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Directors' report
For the year ended 31 December 2009

The directors present their annual report and financial statements for the Company for the year ended 31 December
2009

Directors

The names of the current directors of the Company appear on page 1

Those 1n office since 1 January 2009 have been as follows

DK Watson was appownted as a director on 2 January 2009 and resigned on 31 March 2010
A D Hewntt resigned as a director on 31 March 2009

I M Mayer resigned as a director on 31 December 2009

D J R McMzllan was appointed as a director on 23 February 2010

J R Kitson resigned as a director on 31 March 2010

S Egan was appointed as a director on 31 March 2010

Principal activity

The principal activity of the Company 1s that of a holding company for 1ts subsidianes, which provide a range of
motoring and vehicle services to individual and business customers

Business review

Basis of preparation

This business review 1s addressed to, and wnitten for, the members of the Company with the aim of providing a fair
review of the business development, performance during the financial period and position both at the end of the
financal period and at the current ime In providing this review, the aim 1s to present a view that 15 both balanced
and comprehensive and 1s consistent with the size and complexity of the business

Objectives and future developments

High level strategies are determined by Aviva ple and these are shown in its financial statements The directors
consider that the Company's principal activity will continue unchanged into the foreseeable future
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Directors' report (continued)

Business review (continued)
Financial key performance indicators

As the principal activity of the Company 1s that of a holding company, the directors consider there are no key
performance indicators to report

Financial position and performance

The financial position of the Company at 31 December 2009 15 shown 1n the statement of financial position on
page |8, with the trading results shown in the mncome statement on page 16 and the statement of cash flows on
page 20

Profit before tax ts £4 million 1n 2009 (2008 loss of £105 million) The factors responsible for this result are
detailed below

[nterest and dividend income received for the year 1s £33 million (2008 £14 mullion})

Pension costs recharged are £11 million (2008 £15 nullion) Additionally, a 575 Pension credit of £10 million
arose due to R A C Motoring Services paying the RAC (2003) Pension Scheme as described on page 4

Administration expenses are £22 mullion (2008 £61 nilhion) In 2009, expenses include impairments and
movements In provisions relating to subsidiaries and recervables of £12 million (2008 £47 mathon)

L.osses on disposal of subsidiaries are £6 million (2008 £85 million)

For 2009, fair value gains on investments in subsidiary compamies are £31 million (2008 gan of £47 million),
due 10 a higher fair value ansing from the successful continuation of the strategy for the marketing and sale of
RAC motor msurance Unrealised gains have been retained 1n the revaluatton reserve, resulting in a net surplus
of £99 million (2008 £68 million)

In 2009, actuanal losses of £144 mullion (2008 £174 million} anising on rettrement benefit obligations were
taken to equity This includes an actuarial gatn on scheme assets in 2009 of £61 mulhon (2008 loss of £273
mullion) offset by an actuanial loss on scheme Liabilities of £205 million (2008 gam of £102 million) ansingon a
change of assumptions

Prinapal risks and uncertamties

A descripuion of the principal rnisks and uncertainties facing the Company and the Company’s risk management
policies are set out in note 24 to the financial statements
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Directors' report (continued)

Major events

On 10 February 2009, the Company sold its entire shareholding in The British School of Motoring Limited to
Arques Consulting GmbH for a consideration of £4 million, resulting in a loss on disposal of £6 mitlion

On 10 February 2009, the Company subscribed for 14 5 million ordinary shares of £1 each 1n RAC Brand
Management Limited to cover net habilities of the subsidiary The capital injection was settled by reducing the
intercompany recewvable due from the subsidiary

When the Royal Automobile Club ("the Club") sold its motoring services division to the Company 1n September
1999, members of the Club recerved Loan Notes as constderation for their membership of the Club On 31 July
2009, the Company approved the redemption of all unsecured and guaranteed loan notes on the redemption date of
22 July 2010 At the year end, the value of the loan notes payable was £10 mulion

Prior to their disposal by the Company in 2008 and 2009 respectively to Arques Consulting GmbH, RAC Auto
Windscreens Limited ("RACAW") and The Briish School of Motoring Limited ("TBSOM") both participated in the
RAC (2003) Pension Scheme (“the Scheme™) The sale of each subsidiary by the Company triggered a section 75
debt under the Pensions Act 1995 of £10 mulhion 1n total Under the sale agreements, for both RACAW and
TBSOM, the Company indemmified Arques Consulting GmbH for debt ansing on the 1ssuance of formal
contribution notices  These notices were received by RACAW and TBSOM from the Trustees of the Scheme on 21
October 2009 On 18 December 2009, the Company approved payment of £10 million by the Company’s subsidiary,
R A C Motoring Services (‘RACMS”) to the Scheme This payment, as acknowledged by the Trustees, constituted
full and final settlement of RACAW and TBSOM respective obligations to the Scheme under Pensions law
Therefore, no amount 1s payable under the indemnity and as such the nght to claim has been waived by Arques
Consulting GmbH

Events after the reporting period

On 20 April 2010, the Group advised its UK staff and the trustees of the RAC (2003) Pension Scheme that 1t
mtended to begin consultation with them on a proposal to close the final salary section of the scheme This
consultation 1s under way and 1s expected to be concluded by the end of the year
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Directors' report (continued)

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has adequate resources to
continue 1n operational existence for the foreseeable future For this reason, they continue to adopt the going
concern basis n preparing the financial statements

Financial instruments

The business of the Company includes the use of financial instruments Details of the Company’s risk management
objectives, policies and exposures to risk relating o financial instruments are set out in note 24 to the financral
statements

Dividends

No interim dividend for the year was paid (2008 £ ml) The directors do not recommend the payment of a final
dividend (2008 £ nil)

Employees
Employees are employed either by the Company or by fellow Group companies

The Company believes that its employees should be well informed about the Company's plans and performance
and have the opportunity to discuss their performance regularly with their managers The Company 15 commtted
to providing all its empioyees with information on a regular basis and encouraging their participation in schemes
where they will benefit from the Company's progress and profitability

Auditor

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

Directors’' liabilities

Aviva plc, the Company's ulumate parent company, has granted an indemnity to the directors agawnst hability in
respect of proceedings brought by third parties, subject to the conditions set out in the Companies Act 1985 This
indemmity was granted in 2004 and the provisions 1n the Company's Articles of Association constitute “quabfying
third party indemnities” for the purposes of sections 309A 1o 309C of the Companies Act 1985 These qualifying
third party indemnuty provisions remain 1n force as at the date of approving the directors' report by virtue of the
transitional provisions to the Companies Act 2006

Disclosure of information to the auditor

Each person who was a director of the Company on the date that thts report was approved confirms that, so far as
the director 1s aware, there 15 no retevant audit information, 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 in order to make himself aware of any relevant audit information and to establish that the
auditor 1s aware of that information
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Directors’ report (continued)

Statement of directors' responsibilities

The directors are required to prepare financial statements for each accounting period that comply with the
relevant provisions of the Companies Act 2006 and Internattonal Financial Reporting Standards {"IFRS") as
adopted by the European Union ("EU"), and which present fairly the financial position, financial
performance and cash flows of the Company at the end of the accounting period A fair presentation of the
financial statements 1n accordance with IFRS requires the directors to

® select suitable accounting policies and venfy they are applied consistently in preparing the financial
statements on the gomng concern basts, unless 1t 1s inapproprnate to presume that the Company will
continue 1n business,

¢ present information, including accounting policies, in a manner that provides relevant, rehable,
comparable and understandable information,

* provide additional disclosures when compliance with the specific requirements n IFRS 15 insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the
Company's financial posttion and financial performance, and

e state that the Company has complied with applicable IFRS, subject to any material departures disclosed
and explained in the financial statements

The directors are responsible for maintaining adequate accounting records which are mtended to disclose
with reasonable accuracy, at any time, the financial position of the Company at that ime They are also
ultimately responsible for the systems of internal control maintained for safeguarding the assets of the
Company and for the prevention and detection of fraud and other irregulanties

On behalf of the Board

(écﬂiu

S Egan
Dhirector

{7 JUNE Q010
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Independent auditor's report
To the members of RAC ple

We have audited the financial statements of RAC plc for the year ended 31 December 2009, which comprise
the Statement of Comprehensive Income, the Statement of Financial Posttion, the Income Statement, the
Statement of Changes 1n Equity, the Statement of Cash Flows and the related notes 1 to 27 The financial
reporting framework that has been applied in their preparation 1s apphcable law and Intemational Financial
Reporting Standards (IFRSs) as adopted by the European Umion

This report 1s made solely to the Company's members, as a body, 1n accordance with Chapter 3 of Part 16 of
the Compames Act 2006 Qur audit work has been undertaken so that we might state to the Company's
members those matters we are required to state to them n an auditor's report and for no other purpose To
the fullest extent permitied by law, we do not accept or assume responsibility to anyone other than the
Company and the Company's members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors

As explained more fully in the Statement of directors’ responsibtlities set out on page 6, the directors are
responsible for the preparation of the financial statements and for being sausfied that they give a true and fair
view

Our responsibility 15 to audit the financial statements n accordance with applicable 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 in the financial statements sufficient
to give reasonable assurance that the financial statements are free from matenial misstatement, whether
caused by fraud or error This includes an assessment of whether the accounting policies are appropriate 1o
the Company's circumstances and have been consistently applied and adequately disclosed, the
reasonableness of significant accounting estumates made by the directors, and the overall presentation of the
financial statements

Opnion on financial statements

In our opinton the financial statements

+ give a true and fair view of the state of the Company’s affairs as at 31 December 2009 and of its profit

for the year then ended,
+» have been properly prepared in accordance with IFRSs as adepted by the European Union, and
* have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

[n our opinion the information given in the Directors' report for the financial year for which the financial
statements are prepared 1s consistent with the financia) statements
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Independent auditor's report (continued)
To the members of RAC plc

Matters on which we are required to report by exception

We have nothing to report 1n respect of the following matters where the Compames Act 2006 requires us to report
to you if, in our opimon

+ 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 in agreement with the accounting records and retumns, or

* certain disclosures of directors’ remuneration specified by law are not made, or
= we have not recerved all the information and explanations we require for our audit

Emst & Young LLO

Angus Millar (Senor statutory auditor)
for and on behalf of Ernst & Young LLP

London

Date l? JUV‘Q- Zolo
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Accounting policies

The Company 1s a hmited liability company incorporated and domictled in Great Brnitain Its principal activity 1s that ofa
holding company

The principal accounting pelicies adopted in the preparation of these financial statements are set out below

(A) Basts of presentation

The financial statements have been prepared 1n accordance with IFRS and International Accounting Standards ("I1AS™)
as endorsed by the EU, applicable at 31 December 2009

The following recently 15sued pronouncements are effective for the 2009 financial statements and had been endorsed by
the EU as at the date of signing the financial statements  With the exception of 1AS 1 Presentation of Financial
Statements A Revised Presentation and Amendment to IFRS 7 Improving Disclosures about Financial Instruments (see
note 1), none of these pronouncements materially impacts the Company's financial reporting

+ [AS | Presentation of Financial Statements A Revised Presentation

» Amendment to [AS 23 Borrowing Costs

+ Amendments to 1AS 32 and 1AS 1 Puttable Financial Instruments and Oblhigations Ansing on Liquidatien
» Amendment to 1AS 39 Reclassification of Financial Assets Effective Date and Transition

» Amendments to [AS 39 and [FRS 7 Reclassification of Financial Assets

» Improvements to [FRSs (1ssued 1n May 2008}

« Improvements to [FRSs (1ssued 1 Apnil 2009)

» Amendments to IFRS 1 and 1AS 27 Cost of an Investment in a Subsidiary, Jointly-controlled Entity or Associate
» Amendment to IFRS 2 Share-based Payment Vesting Conditions and Cancellations

» Amendments to [FRS 7 Improving Disclosures about Financial Instruments

 [FRS 8 Operating Segments

+ Amendments to [FRIC 9 and [AS 39 Embedded Denvatives

« [FRIC 13 Customer Loyalty Programmes

« [FRIC 15 Agreements for the Construction of Real Estate

= [FRIC 16 Hedges of a Net Investment in a Foreign Operation

= [FRIC 18 Transfers of Assets from Customers

The following pronouncements are effective 1n future years and are not expected to have a matenial impact on the
Company's financial reporting With the exception of the Amendments to IFRS 1, these pronouncements were endorsed
by the EU as at the date of authonisation of the financial statements

» Amendments to [AS 27 Consohdated and Separate Financial Staiements

» Amendment to IAS 32 Classification of Rights Issues

« Amendment to IAS 39 Fmancial Instruments Recognition and Measurement Ehgible Hedged ftems
+ Improvements to IFRSs (1ssued in Apnil 2009)

« Revised IFRS 1 First Time Adoption of IFRS

« Amendments to IFRS | Additional Exemptions for First-time Adopters

« Amendments to [FRS 2 Group Cash-settled Share-based Payment Transactions

+» Revised IFRS 3 Busmess Combinations

« IFRIC 17 Dustnbutions of Non-cash Assets to Owners
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Accounting policies (continued)

(A) Basis of presentation (continued)

IFRS 9 Financia! Instruments 1s effective in future years and awaiung endorsement The Company 1s
currently reviewing the potential tmpact on the financial statements

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

The Company 1s exempt from preparing group accounts by virtue of Section 400 of the Companies Act
2006, as 1t 1s a subsidiary of an EU parent (note 26(d)) The financial statements present information about
the Company as an individual company and not about its group

(B) Use of estimates

The preparation of financial statements requires the Company to make estimates and assumptions that affect
items reported 1n the statement of financial position and income statement and the disclosure of contingent
assets and liabilities at the date of the financial statements Although these estimates are based on
management’s best knowledge of current facts, circumstances and, to some extent, future events and
actions, actual results ultimately may differ from those estimates, possibly significantly

(C) Revenue recognition

(1} Interest income

Interest income 15 recogrised as it accrues using the effective interest method

(1) Dividend income

Dividend income 1s recognised on the ex-dividend date

(D) Foreign currency translation

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the
transactions Gains and losses resulting from the settlement of such transactions, and from the translatuon of
monetary assets and habiliies denomunated in foreign currencies, are recognised 1n the income statement

Translation differences on debt securities and other monetary financial assets measured at fatr value and
designated as held at fair value through profit or loss (FVPL as defined in policy 1) are included 1n foreign
exchange gams and losses in the income statement Translation differences on non-monetary items, such as
equities, which are held at fair value through profit or loss, are reported as part of the fair value gain or loss

10




RAC plc
Accounting policies (continued)

(E) Subsidiartes

Subsidiaries are those entities (including Special Purpose Entities) in which the Company, directly or indirectly, has
power Lo exercise control over financial and operating policies 1n order to gam economic benefits

In the statement of financial position, subsidiaries are stated at their fair values These investments are classified as
available for sale ("AFS") financial assets, with changes in their fair value being recognised tn other comprehensive
income and recorded 1n a separate ivestment revaluation reserve within equity Where the cumulative changes
recognised 1n equity represent an unrealised loss, the investments are reviewed to test whether an impairment exists
Where there 1s objective evidence that such an asset 1s imparred, such as the financial difficulty of the subsidiary ora
prolonged decline in their fair value below cost, the unrealised loss recorded 1n equity 1s reclassified and charged to the
income statement Any subsequent increase 1n fair value of the impaired investment 1s recognuised n other
comprehensive income and recorded in the 1nvestment revaluation reserve, unless this increase can be objectively related
to an event occurring after the impairment loss was recogrised n the income statement In such an event, the reversal of
the impairment less 15 recogmsed as a gain 1n the income statement

(F) Property and equipment

Owner-occupted properties are carried at theur revalued amounts, which are supported by market evidence, and
movements are taken to a separate reserve within equity When such properties are sold, the accumulated revaluation
surpluses are transferred from this reserve to retained earmings

(G) Derecogmition and offset of financial assets and financial habihities

A financial asset (or, where applicable, a part of a financial asset or part of a group of simular financial assets) 1s
derecogmsed where

(1) the rights to receive cash flows from the asset have expired,

(1) the Company retains the right to recetve cash flows from the asset, but has assumed an obligation to
pay them in full without material delay to a thurd party under a "pass-through” arrangement, or

{(n) the Company has transferred 1ts nghts to receive cash flows from the asset and either

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

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

11
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Accounting policies (continued)

(H) I[mpairment of non-financial assets

Non-financial assets are reviewed for impairment losses whenever events or changes n circumstances indicate that
the carrying amount may not be recoverable An impairment loss 1s recogmsed for the amount by which the
carrying amount of the asset exceeds 1ts recoverable amount, which 1s the higher of an asset’s fair value less costs
to sell and value n use For the purposes of assessing impairment, assets are grouped at the lowest level for which
there are separately 1dentifiable cash flows

(I} Fmancial investments

The Company classifies its financial investments as financial assets at fair value through profit or loss ("FVPL")
The FVPL category 1s used in all cases as the Company’s strategy Is to manage 1ts financial investments on a fair
value basis All securities in the FVPL category are classified as other than trading

Purchases and sales of investments are recognised on the trade date, which s the date that the Company commts to
purchase or sell the assets, at theur fair values less transaction costs Debt securities are inttially recorded at their
fair value, which 1s taken to be amortised cost, with amortisation credited or charged to the income statement
Investments classified as other than trading are subsequently carried at fair value Changes in the fair value of other
than trading investments are included in the income statement in the period in which they anise

Investments carried at fair value are measured using a fair value hierarchy, described in note 11, with values based
on quoted bid prices or amounts derived from cash flow models Fair valugs for unhsted equity securities are
estimated using applicable price/earnings or price/cash flow ratios refined to reflect the specific circumstances of
the issuer

(J) Loans

Loans with fixed maturities are recogmsed when cash 1s advanced to borrowers These loans are carried at their
unpaid principal balances and adjusted for amortisation of premium or discount, non-refundable loan fees and
related direct costs These amounts are deferred and amorused over the life of the loan as an adjustment to loan
yield using the effective interest rate method

At each reporting date, loans carried at amortised cost are reviewed for objective evidence that they are impaired
and uncollectable, either at the level of an individual secunity or collectively within a group of loans with similar
credit nisk characteristics To the extent that a loan 1s uncollectable, 1t 15 written down as impaired to 1ts recoverable
amount, measured as the present value of expected future cash flows discounted at the oniginal effective interest
rate of the loan, including any collateral recervable Subseguent recoveries m excess of the loan's written down
carrying value are credited to the income statement

12
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Accounting policies (continued)

(K) Trade receivables

Trade recervables are recogmsed (nitially at fair value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment A provision for imparrment of trade receivables
1s estabhished when there 1s objective evidence that the Company will not be able to collect all amounts due
according to the ongnal terms of receivables The amount of the provision s 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 in the income statement

(L) Operations held for sale

Assets and habihities held for disposal as part of operations which are held for sale are shown separately in
the statement of financial position Non-current assets classified as held for sale are recorded at the lower of
their carrying amount and their farr value, less estimated selling costs

(M) Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and in hand, deposits held at call with banks, treasury
bills and other short-term hughly liquid investments that are readily convertible to known amounts of cash
and which are subject to an insigntficant 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
insignificant change in their fair values For the purposes of the statement of cash flows, cash and cash
equivalents also include bank overdrafts, which are included within trade and other payables in the
statement of financial position

(N) Fmanacal guarantee contracts

Financial guarantees are recognised initially at thewr fair value They are subsequently measured at the
higher of the expected receivable or hability under the guarantee and the amount initially recognised less
any accumulated amortisation A hability 15 recogmised for amounts payable under the guarantee 1f it 1s
more likely than not that the guarantee will be called upon and a receivable 1s recognised 1f 1t 1s virtually
certain

(O) Leases

Leases in which a sigmificant portion of the nisks 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-hine basis over the period of the relevant leases

(P) Borrowings

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

Borrowings are classified as current liabilities unless the Company has an unconditional nght to defer
settlement of the hability for at least 12 months after the statement of financial position date

13
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Accounting policies (continued)

{(Q) Income taxes

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

Provision i1s made for deferred tax Liabilities, or credit taken for deferred tax assets, using the hability method, on

all material temporary differences between the tax bases of assets and habihities and their carrying amounts in the

financial statements The rates enacted or substantively enacted at the statement of financial position date are used
10 determune the deferred tax

Current and deferred tax relating to items recognised in other comprehensive income and directly n equaty are
similarly recognised in other comprehensive income and directly 1n equity respectively Deferred tax related to fair
value re-measurement of available for sale investments, owner-occupied properties and other ameounts charged or
credited directly to other comprehensive income 1s recognised in the statement of financial position as a deferred
tax asset or liability

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

Deferred tax 1s not provided on revaluations of investments in subsicdianes as, under current tax legislation, no tax
1s expected to anse on their disposal

(R) Employee benefits

(1) Pension obligations

The Company operates defined benefit pension plans, the assets of which are held in separate trustee-admunistered
funds The pension plans are funded by payments from employees, the Company's subsidiaries and by the
Company

For defined benefit plans, the pension costs are assessed using the projected umit credit method Under this
method, the cost of providing pensions 1s charged to the income statement so as to spread the regular cost over the
service lives of the employees The pension obligation 15 measured as the present value of the estimated future
cash outflows, 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 n the statement of
financial position

Costs charged to the income statement comprise the current service cost (the increase in pension obhigation
resulting from employees’ service in the current penod, together with the schemes’ administration expenses), past
service cost {resulting from changes to benefits with respect to previous years’ service), and gains or losses on
curtailment (when the employer matenially reduces the number of employees covered by the scheme) or on
settlements (when a scheme’s obligations are transferred from the Company) In addition, the difference between
the expected return on scheme assets, less investment expenses, and the mterest cost of unwinding the discount on
the scheme liabilities (to reflect the benefits being one period closer to being paid out) 1s booked to pensions net
finance cost/income All actuanal gains and losses, being the difference between the actual and expected returns
on scheme assets, changes i assumptions underlying the habihty calculations and experience gains or losses on
the assumptions made at the beginning of the period, are recogmised immediately 1n other comprehensive income

14
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Accounting policies (continued)

(R) Employee benefits (continued)
(1)  Other post-retirement obligations

The Company provides medical benefits on a discretionary basis for certain pensioners and their dependants
1n the United Kingdom ("UK") Unlike the pension schemes, no assets are set aside in separate funds to
provide for the future hability

(S) Provisions and contingent habilities

Provisions are recognised when the Company has a present legal or constructive obligation as a result of
past events, 1t 1s more probable than not that an outflow of resources embodying economic benefits will be
required to settle the obhgation, and a reliable estimate of the amount of the obligation can be made  Where
the Company expects a provision to be reimbursed, for example for environmental restoration, restructuring
costs and legal claims, the reimbursement (s recognised as a separate asset but only when the reimbursement
1s virtually certain

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

Conungent liabihities are disclosed 1f there 1s a possible future obligation as a result of a past event, or 1f
there 1s a present obligation as a result of a past event but either a payment 1s not probable yet sull possible
or the amount cannot be reliably estimated

(T) Share capital and dividends
Equuty instruments

An equity instrument Is a contract that evidences a residual interest in the assets of an entity after deducting
all of its habilities Accordingly, a financial instrument 15 treated as equity 1f

(1} there 1s no contractual abligation to deliver cash or other financial assets or to exchange financial
assets or lhabilities on terms that may be unfavourable, and

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

Dwvidends

Interim dividends on ordinary shares are recognised tn equity in the period in which they are paid Final
dividends on these shares are recognised when they have been approved by shareholders
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RAC plc

Income statement
For the year ended 31 December 2009

Note
Revenue
Interest income
Dividend income
Pension costs recharged 21(A)Db)
75 Pension Credit 2H(AXa)1)
Total revenue
Operating expenses
Admunistrative expenses 2
Finance costs 2
Loss on sale of subsidiaries 7(b)m)
Profit/(loss) before tax
Tax credit 6

Profit/(loss) for the year

Restated
2009 2008
£fm im
16 8
17 6
11 15
10 -
54 29
(22) (61)
(22) 12
(6) (85)
4 (105)
2 4
6 (1o1)

The accounting policies on pages 9 to 15 and notes on pages 21 to 58 are an integral part of these financial

statements
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RAC ple

Statement of comprehensive income
For the year ended 31 December 2009

Note

Profit/(loss) for the year
Other comprehensive income
Investments classified as available for sale

Fair value gains 7(b)
Actuarial gains on retirement benefit obligations

Actuanal losses on defined benefit schemes 21(AXc) ()

Actuanal gains on post retirement medical benefit scheme 21{B)(c)(1v)

Other comprehensive income, net of tax

Total comprehensive income for the year

2009 2008
£m £m

6 (101)

31 47

(145) (174)
1 -

{113) (127

(107) (228)

The accounting policies on pages 9 to 15 and notes on pages 21 1o 58 are an mtegral part of these financial

statements
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RAC plc

Statement of financial position

As at 31 December 2009

ASSETS
Non-current assets

Investments in subsidiaries
Property and equipment
Loans

Financial investments

Trade and other receivables

Current assets
I rade and other receivables
Current tax assets

Cash and cash equivalents

Assets held for sale

LIABILITIES
Current habilities

Fancial habthties
Trade and other payables

Provisions

Net current habihities

Non-current habihities
Reurement benefit obligations

Trade and other payables

Net assets

EQUITY

Ordinary share capital
Share premium

Other reserves

Retained earnings

Total equity

Note

10
12

22
15
16

21
15

17

2009

£m

44

(10)
(164)
4y

2008

£m

45
10

13

76

(175)

(nm
(127)
2)

(140)

(131

(64

(315)
(235)

(181)
(221)

350

457

31
153
100

66

31
153
69
204

350

457

I'he accounting policies on pages 9 to 15 and notes on pages 21 to 58 are an integral part of these financial statements

Approved by the Boardon |7} JUN& 20\0

(g

D FR McMillan
Dhrector
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RAC plc

Statement of changes in equity
For the year ended 31 December 2009

Ordinary Capital Investment
share Share redemption Other revaluation Retained Total
capital premium reserve reserves reserve earnings equity
£im £fm £m £m £m £m £m
Balance at | January 2008 31 153 l 20 21 459 685
Totat comprehensive mcome for
the year - - - - 47 (275) (228}
Transfer to retained eamings
(note 18) - - - {(20) - 20 -
Total movements in the year - - - {20} 47 {255) (228)
Balance at 31 December 2008 31 153 1 - 68 204 457
lotal comprehensive income for
the year - - - - 31 (138} {107)
Total movements 1n the year - - - - 31 (138) (107)
Balance at 31 December 2009 31 153 1 - 99 66 350

The accounting policies on pages 9 10 15 and notes on pages 21 to 58 arc an integral part of these financial statements
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RAC plc

Statement of cash flows
For the year ended 31 December 2009

Cash flows from operating activities
Net cash (outflow to) operating activities

Net cash (used in) operating activities

Cash flows from investing activities

Capital injections to subsidiaries

Dividend received

Proceeds from sale of subsidianies (note 7(b)(n) and 23(c))
Interest received

Net cash from investing activities

Cash flows from financing activittes

Net repayment of external borrowings

Net cash used n financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

The accounting pelicies on pages 9 to 15 and notes on pages 21 to 58 are an wntegral part of these financial

staterments
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Total Total
Note 2009 2008
£m £fm
23(a) (13) (38)
(13) (38)
- (22)
- 7
4 67
9 -
13 52
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RAC plc

Notes to the financial statements

1. Presentation changes

(a) The Company has adopted IAS 1 (Revised) Presentation of Financial Statements as at 1 January 2009 The principal
effect of this has been in presentatton of the financial statements, in the following areas

(1) The utles of some of the prime statements have changed, so that the statement of recognised gains and losses 1s now
called the statement of comprehensive income, the reconcibiation of movements in shareholder's equity 1s now called the
statement of changes 1n equity, the balance sheet 1s now called the statement of financial position, and the cash flow
slatement 15 now called the statement of cash flows

(11) The standard requires the income tax effect of each component of comprehensive income to be disclosed

(11} Changes in the year in each element of equity must now be shown on the face of the statement of changes in equity,
rather than in the notes

(iv) The standard requires entities to present a comparative statement of financial position as at the beginning of the
carhiest comparative period when the entity has applied an accounting policy retrospectively, makes a retrospective

restatement or reclassifies items in the financial statements None of these conditions applies

(b) The Company has also adopted Amendments to IFRS 7, Improving Disclosures about Financial Instruments,
asat | January 2009 The principal impact of these amendments 1s to require the following additional disclosures

(1) An analysis of financial assets and habilities carnied at fair value using a fair value herarchy that reflects the
significance of inputs used I making the fair value measurements,

(1) An analysis of transfers of financial assets and Liabilities between different levels of the fair value hierarchy,

{in) A reconcihiation from beginning to end of period of the financial assets and habilities whose fair value 1s based on
unobservable inputs, and

(1v) An enhanced discussion and analysis of liquidity nisk, including a matunity analysis of financial assets held for

managing hquidity nisk, 1f that information 1s necessary 1o enable users of the financial statements to evaluate the nature
and extent of hquidity nisk

Comparative information for the disclosures required by the IFRS 7 amendments 1s not needed 1n the first year of
application

21




RAC plc

Notes to the financial statements (continued)

2 Profit/(loss) before tax

The following (charges)/credits have been included in arriving at profit/(loss) before tax

2009 2008
£m £m

Admimistrative expenses include’
Imparrment of investments 1n subsidianes (note 7(b}} 27 (44}
Impairment of receivables from related parues - (15)
Decrease in provisions against receivables from related parties (see below) 15 12

On 10 February 2009, the Company made a capital injection of £15 miliion to RAC Brand Management Limited to
cover the net liabilities of the subsidiary The capital injection was settied by reducing the intercompany receivable
due from the subsidiary An impairment provision of £15 million was made aganst the intercompany receivable at 31
December 2008 This was reversed in 2009 and the investment in subsidiary was impaired

Operating lease charges have been borne directly in 2008 and 2009 by a subsidiary company, R A C Motoring

Services
Note 2009 2008
£m £fm
Finance costs include
Interest payable to other Group companies )] (2)
Pensions net finance (cost)/income 21(AXc)(1) (15) 14
(22) 12
3 Employee information
The average number of persons employed during the year was
2009 2008
Number Number
Administration 14 27
Total staff costs were
fm £m
Wages and salanes - 1
Post-retirement obligations (note 21(A)(b)} 8 11
B 12
These costs were charged within
2009 2008
£m £m
Administrative expenses 8 12

Employees are employed by either the Company or by other Group compames
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RAC ple

Notes to the financial statements (continued)

4

Directors

All directors of the Company are remuncrated as employees by a fellow Group company, Aviva Employment
Services Limited This remuneration 1s recharged to all operating divisions of the Aviva Group under
management service agreements However, no cost 1s borne by the Company for the services of the directors in
their capacity as drrectors

Auditor's remuneration

The total remuneration payable by the Company, excluding VAT, to its auditor, Ernst & Young LLP, in respect
of the audht of these financial statements, 1s shown below The Company s exempt from disclosing other fees
payable to uts auditors, in respect of other work, by virtue of regulation 5(1}(b) of The Companies (Disclosure
of Auditor Remuneration and Liabihty Limitation Agreements) Regulations 2008, as 1t 1s disclosed within the
Annual Report and Accounts of Aviva plc, the Company's ultimate controlling entity (see note 26(d))

2009 2008
£000 £000
Audit services
Statutory audit of the Company's financial statements 47 47

Audit fees are borne by Aviva Central Services UK Linuted, a fellow Group company, and recharged to the
Company

Tax

(a) Tax credited to the income statement

The total tax credit comprises 2009 2008
£im £m

Current tax®

For this year (O (10)
Adjustment in respect of prior year (1 3
Total current tax (2) (15)

Deferred tax

Origination and reversal of tuming differences - 11
Total deferred tax - 1
Total tax credited to income statement 2) {4)
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RAC plc

Notes to the financial statements (continued)

6 Tax (continued)

{b) Deferred tax charged to the income statement represents movements on the following items

2009

2008

£m
Penstons and other post retirement obligations -

£m
11

Total deferred tax charged io income statement -

(¢) Tax reconcihation

The tax on the Company’s result before tax differs from the theoretical amount that would arise using the tax rate in

the Unuted Kingdom ("UK"} as {ollows

2009 2008

£m £m

Net profit/(loss) before tax 4 (105)
Tax calculated at standard UK corporation tax rate of 28% (2008 28 5%) ! (30)
Adjustment to tax charge 1n respect of prior years (1) (5)
Non-assessable dividends (4) 2)
Non-taxable loss on sale of subsidiaries 2 24
Disallowable expenses - 1
Deferred tax assets not recogmised (3) (6)
Impairment of investment in subsidiaries 3 13
Other . 1
Tax (credited)/charged for the penod (note 6(a)) (2} (4)
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RAC ple

Notes to the financial statements (continued)

7

Investments in subsidiaries

(a} Particulars of matenal subsidiaries are given below Those companies which have been omutted do not
matenally affect the amount of the result or assets shown 1 the financial statements The companies have

share capital compnising shares of one class only and are incorporated in Great Britain

Class Proportion
Company Type of business of share held
R A C Motoring Services Motor breakdown cover Ordinary 100%
RAC Insurance Limited General insurance business Ordinary 100%
RAC Financial Services Limited Supplying ancillary financial Ordinary 100%

SETVICES

(b) Movement in the Company’s mvestments in 1ts subsidiaries

2009 2008
Farr value £m £m
At 1 January 752 709
Additions - 156
Capital 1njections (note 7(b}1)) 15 45
Disposals (note 7(b)(u})} - (154)
Impairment of investments recogmsed 1n income statement (27) (44)
Fair value gams on revaluation of subsidiaries {note 18} 3l 47
Dividend received - &)
At 31 December 771 752

The fair value of the Company's investments 1n its subsidiaries 1s calculated by reference to net asset value
and multiples of net asset value Changes in the assumptions that are used 1n the valuation madel, to
reasonably possible alternatives, would not significantly affect the fair value of the Company's investments n

1ts subsidiaries
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RAC plc

Notes to the financial statements (continued)

"

Investments in subsidiaries (continued)

(b) Movement in the Company’s investments in its subsidiaries (continued)

(1) Capital injections

On 10 February 2009, the Company subscribed for 14 5 million ordinary shares of £1 each in RAC Brand
Management Limited to cover net habibties of the subsidiary The caputal injectson was settled by reducing
the intercompany receivable due from the subsidiary An tmpairment provision of £15 mullion made against
the intercompany current account recervable at 31 December 2008, was released in 2009

(n) Disposals

On 10 February 2009, the Company completed the disposal of The British School of Motoring Limuted and
the BSM brand 10 Arques Consulting GmbH The decision to sell was part of the Group’s wider strategy to
exit hon-core operations

2009
£m
Proceeds from sale
- non-cash constderation - Loans 4
Carrying value of assets disposed of -
Write-off of intercompany balances 9)
Pension curtatlment gain 1
Transaction costs (2)
Loss on disposal before tax 6

The consideration was settled by cash of £1 and the 1ssue of loan notes, consisting of a £3 million 10% and
a £1 milhon 12% loan note both secured by fixed and floating charges, and which were both redeemed on
30 Qctober 2009
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RAC plc

Notes to the financial statements (continued)

8 Property and equipment

2009
Valuation

At 1 January 2009 and at 31 December 2009

2008
Valuation

At 1 January 2008 and at 3] December 2008

Long

leasehold

fm

Long

leasehold

£m

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

December 2009
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RAC ple

Notes to the financial statements (continued)

9 Loans

The carrying amounts of loans at 31 December 2009 are as follows

2009 2008
At At
amortised amortised
cost Impairment Total cost Impairment Total
£m £m £m £m £m £m
Unsecured loans 11 - 11 11 - 11

The toan notes were 1ssued during 2008 The loan 15 8% unsecured, guaranteed, subordinated loan notes
The fair value of the loan 1s esumated to be £11 mition No impaimment 1s considered necessary as at 31 December
2009

The loan 1s expected to be recovered on 31 December 2011

Dunng the year, the Company acquired loan notes consisting of £3 nullion 10% and £1 milhon 12% loan notes both
secured by fixed and floating charges as part of the disposal of its entire shareholding 1n TBSOM to Arques Consulting
GmbH Both loan notes were redeemed on 30 October 2009

10 Financial investments

(a) Carryimg amount
Financial investments comprise
At fair value through profit or loss

2009 2008
£m £m

Equity securities
Preference shares 4 4

The investments are expected to be recovered in more than one year after the balance sheet date

(b) The following 1s 2 summary of the cost/amortised cost, gross unrealised gains and losses and fair value of financial

investments

2009

Unrealised Unrealised
Cost 2a1ns losses  Fair value
£m £fm £m £m
Equity securities 9 - (5) 4
2008

Unrealised Unreahised
Cost gains losses  Fair value
£m £m £m £m
Equity secunties 9 - (5) 4
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RAC ple

Notes to the financial statements (continued)

11 Fair value

(2) Fair value methodology

For investments carried at fair value, the Company has categorised the measurement basis into a
far value hierarchy® as follows

Quoted market prices in active markets — ("Level 1")

Inputs to Level 1 fair values are quoted prices (unadjusted) in active markets for idenuical assets An active
market 1s one in which transactions for the asset oceur with sufficient frequency and velume to provide
pricing mnformation on an ongeing basss Examples are listed equities in active markets, hsted debt secunties
n active markets and quoted umit trusts 1n aciive markets

Modelled with significant observable market imputs — ("'Level 2")

Inputs to Level 2 farr values are mnputs other than quoted prices included within Level | that are observable for
the asset, either directly or indirectly  1f the asset has a specified (contractual) term, a Level 2 mput must be
observable for substantially the full term of the asset Level 2 inputs include the following

¢ quoted prices for similar (1 e not identical) assets in active markets,

* quoted prices for idenucal or similar assets in markets that are not active, the prices are not current, or price
quotations vary substantially either over nime or among market makers, or in which Iitle information 1s
released publicly,

e 1nputs other than quoted prices that are observable for the asset (for example, interest rates and yield curves
observable at commonly quoted intervals volatihties, prepayment speeds, loss severinies, credit risks, and
default rates), and

& 1nputs that are derived principaily from, or corroborated by, observable market data by correlation or other
means (market-corroborated inputs)

Examples of these are securities measured using discounted cash flow models based on market observable
swap yields, investment property measured using market observable information, hsted debt or equity
securrties i a market that 1s inactive, and vestments m subsidiaries using models underpinned by Aviva plc's
market capitalisatien

Modelled with sigmificant unobservable market inputs — ("' Level 3')

Inputs to Level 3 fair values are unobservable mputs for the asset  Unobservable mputs may have been used
to measure fair value to the extent that observable inputs are not available, thereby allowing for situations n
which there 15 little, 1f any, market activity for the asset at the measurement date (or market information for the
Inputs to any valuation models) As such, unobservable inputs reflect the assumptions the Company constders
that market participants would use in pricing the asset Examples are certain private equity mnvesiments and
private placements and investments 1 subsidianies valued at net asset value

The Company's investments are based on esumates and recorded as Level 3 investments Where estimates are
used, these are based on a combination of ndependent third party evidence and internally developed models,
calibrated o market observable data where possible Whilst such valuations are sensittve to esumates, It 1s
believed that changing one or more of the assumptions to reasonably possible alternative assumptions would
not change the fair value ssgmficantly

An analyss of investments according 1o fair value hierarchy 1s given overleaf
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RAC plc

Notes to the financial statements (continued)

11 Fair value (continued)

(b) Fair value hierarchy

Investment in subsidiaries
Loans
Equity secunities

Investment in subsicharies
Loans
Equity securities

2009

Statement

of financial

Fair value hierarchy Amortised position

Level 1 Level 2 Level 3 Sub-total cost Total
£m £m £m £m £m £m

- - 771 i - 771

- - - - I 11

- - 4 4 - 4

- - 775 775 11 786
2008

Statement

of finaneal

Fair value hierarchy Amortised position

Level 1 Level 2 Level 3 Sub-total cost Total
£m £m £m £m £m £m

- - 752 752 - 752

- - - - 11 11

- - 4 4 - 4

- - 756 756 11 767

{¢) The table below show movements in the assets measured at fair value based on valuation techniques for
which any significant input 1s not based on observable market data (Level 3 only)

Balance at 1 January
Purchases

Capital injections
Disposals

Dhividend recewved
Unrealised gains/(losses)

Balance at 31 December

30

2009 2008
£m £m
756 709

- 165

15 45

- (154)

- Q)

4 (2
775 756




RAC plc

Notes to the financial statements (continued)

12

13

Trade and other receivables

2009 2008
£m £m
Prepayments - 1

Receivables from related parties (see below)
Loans 244 155
Current accounts 16 42
Other debtors 16 2
276 200
Expected to be settled within one year 32 45
Expected to be settled in more than one year 244 155
276 200

Total amounts due from related parties

Loans (note 26(a)(v1)) 244 155
Trade receivables and current accounts {note 26(a)(vi})) 16 42
260 197

Assets held for sale

The assets and labilities of operations classified as held for sale as at 31 December 2009 are as follows

2009 2008

£m £m

Receivables from related parties - 8
Total assets ~ 3

In 2008, the Group decided to sell, and actvely market, certain companies as part of its wider sirategy to
exit non-core businesses As at 31 December 2008, some of these companies were yet to be sold but were
expected to be disposed of 1n the first half of 2009

On 10 February 2009, the Company sold its entire shareholding of The British School of Motoring
Limited to Argues Consulting GmbH for a consideration of £4 million less transacuon costs of £2
milhon, resulting in a loss on disposal of £6 million, representing a deterioration n expected proceeds
since 31 December 2008
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Notes to the financial statements (continued)

14 Tax assets and liabilities

(2) Current tax

2009 2008
£m £m
Tax asset
Expected to be recoverable in more than one year 1 10
Tax asset recogmsed 1n statement of financial position 1 10

Assets for prior years tax settled by group relief of £13 pullion (2008 £19 mtlhon) are included within
trade and other receivables (note 12} and within the related party transactions (note 26(a)(1v)) and are
recoverable in less than one year

(b) Deferred tax

The movement 1n the net deferred tax asset was as follows 2009 2008

£m £m
Net asset at 1 January - 11
Amounts charged to profit (note 6(a)) - (1

Net asset at 31 December - -

The Company has unrecognised temporary differences of £316 mllion (2008 £179 mullion) to carry
forward indefinitely agamst future taxable income In addition, the Company has an unrecognised capital
loss of £99 million (2008 £101 milhion)

32




RAC plc

Notes to the financial statements (continued)

15 Trade and other payables

16

Amounts due to related parties (note 26(a)(vi))
Loans
Current accounts

Bank overdrafts (note 23(b))
Accruals

Other creditors

Expected to be settled within one year

Expected to be settled in more than one year

Total amounts due to related parties

Loans (note 26{a)(vi))
Trade payables and current accounts (note 26(a)(vi))

Provisions

Vacant leasehold

Expected to be settled within one year

At 1 January 2009

Utilised during the year

At 31 December 2009

33

2009 2008
£m £m
235 221
149 101
6 7
7 7
2 12
399 348
164 127
235 221
399 348
235 221
149 101
384 322
2009 2008
£m £m
1 2
| 2
Vacant
leasehold
£m
2
(n
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Notes to the financial statements (continued)

17

18

Ordinary share capital
Details of the Company's ordinary share capital are as follows 2009 2008
£m £m
Authornsed
164,940,000 (2008 164,940,000) ordinary shares of 25 pence each 41 41
Allotted, called up and fully pard
122,590,168 (2008 122,590,168) ordinary shares of 25 pence each 31 31
Other reserves
Capital Investment
redemption Other  revaluation
reserve reserves reserve Total
£m £m £m £m
Balance at 1 January 2008 1 20 21 42
Revaluation of subsidiaries (note 7} - - 47 47
Transfer to retained earnings - 20) - (20)
Total movements in the year - 20) 47 27
Balance at 31 December 2008 1 - 68 6%
Revaluation of subsidiaries (note 7) - - 31 31
Total movements in the year - - 31 31
Balance at 31 December 2009 | - 99 100

The "other reserves" arose 1n 2002 on the assignment of certain trademarks to RAC Brand Management Limited, a
subsidiary company, at market value As the relevant trademarks had been either sold or fully impaired in RAC Brand
Management Limited by 31 December 2008, this reserve has been fully released in 2008
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Notes to the financial statements (continued)

19

20

21

Financial guarantees and options
The Company and certain of 1ts subsidiary compantes have given cross guarantees in respect of joint bank
accounts The Company has also given other guarantees m respect of certain bank overdrafts and loans to

subsidiary companies

In the opinton of the directors the fair value of these guarantees 1s not material and no material loss 1s
expected to anse therefrom

Commitments

Future aggregate mimimum lease payments under non-cancellable operating leases are as follows

2009 2008
£m £m
Within 1 year 2 2
Later than 1 year and not later than 5 years 2 3
4 5

Retirement benefit obligations
Pension deficits 2009 2008
£m £m
Defined benefits schemes (see (A) below) 31 (176)
Post-retirement medical benefits scheme (see (B) below) @ (5)
(315 (181)

(A) RAC (2003) Pension Scheme and Auto Windscreens Penston Scheme
{a) Introduction

In the UK, RAC plc operates two main pension schemes for its subsidiaries, the RAC (2003) Pension
Scheme (see (1) below) and the smaller Auto Windscreens Pension Scheme (see (11) below) Under these
schemes, members receive benefits on a defined benefit basis {(generally related to final salary) The assets
of each scheme are held 1n a separate trustee-admimstered fund to meet long-term pension hiabilities to past
and present employees

(1) RAC (2003) Pension Scheme ("RAC Scheme')

For funding purposes, an actuarial valuation report has been prepared for the RAC Scheme as at an effective
date of 31 March 2009, with the obligations calculated using the Projected Umit Credit Method

Pension costs for the RAC Scheme are imually borne by the Company and are then recharged to the

operating divisions of the RAC Group of companies as part of an overall charge for payroll-related 1tems
The recharge 1s calculated dependent on the numbers and costs of employees werking 1n each division
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)

(A) RAC (2003) Pension Schemne and Auto Windscreens Pension Scheme (continued)
(a) Introduction (continued)
(1) RAC (2003) Pension Scheme ("RAC Scheme'’) (continued)

Contributions to the RAC Scheme throughout 2009 were 22 2% of employees' pensionable salaries (these
rates include allowance for hife insurance premiums paid from the Scheme and administrative expenses)
During the year, additional deficst funding payments were made of £8 millhon Contribution and deficit
funding payments are expected to continue unchanged in 2010

Prior to their disposal by the Company 1n 2008 to Arques Consulting GmbH, Auto Windscreens Limited and
BSM Limited both participated 1n the RAC Scheme The sale of each subsidiary by the Company triggered a
section 75 debt under the Pensions Act 1995 of £10 million in total Under the sale agreements, for both
Auto Windscreens Limited and BSM Limuted, the Company indemmnified Arques Consulting GmbH for debt
arising on the 1ssuance of formal contribution notices  These notices were received by Auto Windscreens
Limited and BSM Limuted from the Trustees of the RAC Scheme on 21 Octaber 2009 On 18 December
2009, the Company approved payment of £10 milhon by the Company’s subsidiary, R A C Motoring
Services to the RAC Scheme This payment, as acknowledged by the Trustees, constituted full and final
settlement of Auto Windscreens Limited and BSM Limited obligations to the RAC Scheme under Pensions
law Therefore, no amount is payable under the indemnty and as such the night to claim has been waived by
Arques Consulting GmbH

In the absence of any contractual arrangements to allocate the net defined benefit cost for the RAC Scheme,
measured in accordance with IAS 19, 10 individual businesses, 1t 15 the policy to allocate this cost fully to the
Company

(n) Auto Windscreens Pension Scheme ("' AW Scheme")

For funding purposes, an actuarial valuation report has been prepared for the AW Scheme as at an effective
date of § April 2006, with the obligations calculated using the projected unit credit method

On 8 December 2008, the Company assumed the role of principal employer for the AW Scheme The
Company assumed full obhigation for the benefit provided and as such has bocked a lass on acquisition of the
AW Scheme of £3 million to the statement of comprehensive income

On 30 December 2008, RAC Auto Windscreens Limited, the matn employing company, was sold at which
point 2ll members of the AW Scheme became deferred A curtailment gan of £1 milion was recognised n
the income statement Pension costs for the AW Scheme are borne by the Company

During the year, deficit funding and administrative expense payments were made of £2 million This 15
expected to continue unchanged 1n 2010

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

20069 2008

£m £m

Pension cost {note 21(A)(c)Y(in)) 8 il

Less amounts recharged to RAC operating businesses (1 (15}
Less 575 Pension Credit (note 21({AXa)(1) (10 -

{Income)/expense retained in the Company (13) G
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(A) RAC (2003) Pension Scheme and Auto Windscreens Pension Scheme (continued)
(¢) IAS 19 disclosures

Disclosures under [AS 19 for the RAC Scheme and A W Scheme are given below on a conschidated
basis ("the Schemes")

(1) Assumptions on the habilities of the Schemes

The wnherent uncertainties affecting the measurement of the habilities of the Schemes require these
to be measured on an actuarial basis This involves discounting the best estimate of future cash flows
to be paid out by the Schemes using the projected umt credit method This 1s an accrued benefits
valuation method which calculates the past service hability to members and makes allowance for
their projected future earnings It 1s based on a number of actuanal assumpuons, which vary
according to economic conditions, and changes 1n these assumptions can maternally affect the
measurement of the pension obligations

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 wn order 10 assess the habilities of
the Schemes at 31 December 2009 This update was made by the Scheme's actuary The Schemes'
assets are stated at their fair values as at 31 December 2009

The details for the defined benefit section of the Schemes are shown below Although these Schemes
provide both defined benefit and defined contribution pensions, the assets and Liabilines shown
exclude those relating to defined contribution pensions

The main financial assumptions used to calculate the Schemes' Liabilities under IAS 19 are

2009 2008

% %

Inflation rate 36 29
General salary increases 54 47
Pension increases 36 31
Deferred pension increases Jé 3l
Discount rate 57 62

The discount rate and pension mcrease rate are the two assumptions that have the largest impact on
the value of the hiabilities, with the difference between them being known as the net discount rate
The discount rate 13 based on current average yields of high quality debt mstruments (AA-rated
corporate bonds), taking account of the maturities of the defined benefit obligations A 1% ncrease
in this rate (and therefore the net discount rate) would reduce the habilities by £208 mithon and the
service cost for the year by £3 million
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(A) RAC (2003) Pension Scheme and Auto Windscreens Pension Scheme (continued)
(c) IAS 19 disclosures (continued)

(1) Assumptions on the habihties of the Schemes (continued)

Mortality assumptions are significant in measuring the Group’s obligations under the defined
benefit section of the Schemes, particularly given the maturity of obligations in these Schemes
The mortality tables and average hife expectancy used at 31 December 2009 for Scheme members
are as follows

Mortalsty Normal  Life expectancy (pension  Life expectancy (pension
table retirement  duration) at NRA of a male duration) at NRA of a
age (NRA) female
Currently 20 years Currently 20 years
aged NRA youngerthan  aged NRA younger than
NRA NRA
PA92U2010MC with a 60 894 925 918 939
one year age rating
deduction and an (29 4) (323) (318} 339)
allowance for future
improvements

The assumptions above are based on commonly-used mortalty tables, which have been adjusted
to reflect recent research 1nto mortality experience However, the extent of future improvements in
longevity I1s subject to considerable uncertainty, and judgement 1s required In setting this
assumption The assumptions include an allowance for future mortality improvement, based on the
actuanal profession’'s medium cohort projection table and incorporating underptns to the rate of
future improvement equal to | 5% p a for males and 1 0% p a for females The effect on the
Schemes of assuming all members were one year younger would increase the Schemes' habilities
by £23 million The Schemes' habilities have an average duration of 20 years

{u) Assumptions on the assets of the Schemes

The expected rates of return on the assets of the Schemes are

2010 2009

% %

Equities 78 63
Bonds 48 52
Property 63 48
Cash 09 32
Derivatives 41 34
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(A) RAC (2003) Pension Scheme and Auto Windscreens Pension Scheme {continued)
(¢) IAS 19 disclosures (continued)
(1) Assumptions on the assets of the Schemes (continued)
The overall rates of return are based on the expected returns within each asset category and on current asset
allocations The expected returns for equities and properties have been aligned with the rates used by Aviva ple, the
ultimate controlling entity, for longer-term investment return assumptions The figures for the total expected return

on the Schemes' assets in the following section are stated after deducting investment expenses

(1) Pension expense

2009 2008
£m £m
The penston {expense)/credit for the Schemes comprises
Current service cost (9) (12)
Garn on curtallment 1 1
Total pension cost (8) (1)
Expected return on the Schemes' assets 41 69
Interest charge on the Schemes' habhities (56) (55)
Net Finance (Cost}/Income (15) 14
Total (charge)/credit to the income statement, prior to recharge (23) 3
2009 2008
£m £m
Expected return on the Schemes' assets (413 (69)
Actual positive/(negative) return on these assets 101 (204)
Actuanal gamns/(losses) on the Schemes' assets 60 (273)
Experience (losses)/gains arising on the Schemes' habilities (5) 9
Change in assumptions (increasing)decreasing the present value of the Schemes'
(200} 93
liabilities
Loss on scheme transfers - (3)
Actuanal losses recognised 1n the statement of comprehensive income (145) (174)

The cumulative amount of actuanal losses recognised n the statement of comprehensive income since 1 January
2004 (the date of transition to [FRS) was £455 million at 31 December 2009 (2008 £310 million)
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RAC plc

Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)

(A) RAC (2003) Pension Scheme and Auto Windscreens Pension Scheme (continued)

(¢) FAS 19 disclosures (continued)

(v} Schemes' defiert

The assets and liabilities of the Schemes, attributable to defined benefit members, at 31 December 2009 comprise

Equities

Bonds

Property

Cash and derivauves
Total fair value of assets

Present value of the Schemes' liabilities

Deficit in the Schemes’

(v1) Movements in the Schemes' deficit

Movements 1n the Schemes' deficit are as follows

2009

Balance at 1 January

Employer contributions

Employee coninbutions

Section 75 payment by subsidiary company
Benefits paid

Charge to net operating expenses

Gain on curtallment

Credit/{charge) to investment income

Actuanal (losses)/gains

Balance at 31 December

2009 2008
£m £im
295 323
3590 300
57 63
88 47
830 735
(1,141) 911)
(311 (176)
Net
Schemes’ Schemes' pension
assets habilities deficit
2009 2009 2009
£m £m £m
735 911} (176}
23 - 23
3 (3 -
10 - 10
(42) 42 -
- 9 )]
. 1 1
41 (56) (13
60 (205) (145)
830 (1,141) (310
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RAC plc

Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
{A) RAC (2003) Pension Scheme and Auto Windscreens Pension Scheme (contimued)
(e) 1AS 19 disclosures (continued)

{(v1) Movements in the Schemes' deficit (continued)

Net

Schemes' Schemes' pension

assets Liabihties deficat

2008 2008 2008 2008

£m £m £m

Balance at 1 January 937 (959) (22)

Employer contributions 17 - 17
Employee contnibutions 3 (3) -
Benefits paid (32) 32 -

Charge to net operating expenses - (12) (12}

Gatn on curtallment - 1 1

Credit/ (charge) to investment income 69 (55) 14

Transfer from other schemes 14 an (3

Actuarial (losses)/gains (273) 102 (171}

Balance at 31 December 735 911y (176)

The change in the Schemes' deficit during 2009 1s mainly attributable to the adverse changes n
assumptions underlying the present value of the Schemes' habihities, partly offset by the gains in equity
and property investment values
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)

(B) Post-retirement medical benefits scheme
(a) Introduction

The Company provides medical benefits on a discretionary basis for certain pensioners and their dependants
i the UK The number of pensioners entitled to this benefit at 31 December 2009 was 152 (2008 152)

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

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

(b) Charges to the income statement

2009 2008
£m £m

Administration expenses - -

(c) IAS 19 disclosures

(1) Assumptions on scheme's habihties

The valuation used for accounting under IAS 19 has been based on the most recent full actuanal valuation,
updated 1o take account of that standard’s requirements in order to assess the habilimies of the scheme at 31
December 2009 This update was made by the scheme actuary
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(B) Post-retirement medical benefits scheme (continued)
(©) IAS 19 disclosures (continued)

(1} Assumptions on scheme's habilities (continued)

The details for the post-retirement medical benefits scheme are shown below

2009 2008

%o %

Inflation rate 316% 2 9%
Medical cost trend 45% 6 0% for one
throughout year falling

over three

years to 5 2%
Discount rate 5 7% 6 2%

The inflation rate 1s the assumption that has the largest impact on the value of the liabihities A 1%
increase 1n this rate would 1ncrease the hiabilities by £0 4 mallion

The effect of a 1% mcrease n the assumed medical cost trend rate would increase habihities and
service costs by £0 4 million and £m] respectively The effect of a 1% decrease in the assumed
medical cost trend rate would decrease hiabilities and service costs by £0 3 million and £nil
respectively

Mortality assumptions are significant in measuring the Group’s obligations under the defined benefit
section of the scheme, particularly given the matunity of these obligations in this scheme The
mortality tables and average life expectancy used at 31 December 2009 for scheme members are as

follows
Mortahty Normal Life expectancy {pension Life expectancy (pension
table retrement  duration) at NRA of a male  duration) at NRA of a female
age (NRA)
Currently 20 years Currently 20 years
aged NRA younger than aged NRA younger than
NRA NRA
PA92U2010MC with a 60 894 925 918 939
one year age rating
deduction and an (29 4) (32 5) (31 8) {339
allowance for future
improvements
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RAC plc

Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(B) Post-retirement medical benefits scheme (continued)
{¢) 1AS 19 disclosures (continued)

(1) Assumptions on scheme's habilities (continued)

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

£0 Imillion

The scheme's liabilities have an average duration of 20 years

() Pension expense

2009 2008
fm £m
Gains recognised 1n the statement of comprehensive income 1 -

The cumutative amount of actuarial gains recognised 1n the statement of comprehensive income since | January
2004 (1he date of transition to IFRS) was £1 million at 31 December 2009 (2008 £ mil)

(1) Experience gains and losses

2009 2008 2007 2006 2005
£fm £m £m fm £m
Present value of scheme's (4) (5) (5) (6) (6)
habilities at the end of the year
Deficit in the scheme (4) ()] (5) (6) (6)
Experience gains on the scheme’s
liabilities
Amount of gains/(losses) 1 - 1 - (n
Percentage of the present 25 - 20 - 17
value of the scheme’s
habihities
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Notes to the financial statements (continued)

21 Retirement benefit obligations (continued)
(B) Post-retirement medical benefits scheme (continued)
{c) IAS 19 disclosures (continued}
(1v) Scheme's deficit

Movement in the scheme's deficit comprise

Net post-

retirement

medical

Scheme's benefit

habilities deficit

2009 2009 2009
£m £m

Balance at 1 January (5) (5
Actuarial gams 1 1
Balance at 31 December 4) 4
Net post-

retirement

medical

Scheme's benefit

liabilities deficit

2008 2008 2008
£m £m

Balance at 1 January &) (5)
Balance at 31 December (5) (&3]
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Notes to the financial statements (continued)

22 Financial liabilities
(a) Carrying amounts
The following table provides informaiion about the maturity periods of the Company’s borrowings

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

Denominated

currency Total
£m

2009 Amounts owed to credit mstitutions
Unsecured loan notes Sterling 2
Guaranteed loan notes Sterling 8
10

2008 Amounts owed to credit institutions
Unsecured loan notes Sterling 2
Guaranteed loan notes Sterling 9

11

All amounts owed to credit institutions have contractual repricing or maturity dates within one year

Unsecured loan notes have a maturity date of July 2010 On 3! July 2009, the Company approved
the redemption of all unsecured and guaranteed loan notes on the redemption date of 22 July 2010

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

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

2009 2008

£m fm !
Repayment of borrowings m (n
Net cash outflow M (n
Balance at | January 11 12
Balance at 31 December 10 11
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Notes to the financial statements (continued)

23 Statement of cash flows

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

Profit/(loss} before tax

Adjustments for
Loss on sale of subsidiaries
Impaiment in subsidiary companies
Increase in provision agamst receivables from related parties
Retirement benefit income
Finance costs
Interest recetvable
Dividends receivable
Changes 1n working capital
(Increase)/decrease in trade and other recervables
Increase/(Decrease) in provisions
Increase/{decrease) in trade and other payables

Contributions to the retirement benefit schemes

Net cash (outflow to) operating activities

2009 2008
£m £m
4 (105)
6 85
27 44
(15) 15
(13) 3)
22 2
(16) (8)
(7 -
47) 114
(1) 2
60 (167)
(23) a7
(13) (38)

"(Increase)decrease in trade and other recetvables” 1s stated after elminating

- £15 million of capnal inyection to a subsidiary settled by reducing sntercompany receivables,

- £11 muillion of pension costs recharged to intercompany receivables,

- £7 muilion of interest receivable capitalised on intercompany receivables,

- £15 million of impairments released to the income statement, and

- £12 million of corporation tax recoverable settled or to be settled by group rehef

"Increase/(decrease) 1n trade and other payables" 1s stated after eliminating

- £2 million of transaction costs charged to the loss on disposal of subsidianes in 2009, and

- £7 mallion of nterest payable capitahsed on intercompany payables
- £17 milhion dividends recevable

"Contributions to the retirement benefit schemes" 15 stated afier eliminatung £144 million of actuarial losses

on pension schemes and £13 muilhon of retirement benefit creduts
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Notes to the financial statements (continued)

23 Statement of cash flows (continued)

(b) Cash and cash equivalents in the cash flow statement at 31
December comprise:

Cash at bank and n hand

Bank overdrafts

(c) Cash flows n respect of the disposal of subsidiaries

Cash proceeds from disposal of subsidianes (note 7(b})

Cash flows on disposal

2009 2008
£m £m
11 13
(6) N

5 6
2009 2008
£fm £m

4 67

4 67
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Notes to the financial statements (continued)

24 Risk management

The Company has established a risk management framework to protect the Company from events that
hinder the sustainable achievement of the Company’s performarice objectives, including failling to explont
opportunmities  This framework 15 operated by a group of companies, "UKGI" (including the UK general
nsurance business carried out within Aviva Insurance Limited and Aviva Intemational Insurance Limted}),
within the Aviva plc group ("the Group™), that are engaged 1n wniting general msurance business and in
various non-insurance activies in the UK The risks faced by the Company can be categonsed as follows

+ financial risks, which cover market, credut and hquidity risks,

+ strategic nisks, which include i1ssues such as customer, products and markets as well as any risks to the
Company's business model ansing from changes in the market, and nsks ansing from mergers and
acquisitions, and

+ operational risks, which anise from inadequatety controlied internal processes or systems, human error
or non-comphance as well as from external events Operational nisks include taxation, reputation and
regulatory nisks, such as comphance

In addition, the Company 1s exposed to risks associated with pension scheme, which are dealt with in the
notes

The nsk management framework provides the means to identify, assess, measure, manage and monitor all
of the different types of risk faced by UKGI to provide a single picture of the threats and uncertainties
faced and opportunities that exist

UKGI sets limits to manage matenal risks to ensure the risks stay within risk appetite (the amount of nisk
UKGI 1s willing to accept) UKGI assesses the size and scale of a risk by considering how likely 1t 1s that
the risk will matenalise and the potential impact the risk could have on 1ts business and 1ts stakeholders
Where risks are outside appetite, actions are agreed to mitigate the exposure

UKGI’s sk management framework 1s designed to manage, rather than eliminate, the risk of failure to
achieve business objectives and can provide only reasonable assurance against matenial financial
misstatement or loss New nisks or nsks currently considered immaterial may also impaur the future
achievement of business objectives

UKGI recognises the critical importance of maintaining an efficient and effective risk management
framework To this end, UKGI has an established governance framework, which has the following key
elements

+ defined terms of reference for the legal entity Boards and the associated executive management and
other commiuttees within UKGI,

+ a clear orgamisational structure with documented delegated authorities and responsibilities from the
legal entity Boards to executive management commuttees and senior management, and

. adoption of the Group policy framework that defines nisk appetite measures and sets out nisk

management and control standards for the Group’s worldwide operations The policies also set out the
roles and responsibilities of businesses, reglons, policy owners, and risk oversight commuttees
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Notes to the financial statements (continued)

24 Risk management (continued)

UKG1 has developed economic capital models that support the measurement, comparison and further
understanding of its nisks The results of the modelling are incorporated into key strategic planning
and decision-making processes These models show the relative impact to economic capital from the
risks faced In turn this supports the assessment of appropnate and effective mitigating strategies
where nisks are outside appetiie

The Financial Services Authority also requires UKGI to assess 1ts economic capital requirements 10
ensure that it adequately reflects business and control risks

(a) Financial nsk management
(1) Market risk

Market risk 1s the risk of adverse financial impact due to changes i fair values or future cash flows
of financial instruments from fluctuations n interest rates, equity prices, property prices and foreign
currency exchange rates Market risk arises due to credit spread widening, and fluctuations in both
the value of habilities and the value of investments held

UKGI manages market risk locally within its market nsk framework, within local regulatory
constraints and 1n line with established Group pehicy, including minimum principles for matching
habilities with appropriate assets UKGI's market risk appetite 15 set by the UKGI Capitai
Management Commuttee, which also recerves regular information on market risk

The Company is exposed to movemenis in the value of the penston scheme's assets and habilities
from fluctuations 10 interest rates, equity prices, property prices and foreign currency exchange rates
Further details of the assets and habilities of the pension scheme are set out in note 21

The Company operates predominantly within the UK and there 1s no material exposure to foreign
currency exchange rates

Investments in subsidiary companies of £771 million (2008 £752 million) are mcluded at fair value
using a valuation mode! estabhished by an independent third party

Denvatives are used within policy guidelines agreed by the Aviva plc Board of Directors Denvatives
are only used for efficient portfolio management or risk hedging purposes The Company did not
have any denvatives during the year or at the year-end

(n) Credit nsk

Credit risk 1s the risk of lass 1n the value of financial assets due 1o counterparties fahing to meet all or
part of their obligations

UKGI's management of credit risk 15 carried out in accordance with Group credit risk processes,
which include setting exposute limits and monittoring exposures 1n accordance with ratings set by
credit ratings agencies such as Standard & Poor's Exposure levels are reported to, and reviewed by,
the UKGI Investment Commattee

Financial assets are graded according to current credit ratings 1ssued AAA 1s 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 Credit hmats 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 concemned
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Notes to the financial statements (continued)

24 Risk management (continued)
(a) Financial nsk management (continued)

(1) Credit risk (continued)

The following table provides information regarding the aggregated credit risk exposure of the Company
“Non-rated” assets captures assets not rated by external ratings agencies

Credit rating

Carrying value

i the

statement of

Speculanve financial

31 December 2009 AAA AA A BEB prade Non-rated position

£m £m £m £m £m £m £m

Loans - - - ] - 11

Financial investments - - - - 4 4

Orher debtors - 13 - - - 3 16

Cash and cash equivalents - 11 - - - - 1
Credit rating

Carrying value

n the

statement of

Speculative financial

31 December 2008 AAA AA A BBB grade Non-rated position

£m £fm £m £m £m £m £m

Loans - - - - 11 tl

Financial investments - - R - 4

Other debtors - - - - - b

Cash and cash equivalents - 13 - - - - 13

At 31 December 2009, no financial assets have been impaired or are overdue

Trade and other receivables of £276 million (2008 £200 milhion) mclude amounts due from related

parties of £260 milhion (2008 £197 mullion)
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Notes to the financial statements (continued)

24 Risk management (continued)

(a) Financial risk management (continued)

(1) Liqumdity nisk

The Company 1s supported through 1ts participation 1n UKGI

The following table provides an analysis, by matunty date of the principal, of the carrying value of financial

assets, which are available to fund the repayment of habihities as they crystatlise

Total Withmn 1 1t05 5to0 15 Over15 Nofixed

31 December 2009 year years years years terms
£m £m £m £m £m £m

Investments in subsidiaries 771 - - - - 771
Loans 11 - 11 - - -
Fmanc¢ial investments 4 - 4 - - -
Current tax assets 1 - | - - -
Trade and other receivables 276 32 244 - - -
Cash and cash equivalents 11 El - - - -
1,074 43 260 - - 771

The assets above are analysed in accordance with the earliest possible redemption date of the instrument at the

imtiation of the Company

Included 1n recervables and other financial assets 15 a revolving credit agreement to Aviva International Insurance

Limited (see note 26(v1))

As explained in note 1(b), comparatve information for the disclosures required by the IFRS 7 amendments 15 not

needed 1n the first year of application and so no table for 2008 (s presented above

The following table shows the Company's financial liabilities analysed by duration

Total Within 1 1to5 S5to15 OverlSs

31 December 2009 year years years years
£m £m £m £m fm

Financial habilities 10 10 - - -
Trade and other payables 399 164 235 - -
409 174 235 - -

Total Within 1 1tes 5t015 Overl5

31 December 2008 year years years years
£m £m £m £m £m

Financial habihities 11 11 - - -
Trade and other payables 348 127 221 - -
359 138 221 - -
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Notes to the financial statements (continued)

24 Risk management (continued)

(b) Strategic risks
(1) Types of strategic rnisk

UKGI 15 exposed to a number of strategic nsks UKGI's strategy needs to support its vision, purpose
and objectives and be responsive to both the external and internal environment, 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 and improving longevity)

(1) Management of strategic risks

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

UKGI actively engages with external bodies to share the benefit of thewr expertise 1n supporting
responses to emerging risks, as well as challenging developments that could be damaging to the
busimess and the industry as a whole

(¢) Operational nsk management

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

UKGI 1s responsible for identifying and managing operational risks in line with minimum standards of
control set out in Group policies Each operational risk 1s assessed by considering the potential tmpact
and the probability of the event occurring Impact assessments are considered against financial,
operational and reputational critenia Business management teams must be sausfied that all material
risks falling outside the Group's risk appetite are being mitigated, monutored and reported to an
appropniate level Any nsks with a hugh potential impact level are monttored locally

The UKGI risk management and governance function 1s responsible for ensuring implementation of
the Group risk management methodologies and frameworks to assist ine management in this work It
also provides support and independent challenge on the completeness, accuracy and consistency of
risk assessments, and the adequacy of miigating action plans

The management of operational risk 1s overseen by the UKGI Operational Risk Commuitee

As a consequence of the above, the business unit executive management team satisfies wself that
matenial nsks are being nutigated and reported to an acceptable level
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Notes to the financial statements (continued)

25 Capital structure
The Company maintains an efficient capital structure from equity shareholder’s funds, consistent with
the Company's overall risk profile and market requirements of the business This note describes the
way the Company manages capital and shows where this 15 employed

(a) General

IFRS underpins the Company's caprtal structure and, accordingly, the capital structure 15 analysed on
this basis

(b} Capital management

In managing 1ts capttal, the Company seeks to

) maintain financial strength,
() retain financial flexibility, and
(ny) allocate caputal efficiently and repatriate excess capital where appropriate

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

{c) Measure of capital
The Company 15 required to report 1ts results on an [FRS basis

(d) Capital structure

IFRS net IFRS net

assets assets

2009 2008

£m £m

Holding company 350 457

Total capital employed 350 457
Financed by

Equity shareholder's funds 350 457
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Notes to the financial statements (continued)

26 Related party transactions
(a) The Company had the following transacuons with related pariies during the year

(1) The Company recerved income and incurred expenses on behalf of, and 1s party to funding arrangements with, feltow
Group companies in the course of business The net funding in 2009 was £23 mutlion (2008 £70 million)

(n) Dividends received in the year from subsidianies comprise £17 milhion (2008 £6 million) Interest of £7 million (2008 £8
million) was received from parent and fellow Group companies

() Dunng 2009, intercompany balances were assigned between Group companies The impact of the assignments on the
Company was to reduce the payable and receivable current account balance by £2 million

() Transactions with Group companies for settlement of corporalion tax assets and hiabilities by group relief are detailed i
note 14 Current accounts recetvable for group relief of £17 rmllion were settled during the year

{v) On 10 February 2009, the Company made a capual injection of £15 million to RAC Brand Management Limted to cover
net habilities of the subsidiary The capital injection was settled by reducing the intercompany receivable due from the
subsidiary Accordingly, an impairment provision of £15 million was made against the intercompany current account
receivable at 31 December 2008 and this was released agamst the impairment during the year ended 31 December 2009

(v1) The Company had the following amounts due from related parties

2009 2008

£m £m

Parent - loan account 234 145
QOther Group companies - loan accounis 10 10
Other Group companies - current accounts 16 42
260 197

Loan te Aviva International Insurance Limited

With effect from 1 July 2009, the Company renewed a revolving loan facility to Aviva International Insurance Limited of up
to an aggregate value of £500 million Thus 15 repayable on 30 June 2012 or on termunation of the agreement Interest 1s paid
on the facility at a fixed rate of 5% At the year end the balance 15 £234 million (2008 £145 mullion) reccivable During
2009, nterest of £6 nullion was capitahised

Loan to RAC Financial Services Limited

A £10 mullion subordinated loan 15 in operation between the Company and RAC Financial Services Limited, a subsidiary
company Interest 1s paid on the facility at 1% above Barclays Bank base rate The year end recervable balance 1s £10 million
(2008 £10 million) The principal amount loaned 10 RAC Financial Services Limited 15 £10 million The terms of the loan
provide that RAC Financial Services Limited cannot repay the loan without the prior written consent of the Financial
Services Authority
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(a) (vn) The Company had the followwng amounts due to related parties

2009 2008

im £m

Other Group companies - loan accounts 235 221
Other Group companies - current accounts 149 101
384 322

Loan from RAC Financial Services Limited

The Company has a loan facility from RAC Financial Services Limited The maximum facility amount 1s
£50 mullion and 15 repayable on demand or by no later than the maturity date of 30 June 2012 Interest1s
paid on the facility at a fixed rate of 5% The year end payable balance 1s £10 million (2008 £26 mullion)

Loan from R A C. Motoring Services

On 18 December 2009, the Company renewed a revolving credit facihty from R A C Motoring Services
The maximum facihty amount s £300 mullion, with effect from 1 July 2009, and 15 repayable on demand
or by no later than the maturity date of 30 June 2012 During the year interest of £6 million was
capntahsed The year end balance 15 £192 million payable (2008 £186 mullion)

Loan from Bluecycle com Limited

On 30 December 2009, the Company approved a revolving credit facility from Bluecycle com Limited
The maximum facihity amount 1s £20 million, with effect from 1 July 2009 and ts repayable on demand or
by no later than the maturity date of 30 June 2012 Interest 15 paid on the facility at a fixed rate of 5%
During the year £3 million was drawn down and at the year end the balance 1s £12 million payable (2008
£9 milhion)

Loan from Solus (London) Limited

On 30 December 2009, the Company approved a revolving credit facility from Solus (London) Limited
The maximum facility amount 15 £40 milhion, with effect from 1 July 2009 and 15 repayable on demand or
by no later than the maturity date of 30 June 2012 Interest 1s paid on the facility at a fixed rate of 5%
During the year £20 million was drawn down and at the year end the balance 1s £20 muilion payable (2008
£ml)
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(b) Key management compensation

The total compensation to those employees classified as key management, being those having authority

and responsibility for planning, directing and controlling the activities of the Company including the

directors, 1s as follows

2009 2008

£000 £000

Salary and other short-term benefits 3,010 3,115
Post-employment benefits 718 419
Other long-term benefits 77 146
Equity compensation plans 1,270 1,669
Total 5,075 5,349

(¢) Immediate parent company

The Company's immediate parent company 15 Aviva [nternational Insurance Limited, registered 1n England

and Wales

(d) Ultimate controlling entity

The ultimate controlling entity 1s Aviva plc Its Annual Report and Accounts are available on application

to the Group Company Secretary, Aviva plc, St Helen’s, 1 Undershaft, London EC3P 3DQ

Events after the reporting period

On 20 April 2010, the Group advised 1ts UK staff and the trustees of the RAC {2003) Pension Scheme that
it intended to begin consultation with them on a proposal to close the final salary section of the scheme

This consultation 1s under way and 1s expected to be concluded by the end of 2010

58




