Present value of the Schemes' iabilities at the end of the year (20) 20 (23) (23) (20)
Net surplusf(deficit) in the Schemes 7 6 3) © M
Dhfference between the expected and actual return on the Schemes’ assets
Amount of gains/(losses) ) 5 { 2 (5)
Percentage of the Schemes' assets at the end of the year (4%) 19% 5% 12% (38%)
Expenience gains/(losses) on the Schemes' habilities (excluding changes in assumptions)
Amount of (losses)/gains - - - 2 -
Percentage of the present value of the Schemes® habilitzes - - - (10%) -

Estimated employer contnbutions on defined benefit schemes for the financial year ending 31 December 2013 are £2
million

(v) Schemes' surplus

The present value of the Scnemes’ obligations and the fair value of the plan assets are as follows

2012 2011

£m £m

Index-linked gilts 27 27

Total fair value of assets 27 27

Present value of defined benefit obligations Q0 2n

Net surplus in the Schemes 7 [
Amounts recognised in the statement of financial position as at 31 December are

2012 2011

£m im

Surplus included m non-current assets 11 11

Deficits included 1n non-current liabihities (4) (5

Net surplus in the Schemes 7 6

The deficits 1n the non-current Liabilities wholly relate to unfunded Schemes
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23 Employee benefit obligations (continued)

(d) Pensions assumptions and disclosures - Company (continued)

(vi) Movement in the Scheme deficits and surpluses comprise:

Balance at 1 Januvary 2012

Employer contrbutions paid

Benefits paid
Interest cost

Actuaral gains

Balance at 31 December 2012

Balance at | January 2011

Employer contnbutions paid

Current service cost

Benefits paid

Interest cost

Gain on settlement {note 7)

Actuarial gains
Other

Balance at 31 December 2011

Scheme assets Scheme Net pension
liabihties surplus

2012 2012 2012
£m £m £m
27 @an 6

2 - 2

1 1 "
- (1 )
(1) 1 -
27 (20) 7
Scheme assets Scheme Net pension
liabihties surplus

2011 2011 2011
£m £m £m
20 (188) (168)

2 7 9

- (3) (3)

)] 1 -

1 )] (6

- 150 150

5 18 23

- 1 1

27 {21} 6
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24 Risk management

The Group operates a risk management framework, which 15 the collection of processes and tools that have been
put 1n place to ensure that the risks to which the Group 1s exposed are 1dentified, measured, managed, mon:tered
and reported on a regular basis The key wmstruments of the framework include the nsk management policies, risk
reports and the governance and oversight infrastructure.

Risks are usually grouped by nisk type regulatory, market, credit, liquidity and operational nisk Rusks falling
within these types may affect a number of key metnics mcluding those relating to balance sheet strength, iquadity
and profit. They may also affect the performance of the products that the Group delivers to customers and the
service to customers and distributors, which can be categorised as risks to brand and reputation

The Group's measurement of sk 1s used to suppornt the monttoring and reporting of the nisk profile and in the
evaluation of altenative nisk management actions The Group carries out a range of stress and scenaro tests to
evaluate thewr mmpact on the business and the management actions available to respond to the conditions
envisaged

The Group has an estabhished governance framework, which has the following key elements

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

* a clear orgamsational structure with documented delegated authorities and responsibilities from the legal
entity Boards to executive management committees and senior management, and

* adoption of the nsk pohicy framework that defines risk appetite measures and sets out risk management and
control standards

Primary responsibibity for nsk identification and management hes with business management Support for and

challenge on the completeness and accuracy of rnisk assessmeni, nisk reportmg and adequacy of mitigation plans
are performed by specialist nsk functions

(a) Financial risk management
(1) Market nsk
Market nisk 15 the nisk of adverse financial impact due to changes in fair values or future cash flows of financial

nstruments due to fluctuations in mterest rates and foreign currency exchange rates Market risk anses due to
fluctuations 1n both the value of habilities and the value of investments held
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24 Risk management (continued)

(a) Financial risk management (continued)

(i1) Credit risk

Credit nsk 13 the nisk of loss in the value of financial assets due to counterparties failing to meet all or part of therr
obhgations

Management of credit nsk s carried out in accordance with Group credit nisk processes, which include setting
exposure limits and monitoring exposures 1n accordance with ratings set by credit ratings agencies such as
Standard & Poor's

Financial assets are graded according to current credit ratings issued AAA s the highest possible rating
Investment grade financial assets are classified within the range of AAA to BBB ratings Financial assets which
fall outside this range are classified as speculative grade Credst limuts for each counterparty are set based on
default probabilities that are in turn based on the rating of the counterparty and the type of exposure concerned

Carrying value

Credit rating b m:r‘:'::;:

31 December 1011 AAA AA A BBE  Speculntive grade Non-rated positien

Group: in £ tm im fm fm £m

Trade receivables - - - - - 35 35

Cash and cash equivalents - - 32 - - - 32
Company*

Cash and cash equivalents - - 13 - - - 13

Credit rating Carryiag value

io the statement

of financea!

31 December 2011 AAA A A BBE  Speculative grade Non-rated pasitioa

Group- £m £m in tm fm to £m

Loans - - - - 12 - 12

Trade receivables - - - - 47 47

Cash and cash equivalents 6 4 55 - - - 65
Company’

Loans - - - - 12 - 12

Cash and cash equivalents - - 49 . - . 49

Loan

The fair value of the loan 1s esttimated to be £nil (2011- £12 million) No impaument was considered necessary as
at 31 December 2011 as the loan was repaid in full on 3 January 2012

Cash and cash equivalents

The Company and Group 1s exposed to concentrations of risk with individual banks which are within approved
counterparty exposure limits The Group's largest cash and cash equivalent counterparty 1s Barclays (2011 Credit
Agricole Group) (including subsidiaries) At 31 December 2012 the balance was to £11 million (2011 £24
mithon)

46




RAC Limited

Notes to the consolidated financial statements (continued)

24 Risk management (continued)

(a) Financial risk management (continued)

(1i) Credit nsk
Trade recervables

The Company and Group has not been generally exposed to sigmificant concentrations of credit nsk to third parties
due to the nature of trading activity undertaken and the size of individual balances At the 31 December 2012
Group trade receivables were £35 mullion (2011 £47 miilion)

Impairment of financial assets

The following table provides mformation regarding the camrying value of financial assets that have been mmpaired
and the ageing of financial assets that are past due but not impatred

Finzacial assets that are past doe but oot impaired

Neither past Carrylagvaloe  Carrying value in

due por & monthy Greater than of kmpaired the satement of

31 December 1012 hopaired Otodmonths 3o 6 months to | year lycsr  finantisl zssets  finaccial pesitien
Group: £ tm tm im tm tm £m
Trede receivables 33 1 - - - 1 35
Other recervables 3 - - - . - 3

Financisl azsets that are past due but oot smpaired

Neither past Carryingvalue  Carrying value in

due nor 6 months Greater than of impsired the statement of

31 December 2011 impaired @to Imonths  Jto Gmonths to b yess Vyesr  figancialasscis  Masads! position

Group- o £m £m £ £m tn in

Loans 12 - - - - - 2

Trade receivables 38 4 | 1 - 3 47

Other receivables 6 - - - - - 4
Company:

Other receivables 4 - - - - - 4

(m) Liquidity risk

Liquidity risk is the nisk that an entity will encounter difficulty in meeting obligations associated with financial
habilities

The Group has set its investment strategy to ensure 1t has sufficient liquid funds to meet 1ts expected obligations as
they fall due The RAC Group mantains sigmficant committed borrowing facilities from a range of highly rated
banks to mitigate this nsk further
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(a) Financial risk management (continued)

() Liquidity risk (continued)

Notes to the consolidated financial statements (continued)

The followmg table provides an analysis, by matunity date of the principal, of the carrying value of financial assets
which are available to fund the repayment of habiltties as they crystailise

Within 1 105 St0 10 Over 10 No fixed Total
year years years years terms
31 December 2012
Group. £m £m £m £m £m £m
Trade and other receivables 99 . - - - 99
Cash and cash cquivalents 32 - - - - 32
131 - - - - 131
Company:
Investments n subsidiancs - - - - - -
Current tax assets 7 - - - - 7
Trade and other receivables - - - - - -
Cash and cash equivalents 13 - - - - 13
20 - - - - 20
Within | 1to 5 Sto 10 Over 10 No fixed Total
year years years years terms
31 December 2011
Group® £m £m £m im £m £m
L.oans 12 - . - - 12
Trade and other receivables 89 - - - - 89
Cash and cash equivalents 65 - - - - 65
166 - - - - 166
Company:
Investmenis mn subsidianes - - - - 653 653
Loans 12 - - - - 12
Trade and other receivables 6 10 - - - 16
Cash and cash equrvalents 49 - - - - 49
67 10 - - 653 730
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24 Risk management (continued)

(a) Financial risk management (continued)
(i) Liguidity risk (continued)

The following table shows the Group and Company financial liabilities analysed by duration

Withinl 1to5 years 5to10years Qver 10 No fixed Total
3 December 2012 year years terms
Group: £m £m £m £m £m £m
Trade and other payables 272 20 - - - 92
Company:
Trade and other payables 146 256 - - - 402
Withinl [toS years 5to 10 years Over 10 No fixed Total
31 December 2011 year years terms
Group: £m £m £m £m £m £m
Trade and other payables 297 22 - - - 319
Company:
Trade and other payables 55 235 - - - 290
(b) Strategic risks

The Group 1s exposed to a number of strategic nsks The Group's strategy supports 1ts vision, purpose and
objectives and 15 responsive to both the eaternal and nternal cnvironment, for example, changes in the
competitive landscape ansing from economic conditions, customer demands and competitor activity, regulatory
changes, merger and acquisition opportunities and emerging trends (such as chimate change, pandemic events)

Strategic risk 1s explicitly consrdered throughout the strategic review and planning process Developments are
assessed dunng the quarterly performance management process where all aspects of the risk profile are
considered

The Group actively engages with external bodies to share the benefit of 1ts expertise 1n supporting responses to
emerging nisks as well as challenging developments that could be damaging to 1its business and the industry as a
whole

{c¢) Operational risk management

Operational risk 1s the nsk of loss resulting from inadequate or failed intemal processes, people and systems or
from external events Operational nsks include taxation, reputation and regulatory risks, such as comphance
Only financial mstrument nsk requires quanufication under IFRS and consequently no quantification of this nsk

15 provided

Operauonal nsk 1s managed in accordance with control standards set out 1n the Group policy
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24

25

Risk management (continued)
(d) Risk and capital management

Sensitivity test analysis
The Group uses a number of risk management tools to understand the volatility of eamings, the volatihity of its
capital requirements, and to manage its capital more efficiently

Sensitivaty factor Description of sensitivity factor applied

Admumstrative expenses on continuing The impact of an increase n expenses by 109
operations before exceptional items

Cost of sales on continuing operations The mmpact of an increase in cost of sales by 5%
before exceptional items

The above sensitivity factors are applied, with the following impacts on profit and shareholder's equity at 31
December 2012

Impact on profit before tax Impact on shareholder's equity
(£m) (fm)
Expenses +10% {1 (8)
Cost of sales +5% (11) (8)

The above tables demonstrate the effect of a change in a key assumption while other assumptions remain
unchanged In reality, there 1s a correlation between the assumptions and other factors It should also be noted
that these sensitivities are non-linear, and larger or smaller impacts should not be nterpolated or extrapolated
from these results

Contingent liabilities and other risk factors

Levy schemes

The Group pays contmbutions into levy schemes in the UK in which it operates Given the economic
environment, there 1s a hesghtened nsk that the levy contributions will need to be increased to protect

policyholders 1f an insurance company falls into financial difficulties The directors continue to monitor the
situation but are not aware of any need to increase provisions at the statement of financial position date
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26 Capital structure

The Group mamtains an efficient capital structure from equity shareholder’s funds, consistent with the Group's
overall nsk profile and market requirements of the business. This note describes the way the Group manages
capital and shows where this 15 employed

The Group includes regulated companies which are required to hold sufficient capital to meet acceptable solvency
levels based on applicable FSA regulations The Group's ability to transfer retained earnings to its shareholders 1s
therefore restricted to the extent that these earmings form part of UK regulatory capital

(a)} General

IFRS underpins the Group's capital structure and, accordingly, the capetal structure 1s analysed on this basis

(b) Capital management

In managing 1ts capital, the Group seeks to,

(1) maintam financial strength,

(1) retain financial flexibility, and

(m) allocate capntal efficiently and repatmate excess capital where appropriate

The Group considers not only the traditional sources of capital funding, but alternative sources as appropnate
when assessing its deployment and usage of capital

(c) Accounting basis

The Group 1s required to report its results on an IFRS basis

(d) Capatal structure

IFRS net IFRS net

assets assets

2012 2011

£m £m

Total capital employed 181 211
Financed by

Equity shareholder's funds 181 211
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Notes to the financial statements (continued)

27 Related party transactions

(a) The RAC Limited Group had the following transactions with related parties duning the year

(1) The RAC Limited Group had the following net amounts due from related parties

Other RAC Group companies - current balances

(i1) The RAC Limited Group had the follewing net amounts due to related parties

Other RAC Group companies - current balances

(b) The Company had the following transactions with related parties during the year

(i) The Company had the following amounts due from related parties

Other Group companies - current balances

Other Group companies - loan balances

(n) The Company had the following amounts due to related parties

Other Group companies - current balances

Other Group companies - loan balances

{(1h) In October 2012 RAC Limnited recerved a dividend of £23 mullion from RAC Motonng Services

also paid a dividend of £124 mullion to RAC Finance (Holdimgs) Limited

2012 2011
£m £m
17 -
2012 2011
£m £m
(48) (81)
2012 2011
£m £m
31 2
10 10
11 12
2012 2011
£m £m
(144) (46)
(256) (235)
(400) (281)
RAC Limited

(iv) During the year, the Company recerved 1,596,000 £1 ordinary shares from its subsidiary RAC Motonng Services
in exchange for a 92 3% interest i the members' capital of RAC Brand Enterprises LLP, the Company's associate, for

consideration of £1,596,000
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Notes to the financial statements (continued)

27 Related party transactions (continued)

(¢} Key management compensation

The details of the total compensation to those employees classified as key management can be found in the
financial statements of RAC Finance Group (Holdings) Lirnited, the controlling entity of the Group.

(d) Key management interests

At no time dunng the year did any director hold a matenal nterest 1n any contract of significance with the
Company or any of its subsidiary undertakings other than service contracts between each director and a Group
company

(e) Immediate parent company

RAC Limited's immediate parent company 18 RAC Finance (Holdings) Limited, registered in England and Wales
(f) Ultimate centrolling entity

The controlling entity 1s RAC Finance Group {Holdings) Limited Its consolidated Report and Accounts are
avaliable on application to the Company Secretary, RAC Fmance Group (Holdings) Limited, RAC House,
Brockhurst Crescent, Walsall, WS5 4AW

The controlling shareholder of RAC Finance Group (Holdings) Limited, and therefore the ulumate controlling
entity, 15 Carlyle European Partners III Investment 16 Sa rl The lowest level at which consolidated IFRS

financial statements are prepared 15 RAC Limited

Up to 30 September 2011, the ultimate controlling entity of the Group was Aviva plc
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