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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

DIRECTORS' REPORT

The directors present their report and the audited financial statements for the year ended 31 December 2009
ACTIVITIES AND BUSINESS REVIEW

Activity

The Company transacts long term insurance faling within business classes | and IV of Annex 11 1 of chapter 11 1n volume 1 of
the FSA Intenm Prudential Sourceback Insurers The products currently provided are mortgage life cover, fixed term Iife cover,
mortgage life caver with cntical tiness, fixed term life cover with cntical iness and over 50's life cover

The Company Is a subsidiary of The Royal Bank of Scotland Group plc (the Group) which provides the Company with direction
and access to all central resources it needs and determines policies in all key areas such as finance, nsk, human resources or
environment  For this reason, the directors believe that performance indicators specific to the Company are not necessary or
appropnate for an understanding of the development, performance or position of the business The annual reports of The Royal
Bank of Scofland Group plc review these matters on a Group basis Coples can be obtained from Group Secretanat, RBS
Gogarbum, Edinburgh, EH12 1HQ, the Registrar of Companies or through the Group’s web site at rbs com

Review of the year

The directors are satisfied with the development of the Company's actvities during the year The Company wil be guided by its
immediate parent company in seeking further opportunities for growth

The retained profit for the penod was £15m {2008 retained profit £13m) and this was fransferred to reserves An intenm
dividend of £nil was paid in 2009 (2008 £20m) The directors recommend that a final dividend of £nil be paid (2008 £nit)

The Company's financial performance 1s presented in the Statement of Comprehensive Income on Page 5

Income decreased by £31m (2008 decreased by £5m) and expenses decreased by £33m (2008 decreased by £12m) After

impairment provisions of £nil (2008 £nil), the profit before tax for the year was £20m {2008 £18m), an mncrease of 12% over
2008

At the end of the year, the financral position showed total assets of £189,652,000 (2008 E193,043,000), including income-
generating assets compnsing mvestments of £113,590,000 representing a decrease of 0 11% from 2008, and total equity of
£90,637,000 (2008 £75,399,000)

The Company 1s funded by facilities from The Royal Bank of Scotland Group plc It seeks to mnimise its exposure to external
financial risks other than credit nsk, further information 1s disclosed 1n Note 3 It alsc has exposure to asset nsk on the residual
value of property, plant and equipment, as disclosed in note 13

DIRECTORS AND SECRETARY

The present directors and secretary, who have served throughout the year except where noted below, ara listed on page 1

From 1 January 2009 to date the following changes have taken place

Appointed Resigned
Directors
D W Bradley 02 Apri 2009
C P Sullivan 31 July 2009
P Cowman 10 August 2009
P R Geddes 12 August 2009
M A Hesketh 28 August 2009
A J Gner 16 September 2009
L J Bartiett 21 QOctober 2009
S K Howard 21 October 2009

DIRECTORS' RESPONSIBILITIES

The directors are respansible for prepanng the annual report and the financal statements in accordance with the applicable law
and regulations




02199286
DIRECT LINE LIFE INSURANCE COMPANY LIMITED

DIRECTORS® REPORT (Continued)

DIRECTORS' RESPONSIBILITIES (Continued)

Company law requires the directars to prepare a directors' report and financial statements for each financial year and the
directors have elected to prepare them In accordance with the International Financial Reporting Standards as adopted by the
European Union  Under company law the directors must not approve the financial statements unless they are satisfied that they
give a true and farr view of the state of affairs at the end of the year and the profit and loss for the financial year as far as concemn
members of the company In prepanng these financial statements, under International Accounting Standard 1, the directors are
required o

- select suitable accounting policies and then apply them consistently,

- present information, including accounting policies, in a manner that provides refevant, reliable, comparable and
understandable information,

- provide additiona) disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users to
understand the impact of particular transactions, other events and conditions of the entity's financial
posiion and performance, and

- make an assessment of the company's ability to continue as a going concemn

The directors are responsible for keeping adequate accounting records that are sutticrent to show and explain the company's
transactions and disclose with reasonable accuracy at any time the financial position of the Company and to enable them to
ensure that the directors' report and financial statements comply with the requirements of the Companies Act 2006 They are

also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the preventon and
detection of fraud and other iregulanties

DISCLOSURE OF INFORMATION TO AUDITORS
Each of the directors at the date of approval of this report confirms that

a) so far as he / she 1s aware there is no relevant audit information of which the Company's auditors are unaware, and

b) the director has taken all the steps that he / she ought to have taken to make themselves aware of any relevant audit
information and to establish that the Company's auditors are aware of that information

Thus confirmation 1s given and shail be interpreted in accordance with the provisions of section 418 of the Companies Act 2006

DIRECTORS’ INDEMNITIES

In terms of section 236 of the Companies Act 2006, Mr L J Bartlett, Mr D W Bradley, Mr P Cowman, Mr P R Geddes, Mr A J

Gner, Mr M A Hesketh, Mrs S K Howard and Mr C P Sullivan had been granted Qualifying Third Party Indemnity Prowisions by
The Royal Bank of Scotland Group ple

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The Company follows the policy and practice an payment of creditors determined by The Royal Bank of Scotland Group plc
{'RBSG'), as outlined below

RBSG 15 committed to mantaining a sound commercial relationship with its supplhers  Consequently, it is RBSG's policy to
negohiate and agree terms and conditions with 1ts suppliers, which includes the giving of an undertaking to pay suppliers within
30 days of receipt of a correctly prepared mnvoice submitted in accordance with the terms of the contract or such other payment
penod as may be agreed

AUDITORS

Deloitte LLP have expressed their willingness to continue in office as auditors

Approved by the Board of Directors
and signed on behalf of the Board

L5 8ol

L J Bartlett
Director

Date 24 March 2010
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF DIRECT LINE LIFE INSURANCE COMPANY LIMITED

We have audited the financial statements of Direct Line Life Insurance Company Limited {'the Company’) for the year ended 31
December 2009 which compnse the Statement of Comprehensive Income, the Balance Sheet, the Cash Flow Statement, the
Statement of Changes in Equrty and the related Notes 1 to 20 The financial reporting framework that has been applied n their
preparation Is applicable law and Internationat Financial Reporting Standards (IFRSs) as adopted by the European Union

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the Comparues Act
2006 Our audit work has been undertaken so that we might state to the company's members those matters we are required to state
to them n an auditors” report and for no other purpose To the fullest extent permitted by law, we do not accept or assume

responsibility to anyone other than the company and the company’s members as a body, for our audit work, for this report, or for the
opinions we have formed

Respective responsibilities of directors and auditors
As explained more fully in the Directors' Responsibilities Statement, the directors are responsible for the prepartion of the financial
slatements and for being satisfied that they give a true and far view Our responsibiity 1S to audit the financial statements in

accordance with applicable law and International Standards on Auditing (UX and Ireland) Those standards require us to comply with
the Auditing Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements
An audit involves obtaiming evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an

assessment of whether the accounting policies are appropriate to the company’s circumstances and have been consistently apphed

and adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall presentation
of the financial statements

Cpinion on financial statements

In our opinion the financial statements

* give a true and farr view of the state of the company's affairs at 31 December 2009 and of its profit for the year ended,
= have been properly prepared in accordance wath IFRSs as adopted 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
In our opirion the information given i the Directors’ Report for the financial year for which the financial statements are prepared is
consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report In respect of the following matters where the Companies Act 2006 requires us to report to you If, in our
opINon

* 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 returns, or
« certain disclosures of directors' remuneration specified by law are not made, or

. “{Stzt received all the information and explanations we require for our audit

Paul Stephenson BA ACA (Senior Statutory Auditor)
for and on behalf of Delostte LLP
Chartered Accountants and Auditors London, England

U Mach 200




DIRECT LINE LIFE INSURANCE COMPANY LIMITED

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2009

Insurance premium revenue
Insurance premium ceded to reinsurers
Net insurance premium revenue

Investment income
Net income

Insurance benefits

Insurance benefits recovered from reinsurers
Net insurance benefits

Expenses for the acquisition of insurance contracts
Expenses for marketing and administration
Expenses

Profit before tax
Tax charge
Profit for the year

Other comprehensive income

Net farr value (loss)gain on available-for-sale investments

Tax on other comprehensive income
Other comprehensive income after tax

Total comprehensive income for the year

Notes

cn

~

w

10

20

20

02199286
2009 2008
£000 £'000
54,355 88,043
—_ (24903)  {21.212)
29,452 66,831
2,965 6,339
32417 73,470
(8,805) (24,191)
13,290 19,025
4,485 (5,166)
(3,136) (26,563)
_ (13795) (23613
(16,931) {50,176)
19,971 17,828
(4,660) {5,040)
15,311 12,788
(117) 1,656
44 (463)
73 1,19
15,238 13,981

The total comprehensive income for the year was entirely attnbutable to equity shareholders of the Company and 1s

denved from continuing operations

The notes on pages 9 to 36 form part of these financial statements




DIRECT LINE LIFE INSURANCE COMPANY LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2009

ASSETS

Property, plant and equipment
Investments

Reinsurance assets

Deferred tax asset

Loans and receivables

Cash and cash equivalents
Total assets

EQUITY

Share capital
Other reserves
Retained eamings
Total equity

LIABILITIES
Insurance contracts

Trade and other payables including insurance payables

Borrowings
Current tax liabilihes
Total habihties

Total equity and habilities

Notes

13
14
15
16
17
18

19
20
20

21
22
23

02199286

2009 2008
£000 £000
20 34
54,807 37,104
62,167 63,568
38 49
13,723 15,604
58,897 76.684
189,652 193,043
44,000 44,000
5,029 5,102
41,608 26,297
90,637 75,399
86,671 101,643
7,750 10,280

- 61

4,594 5,660
99,015 117,644
189,652 193,043

The financial statements were approved by the Board of Directors and authonsed for 1ssue on 24 March 2010 They

were signed on its behalf by

LS Qe

L J Bartlett
Director

The notes on pages 9 to 36 form part of these financial statements




DIRECT LINE LIFE INSURANCE COMPANY LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2009

02199286

Notes
Balance as at 1 January 2008
Profit for the year
Other comprehensive income
Total comprehensive income for the year
Dividends "

Balance as at 31 December 2008

Profit for the year

Other comprehensive income

Total comprehensive incoms for the year

Balance as at 31 December 2009

Total changes in equity for the year was entirely attributable to the equity shareholders of the Company

The notes on pages 9 to 36 form part of these financial statements

Share Other Retained
captal reserves earnings Total
£:000 £'000 £000 £'000
44,000 3,90¢ 33,509 81,418
- - 12,788 12,788
- 1,193 - 1,193
- 1.193 12,788 13,981
- - {20,000) (20,000)
44,000 5,102 26,297 75,399
- - 15,311 15,311
- (73) - (73)
- (73) 15,311 15,238
44,000 5.029 41,608 90,637
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008
Notes £000 £'000
Profit for the year 15,311 12,788
Adjustments for
Investment revenues (2,965) (6,33%)
Tax expense 4,660 5,040
Depreciation of property, plant and equipment 14 28
Operating cash flows before movements in working capital 17,020 11,517
Net (decrease) / increase in insurance habilities (14,971) 968
Net decrease / (increase) In reinsurance assets 1,401 (6,010)
Net {(increase)} / decrease In loans and recevables {1,944) 1,475
Net decrease / (increase) In related party balances 2,237 (210)
Net decrease in other operating liabities (886)_ (181)
Cash generated from operations 2,857 7,559
Taxes pad {5,366) (3,093)
Interest paid (34) (31)
Other operating activities 65 (3).
Net cash (consumed by} / generated from operating activities (2,478) 4,430
Cash flows from investing activities
Interest receved 2,91 6.568
Purchases of debt secunties (18,159) (4,991)
Net cash (consumed by} / genarated from investing activities (15,248) 1,577
Cash flows from financing activities
Dmdends paid - __ (20,000}
Net cash consumed by financing activities - {20,600)
Net decrease in cash and bank overdrafts (17,726) (13,993}
Cash and bank overdrafts at the beginning of the year 76,623 90,616
Cash and bank overdrafis at the end of the year 18 58,897 76,623

The Company classifies the cash flows for the purchase and disposal of financial assets in its operating cash flows as the
purchases are funded from the cash flows associated with the orgination of insurance contracts, net of the cash flows from
payment of insurance claims

The notes on pages 9 to 36 form part of these financial statements
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009

1

ACCOUNTING POLICIES
11 Basis of accounting

The financial statements have been prepared in accordance with International Financiat Reporting Standards (IFRS) adopted for
use in the European Union  The financial statements also comply wath those parts of the Comparues Act 2006 applicable to
companies reporting under IFRS

The financial statements have been prepared on the histoncal cost basis except that available-for-sale financal assets are stated
at theur fair value

The Company has considerable financial resources and as a conseguence, the directors believe the company 15 well placed to
manage 1ts business nisks successfully despite the current uncertain economic chimate After making enquines, the directors have
a reasonable expectaton that the Company has adequate resources to continue in operational existence for the foreseeable
future Accordingly, the directors continue to adopt the going concem basis in prepanng the annual report and financial
statements The Company's business activibes, together with the factors likely to affect its future development, performance and
posifion are set out In the Activities and Business Review section of the Directors' Report on page 2 in addition notes 3 and 4 1o

the financial statements include the Company's objectives, policies and processes for managing its insurance and financial nsks
and capital

12 Life assurance

The Company’s long-term assurance contracts include whole-life and term assurance contracts that are expected to remain in
force for an extended penod of tme These contracts insure events associated with human life (for example death or the
occurrence of a cntical lliness)

a) lnsurance premium revenue

Premums are recogmnised as revenue when they become payable by the contract holder Premiums are shown before the
deducbon of commission

b) Insurance benefits

Benefits are recorded as an expense when the Company becomes aware of the clam Prowvision 1s made for the full cost of
settling outstanding claims at the balance sheet date Costs for both direct and indirect claims handhing costs are also included

¢) Insurance contracts

Insurance contracts are defined as those contairing significant insurance nsk if, and only if, an insured event could cause an
Insurer to pay significant additicnal benefits in any scenano, excluding scenarios that lack commercial substance, at the inception
of the contract Such contracts remain insurance confracts until all nghts and obligations are extnguished or expire  Contracts
can be reclassified as insurance contracts after inception if Insurance nsk becomes significant

A habilty for contractual benefits that are expected t¢ be incurred 1n the future 1s recorded when the premiums are recognised
For contracts other than credit msurance business the hability is determined as the sum of the expected discounted value of future
benefit payments and future admmistration expenses that are directly related to the insurance contract less the expected
discounted value of premiums payable under the contract, based on the valuation assumptions used For regular premium credit
insurance business the hability 1s taken as a multiple of premium For single premium credit insurance business the hability 1s
taken as a proportion of the single premium, where the proportion reflects the outstanding term remairung on the contract

The Lability 1s based on assumptions as to mortality, morbidity, maintenance expenses and investment income A margin for
adverse deviations s mcluded in the assumptions

Where contracts have a single premium the excess of the premiums payable over the valuaton premium is deferred and
recegrised as imcome in ine with the decrease of unexpired insurance nsk of the contract in farce

d) Reinsurance

The Company has reinsurance treaties that transfer significant insurance nisk Reinsurance cash flows are recognised when they
become payable

The Company cedes reinsurance in the normal course of business, with retention hmits varng by book of business Outwards
reinsurance premiums are accounted for when they become payable Qutward reinsurance recovenes are accounted for in the
same accounting penod as the direct claims to which they relate
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

NOTES TO THE FINANC!AL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009

1

ACCOUNTING POLICIES (Continued)

12 Life assurance (Continued)

d) Reinsurance (Continued)

The benefits to which the Company I1s entitied under its remnsurance contracts held are recognised as reinsurance assets These
assets consist of short-term balances due from reinsures (classified wathin loans and recewvables) as well as longer term
receivables that are dependant on the expected benefits ansing under the related reinsured contracts Amounts recoverable from
remnsurers are estmated in a consistent manner with the outstanding claims prowvisions or settied claims associated with the
reinsured policies and in accordance with the relevant reinsurance contract

Where the Company 15 not certain about the collectability of a reinsurance asset or where the reinsurer's credit rating has been

downgraded significantly, the Company reduces the carrying value of the asset accordingly and the impairment loss 1S recognised
in the Income statement

¢) Deferred acquisition costs

Acquisition expenses compnse direct costs and costs associated with obtaming and processing new business Costs are

amortised over a period no longer than that in which they are expected to be recoverable out of margins in revenues from the
related policies

13 Revenue recognition (non-insurance)

Interest income on financia! assets that are classified as loans and recewvables or available-for-sale and mnterest expense on
financial habilities 1s determined using the effective interest rate method

In the case of available-for-sale assets estmates are based on the straight ine method, which management has determined s a
close approximation to the effective interest rate

14 Plant and equipment

Items of plant and equipment are stated at historical cost less accumulated depreciation (see below) and impairment losses

Where an item of plant and equipment compnses major components having different useful lives, they are accounted for
separately

Depreciation 1s charged to the income statement on a straight-ine basis so as to write off the depreciable amount of ptant and

equipment over therr eshtmated useful lives The depreciable amount 15 the cost of an asset less 1ts residual value Estimated
useful lives are as follows

Computer equipment 5 years
Other equipment 10 years

15 Financial assets

On initial recogniton financial assets are classified into avalable-for-sale finanoial assets, designated as at fair value through profit
or loss, or loans and receivables

Available-for-sale — available-for-sale financial assets are initially recognised at farr value plus directly related transaction costs
They are subsequently measured at far value Exchange differences resulting from retranslating the amortised cost of currency
monetary avallable-for-sale financial assets are recognised in the income statement

Changes in the fair value of avallable-for-sale financial assets are reported in other comprehensive income  Interest calculated
using the straight line method (see note 1 3 above) is recognised in the statement of comprehensive ncome

Regular way purchases of financial assets classified as loans and recevables are recogrised on settlement date, all other regular
way purchases are recognised on trade date

10
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009

ACCOUNTING POLICIES (Continued)

15 Financial assets (Continued)

A financial asset Is regarded as quoted in an active market If quoted pnices are readily and regularly available from an exchange,
dealer, broker, industry group, pncing service or requlatory agency, and those pnices represent actual and regularly occurnng
market transactions on an arm's length basis The appropnate quoted market pnce for an asset held 1s usually the current bid
price When current bid prices are unavallable, the pnce of the most recent transachon provides evidence of the current farr vaiue
as long as there has not been a significant change in economic circumstances since the time of the transaction If conditions have
changed since the time of the transaction (e g a change in the nsk-free interest rate following the most recent pnce quote for a
corporate bond), the fair value reflects the change in conditions by reference to current prices or rates for similar financial
instruments, as appropriate

The valuation methodology described above uses observable market data

If the market for a financial asset i1s not active, the Company establishes farr value by using a valuation technique Valuation
techniques include using recent arm’s length market transachons between knowledgeable, wiling parties if available, reference to
the current far value of another instrument that 1s substantally the same, discounted cash flow analysis and option pricing
models If there 1s a valuation techrique commonly used by market participants to price the mstrument and that techrique has

been demonstrated to provide reliable estimates of pnces obtamed in actual market transactions, the Company uses that
technique

Loans and receivables including insurance receivables - financial assets with fixed or determinable repayments that are not
quoted In an active market are classified as loans and receivables These include deposits with credit institutions which are long

term hughly liquid investments that are readily convertible to known amounts of cash and subject lo insignificant nisks of change in
value

Loans and receivables are recogrised initially at far value and subsequently measured at amortised cost using the effective
interest rate method less impairment

Insurance receivables compnse outstanding tnsurance premiums where the policyholders have elected to pay In instalments or
amounts due from brokers or third parties, where they have collected the money from the policyholder

Other loans and receivables principally compnse Ioans to related parties and other debtors

Financial assets are derecogmised when the nghts to receive cash flows from them have expired or where they have been
transferred and the company has also transferred substantally all nsks and rewards of ownership

16 Impairment of financial assets

The Company assesses at each balance sheet date whether there 1s any objective evidence that a financial asset or group of
financial assets classified as avallable-for-sale or loans and receivables 1s impared A financial asset or portfolio of financal
assets 1s 1mpaired and an impairment loss incurred If there 1s abjective evidence that an event or events since initial recognition of
the asset have adversely affected the amount or timing of future cash flows from the asset

Financial assets carried at fair value — when a decline In the fair value of a financial asset classified as available-for-sale has
been recognised directly In other comprehensive income and there 1s objective evidence that the asset 15 impaired, the cumulative
loss 1s removed from other comprehensive income and recogmvised in the statement of comprehensive income  The loss Is
measured as the diference between the amorbised cost of the financial asset and its current far value Impairment losses on
avallable-for-sale equity nstruments are not reversed through the statement of comprenesive income, but those on available-for-

sale debt instruments are reversed, If there 1s an increase i farr value that 1s objectively related to an event subsequent to the
recognition of the impairment

Loans and recievabies - If there 1s objective ewidence that an impairment loss on a financial asset or group of financial assets
classified as loans and rectevables has been tncurred, the company measures the amount of the loss as the difference between
the carrying amount of the asset or group of assets and its recoverable amount Impairment losses are assesed individually where
significant or collectively for assets that are not indvidualy significant

Impairment losses are recognised in the statement of comprehensive income and the camrying amount of the financial asset or
group of financial assets 1s reduced by establishing an allowance for the impairment losses If in a subsequent pernod the amount
of the impairment loss reduces and the reduction can be ascribed to an event after the impairment was recognised, the previously
recogrised loss 1s reversed by adjusting the allowance

11
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009

ACCOUNTING POLICIES {Continued)
1.7 Taxation

Provision 1s made for taxation at current enacted rates on taxable profits, ansing in income or in equity, taking into account relief
for overseas taxation where appropnate

Deferred taxaton is accounted for in full for all temporary differences between the carrying amount of an asset or hability for
accounting purposes and its carrying amount for tax purposes, except in relahon to overseas earmings where remittance 1s
controlled by the Group, and goodwll

Deferred tax assets are only recogmised to the extent that it 1s probable that they will be recovered

18 Transactions with related parties

IFRS requires all entities to disclose refated party transactions The Company’s policy 1 to have regard to matenahty from both
the shareholders’ and the related party's perspective

19 Cash and cash equivalents

Cash and cash equivalents compnses cash on hand and demand deposits with banks together with short-term hughly liquid
investments that are readily convertible to known amounts of cash and subject to insigrificant nsk of change n value

Under |IAS 7 the Company is producing a cash flow statement using the indirect method This shows an explanation of the
movement i cash and cash equivalents as defined above

110 Borrowings

The Company classifies a financial instrument that 1t issues as a financial labihity or an equity instrument In accordance wath the
substance of the contractual arrangement

Borrowings compnse bank overdrafts

Borrowings are measured at amortised cost using the effective interest method

111 Accounting Developments

The [ASB 1ssued amendments to a number of standards n Aprl 2009 as part of its annual improvements project  The

amendments are effective for accounting penods beginning on or after 1 January 2010 and are not expected to have a matenal
effect on the company

The IASB reissued 1AS24, 'Related Party Disclosures', in November 2009 clanfying the @xsting standard and to prowvide certain
exemptions for enhties under government control The revised standard 1s effective for accounting peniods beginning on or after 1

January 2041 and 15 expected generally to reduce the volume of disclosure between the Group and other parties related to the UK
Government

112 Adoption of new and revised standards

in the current year, the following new and revised Standards and Interpretations have been adopted and have affected the
amounts reported in these financial statements

IAS 1 (Revised) Presentation of Financial Staternents

The IASB issued revised IAS 1 Presentation of Financial Statements in September 2007 which 1s effective for the financial years
beginning on of after 1 January 2002 This standard requires all owner changes i equity to be presented i a statement of
changes in equity, and all non-owner changes erther In one statement of comprehensive ncome or In two separate statements
which are income statement and a statement of comprehensive income The previous standard required components of
comprehensive ncome 10 be presented in the statement of changes in equity The revised standard atso requires that the income
tax effect of each component of comprehensive income be disclosed In addition, it requires entities to present a comparative
statement of financial position as at the beginning of the earliest comparative penod when the entity has applied an accounting
policy retrospectively, makes a retrospective restatement, or reclassifies items in the financial statements

12
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DIRECT LINE LIFE INSURANCE COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2009

ACCOUNTING POLICIES (Continued)

112 Adoption of new and revised standards (Continued)

Amendment to IFRS 7 Financial Instruments Disclosures

The IASB published an amendment to IFRS 7 in March 2009 In partcular, the amendment requires disclosure of the level of the
far value hierarchy into which farr value measurements are categonsed based on a three level farr value hierarchy for financial
instruments, a detalled reconcihation from beginming to ending balances for those instruments where significant unobservable
inputs or valuation techmques have been used in therr valuation, and a movemnent analysis between the different levels of the fair
value hierarchy and the reasons for those movements In addition, the amendment prowvides further clanfication around hiquidity
nsk disclosures and additonal quantitative disclosures based on liquidity nsk of financial habilities

The amendment apphes for financial years beginning on or after 1 January 2009

Listed below are Standards and interpretations that have been issued, which became applicable for this year, but had no impact
on the reported results nor the financial position

IFRS 1 (Rewvised 2008) First-tme adoption of Intemational Financial Reporting Standards — Cost of an investment in a Subsidiary,
Jointly Controiled Entity or Associate (Amendment),

IFRS 2 Share-Based Payment (Amendment),

IAS 27 Consohdated and Separate Financial Statements — Cost of an Investment in a Subsichary, Jointly Controlled Entty
{Amendment},

IAS 39 Financial Instruments  Recognition and Measurement and IFRS 7 Financial Instruments Disclosures {Amendment),

IAS 32 Finanaial Instruments  Presentation and IAS 1 Presentation of Financiat Statements — Puttable Fmancial Instruments and
Obligations Arising on Liquidation,

IFRIC 13 Customer Loyalty Programmes,

IFRIC 15 Agreement for the Construction of Real Estate,

IFRIC 16 Hedges of a Net Investment in a Foreign Operation
CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The reported results of the Company are sensitive to the accounting policies, assumptions and estmates that underlie the
preparation of its financial statements The Company’s pnncipal accounting policies are set out on pages 9 to 12 UK company
law and IFRS require the directors, in prepanng the Company's financial statements, to select suitable accounting policies, apply
them consistently and make judgements and estimates that are reasonable and prudent In the absence of an applcable
slandard or interpretation, IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors' requires management to
develop and apply an accounting policy that results in relevant and reliable informaton in the hght of the requirements and
guidance in IFRS dealing with similar and related tssues and the IASB's Framework for the Preparation and Presentation of
Financial Statements

The judgements and assumptions invelved 1n the Company’s accounting policies that are considered by the Board to be the most
important to the portrayal of its financial condition are discussed below The use of esbmates, assumptions or models that differ
from those adopted by the Company would affect its reported results

21 Life Insurance Liabilities under long-term insurance contracts

Liabikties under fong term insurance contracts are dependant on esbmates made by the Company Estimates are made regarding
the expected number of deaths or cntical iliness claims for each of the years for which the Company is exposed to the nsk  These
estimates are based on standard industry and national mortality and morbidity tables which reflect recent histoncal mortality and
morbidity expenence Adjustments to these tables are then made to reflect the Company's own recent expenence

The estimated number of deaths or ¢ntical ilness claims determine the value of the benefit payments The main source of
uncertainty being the effect of epidemics and wide ranging Iifestyle changes such as eating, smoking and exercise habits on future
mortality and morbidity  Such factors could result in future mortality being significantly worse than in the past for age groups in
which the Company has significant exposure

'n determining the habiities under long-term insurance contracts assumptions are also made regarding the level of expenses and
the investment return on the assets backing the habilities

Liabiities under long-term insurance contracts net of remnsurance at 31 December 2009 amounted to £23,887,000 (2008
£37,138,000)
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2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

2 2 Fair value

Financial assets classified as avaiable-for-sale are recognised in the financial statements at farr value In the balance sheet,
financial assets carned at far value are included within avallable-for-sale debt secunties and equity shares Unrealised gains and

losses on avalable-for-sale financial assets are recognised directly in other comprenensive tncome unless an impawrment loss 1S
recognised

Fair value 15 the amount for which an asset could be exchanged, or a hability settled, between knowledgeable willing parhes in an
arm's length transaction Fair values are determined by reference to observable market pnces where avallable and reliable
Where representative market pnces for an instrument are not available or are unreliable because of poor liquidity, the fair value is

denved from prices for its components using appropriate pricing or valuation models that are based on independently sourced
market parameters

The Company closely monitors the valuation of assets in markets that have become less lquid Determining whether a market is
active requires the exercise of judgement and 15 determined based upon the facls and circumstances of the market for the
instrument being measured Where 1t 15 determined that there 1s no active market, far value 15 established using a valuation
techmique as descnibed n the note above The techmiques appled incorporate relevant information available and reflect
appropnate adjustments for credit and hquidity nsks The relative weightings given to differing sources of information and the
determination of non-cbservable inputs to valuation models can require the exercise of significant Judgement Where possible, the
Company seeks at least external quotations for sach bond and considers whether these are representative of fair value in the light
of current traded levels, and In companson to the internal group valuation models Where this information 1s not available or where

it 1s considered to be not representative of far value, farr value has been estimated using quoted market prices for secunties wih
similar credit, matunty and yield charactenstics

The farr value of available-for-sale financial assets at 31 December 2009 amounted to £54,807,000 (2008 £37,104,000) and
100% were determined using observable market inputs
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3

MANAGEMENT OF INSURANCE AND FINANCIAL RISK

The Company 1ssues contracts that accept insurance risk in return for a premmum It also has financial nisk exposures This
section summanses these nisks and the way the Company manages them

The Company 1s an entity within RBS Insurance which constitutes the Insurance Division of The Royal Bank of Scotland
Group plc (RBSG) and benefits from services provided by specialist tearns and rnisk management procedures and controls
which are applied across the Division  Within RBS Insurance, nisk 1s managed both by individual entity and on a combined
basis

The Company Is regulated by the Financial Services Authonty

311 Risk management
The management of risk 1s a fundarmental management activity performed throughout all the Group's operations As such it
underpins the Group's reputation, performance and future success It 1s, therefore cntically important that the adequacy and

effectiveness of the Group's nsk management processes are of the highest standard and subject to continuous review and
enhancement

The Group has put in place a comprehensive nsk management framework comprising

- Leadership, strategy and culture set by the Board and put into effect through Executive Management,

- Policies, procedures, processes and systems to execute effective risk management throughout the Group,

- A comprehensive committee structure operating at a Group level to direct, approve and review achons taken tc manage
nsk Where appropnate this 1s rephicated at a Drisional level,

- Risk Management functions that are independent of the bustness management to enforce agreed policy

A number of high-level committees support the Board in the effective measurement and management of nsk

31 2 RBS Group Policy Framework
The RBS Group has developed, and adopted globally, one comprehensive Group Policy Framework The aim of the Group
Policy Framework 1s to provide a simphfied and effectve framework to standardise presentation and control of Group policy

including new policies and amendments All employees have easy access to current Group policies and policy standards
through a single Group intranet site

Group Policies address the major areas of risk to the Group and the standards that must be met to enable those nsks to be
managed in hine with Group risk appetite  All Group Policies must be approved by the Executive Committee (ExCo)

3 1 3 RBS Insurance Specific Risk Management
There are significant regulatory and practical differences between the management of risk for banks and that for insurance

firms RBS Insurance therefore has its own nisk policies and associated mimmum standards, approved by RBS Group, for the
followang key risk types

- Insurance Risk Policy and Minimum Standards,
- Liqudity Risk Policy and Mimnimum Standards,
- Credit Risk Policy,

- Market Risk Policy, and

- Operational Risk Policy

A summary of the objectives of each of the Insurance specific nsks faced by the Company are described below The risks
associated with market, credit and liquidity risks are descnibed further in the Financial Risk note 3 3 below

3 1 4 Insurance Risk Policy and Minimum Standards

The primary objective of the Insurance Risk Policy 1s to detall the approach to ensure that all aspects of Insurance Risk are
appropriately managed wittun the Company

The policy 15 also amed at ensuring that the Company meets the relevant requrements of RBS Group Market Rusk
Management {(who are responsible for Insurance Risk Management from a Group perspective} and the Financial Services
Authority (FSA), as well as embedding best practice and facilitating as high a leve! of Insurance Risk Management as 1s

Comphiance with this policy ensures that the Company stays within its stated nisk appetite The policy 1s, therefore, kept under

constant review to take into account any changes in the Company’'s objectives, including changes in the strategy, business
plans and risk appetite
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK (Continued)

31 4 Insurance Risk Policy and Minimum Standards (Continued)
The Insurance Risk Policy has associated Minimum Standards which detail how the policy requirements will be met The types
of nsk deemed to be covered wathin the scope of Insurance nsk minimum standards are

- Prcing and underwriting - how the pricing and underwriting strategy 1s set, controfled, monitored and modified, how
breaches of risk appetite are Wentified and handled, how price changes are decided, implemented and the impact
monitored, how policy terms and conditions are decided, applied and monitored etc ,

- Claims management - how the claims strategy 1s set, controlled, monitored and modified, how clams are assessed, how
individual claims reserves are determined, reviewed and updated, how recovenes are handled, how claims inflation 1s set,
monitored and controlled, how the claims cost 1s controlied, including how supplers are controlled, how clams handling
authonty imits are monitored, how claims fraud and general leakage 1s monitored and managed,

- Reinsurance - how the reinsurance strategy Is set, controlled, monttored and modified, how the exposure to reinsurers Is
assessed, controlled and monitored, how recoveries are identfied and controlled, how concentration nisk 1s managed and
monitored,

- Reserving - how the reserving strategy i1s set, controlled, monitored and modified, how the technical reserves are
assessed, reviewed, monitored and updated, including oversight procedures

31 5 Top Down Risk Management

In order to consider the key nsks which pose a matenal threat to the company's strategic objectives or to the Company's profit
and capital, a 'top down' nsk policy and process has been developed and approved

In accordance with the Top Down Risk Management Policy, the Company uses a high-level risk register (HLRR) to record the
mayor risks faced by the business This register has been used to determine risks which have been subjected to stress and
scenario analysis in quantitative modelling The potential profit vanance arising from these stress and scenario tests Is used
to assess the Company's exposure to each of these risks

‘Business as usual’ nsks and therr mitigating controls for each category and the Central Functions are recorded within each
area’s Risk and Control Register These nsks are reviewed at least monthly by the area/register owner, and by the central
RBS Insurance Risk Team (Divisional Risk) on a quarterly basis  The Risk and Contral Registers focus on business facing
nsks and predominantly comprise operational nsks Although other nsk types such as insurance and credit nsk are not
specifically excluded, the key requirement i1s the documentation of operational nsks which threaten business processing
Risks contained in the Risk and Control Registers are subject to ongomng review and control testing to ensure that risks are
managed within operational nsk appetite A matenalised risk identification, reporting and resolution process takes place to
ensure that corrective actions are taken in respanse to any unacceptable operational weakness

The responsibility for ensuring that each legal entity within RBS Insurance has suffictent capital to meet its llabilities rests with
the Board To this end the Compnay carries cut detailed capital modelling of its assets, liabilites and the key risks to which it 1s
exposed This work feeds into the company's own assessment of its capital requirements for solvency purposes in the
subrussion of its Individual Capital Assessment (JICA) to the FSA quantifying the following categories of risk msurance nsk,
market risk, credit nsk, iquidity nsk, operational risk, and group risk

The Board of each regulated entity 1s closely involved in the ICA process and signs off on its assumptions and results
Specifically the following are fundamental areas that the Board has key involvement in

- Completon of a HLRR for each Business Category or Central Function, input to the aggregated HLRR for RBS Insurance
as a whole, sign-off of the final HLRR and regular review (at least quarterly) of the HLRR,
- Assessment of the sk appetite in relation to strategy and business plans,

- Inputto, and review and approval of stress and scenario tests, attendance at the scenario workshops as required by the
facilitators,

- Sign off of the parameter setting for the DFA (Dynamic Financial Analysis) modelling,
- Rewview and sign off of the output from the DFA models and other quantitative modelling,

- Review, agreement and sign off of the ICA submigsion to the FSA, including any surrounding documentation, policies,
explanations and assumptions
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK {Continued)
315 Top Down Risk Management {Continued)

The Company seeks to engender awareness and a shared responsibility for risk management at all levels of the organisation
The Company's Insurance Risk Appetite Policy supports this Risk Appette can be described as the willingness of the
Company to tolerate nisk related to the pursuit of its approved business activities and objectives Risk Appetite 1s restnicted to,
and imits are set for, approved lines of business Insurance Risk can be measured as follows

- Leve! one - Individual himits

This 1s expressed in terms of the type of business transacted, (e g product types that are underwntten) and the maximum
limits per individual nsk by these product types This 1s captured in a nsk appetite matrix of underwniting imits expressed as a
function of products and limits

- Level two - Aggregate imits

This can be expressed in terms of the aggregate volume of business for a particular class (exposure and premium as

recorded in business plans, business category budget plans and subsequent quarterly re-forecast plans of each business
unit)

- Level three - Mibgated rnisk

This can be expressed in terms of the potential profit vaniance which could result from the nsks accepted, this will include the
quantification of major risks to the business as outlined in the HLRR scenario analysis, based on modeliing of these nsks on a
1 200 year event as defined in FSA ICA submission

To enable the Company to manitor, control and manage the level of nsk effectively against Risk Appetite Statements a controi
environment has been developed which consists of the following components

- Clearly defined management responsibilites and organisational structures,

- A process for delegated imits of authority,

- Appropriate policies and procedures (in line with FSA Senior Management Arrangernents Systems and Controls rules
- Accounting contrels and reconciliations,

- Management reporting systems compnising information of Key Performance Indicators and Key Risk Indicators,

- Astructured budget and reforecast process,

- Personnel requirements for key positons (FSA controlled functions rules),

- Segregation of duties, and

- Reqular internal review and audit mechanisms

32 Insurance nsk

Insurance risk can anse from

- Fluctuations in the tming, frequency and severity of insured events, relative to the expectations of the Company at the
time of underwniting,

- Inaccurate pricing at underwnting, ,

- Inadequate remnsurance protection,

- Inadequate reserves, and

- Concentration of business leading to unexpected claims from a single source

The Company underwntes leng term tnsurance falling within business classes | and IV of Annex 11 1 of chapter 11 m volume
1 of the FSA Interm Prudentiat Sourcebook Insurers The products currently provided are morigage life cover, fixed term life
cover, mortgage hfe cover with cntical illness, fixed term life cover with cnitical iliness and over 50's life cover Contracts are
issued typically on a long-term basis, which means that the Company's liability can extend for a period rangmng from five years
up o fifty-two years For creditor insurance, contracts are issued either on @ monthly renewable basis (regular prermum) and
can be amended or cancelled by either party at any point during the cantract, or fer the full term of the loan (single premium)
In the latter case, {these policies were withdrawn from sale in December 2008) the customer has the option to cancei the
contract at any pomnt but generally the Company 1s obligated for the full term of up to a maximum of 10 years but typreally 3 to
5 years

This nsk 1s managed according to the followming separate components

- Underwriting, pricing and reserving rsk,
- Claims management risk, and
- Reinsurance nsk
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK {Continued)
321 Underwnting, pricing and reserving nsk

Pricing and underwriting risk 1s the nisk that inappropriate business will be written and/or Inappropriate prices charged The
classes of business wnitten, underwriting cnteria and relevant imits, define underwriting nsk appetite

Reserving nsk 1s the nisk that the reserves have been calculated incorrectly, or the assumptions used n the calculation turn
out to be inappropriate

Long term insurance contracts

The Company manages this nsk through a wide range of processes and forums, some of which include

- Underwnting guidelines which exist for all business transacted restncting the types and classes of business that may be
accepted,

- Medical selection 1s included in the Company’s underwniting procedures and premwms vary to reflect the lifestyle, health
and family medical history of the applicant,

- Comprehensive internal quality review aucit programmes,

- Pricing policies which are set by management and implemented through pricing committees by praduct ine and by brand,

- Central control, within underwrittng, of policy wordings and any subsequent changes,

- Insurance nisk framewark that involves, among other things, regular minuted meetings where all aspects of nsurance risk
are discussed, and additional meetings where detailed clams data are exarmined and discussed,

- Weekly monitoring within the business of key performance indicators by product and brand,

- Formal monthly monitoring and reporting to the Executive, by product and brand,

- Annual budgeting and quarterly re-forecasting, signed off by the Company Executive, and

- Resaerves are calculated by an independent consulting firm of actuaries

(a) Frequency and severity of specific rnisks - long term insurance contracts

For contracts where death or cntical iilness 1s the insured risk, the most significant factors that could increase the overall
frequency of claims are epidemics or wide spread changes in lifestyle, such as eating, smoking and exercise habits, resulting
in earher or more claims than expected

For contracts with fixed benefits and fixed future premiums, there are no mitigating terms and conditions that reduce the
insurance risk accepted

For contracts wath reviewable premiums a mitigating factor 1s the reviewable nature of the premium  Under the terms of the

policy the retail premium can be adjusted to reflect claims expenence, developments in medical technology and diagnosis and
other related expenses

The table below presents the concentration of insured benefils across four bands per individual life assured The benefit
mnsured figures are shown gross and net of the reinsurance contracts described above

Benefits assured per life assured at the

end of 2009 Total benefits insured
Before remsurance After reinsurance

£000 £m £m
0-99 5,308 29 0% 877 37 3%
100 - 199 9,104 48 7% 1,061 45 2%
200 - 299 2,875 15 7% 305 13 0%
300 + 1,036 56% 105 4 5%
Total 18,323 2,348
Benefits assured per Iife assured at the
end of 2008 Total benefits insured

Before reinsurance After reinsurance
£'000 fm £m
0-99 5,397 29 7% 909 38 2%
100 - 199 9,010 49 6% 1,072 45 1%
200 - 299 2,771 15 3% 297 125%
300 + 977 54% 99 4 2%
Total 18,155 2,377

E ——————} ————
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK {Continued)

321 Underwnting, pricing and reserving risk (Continued)

The concentration 1n 2009 has not substantially changed from the prior year

(b) Sources of uncertamnty in the estimation of future benefit payments and premium receipts

Uncertainty in the estimation of future benefits and premium receipts for long-term nsurance contracts anises from the
unpredictabiity of long-term changes in overall levels of mortality and morbidity

The Company uses appropnate base tables of standard mortahty and mortidity according to the type of contract being written
and the terntory tn which the insured person resides An investigation into the Company's recent experience, in conjunction
with a review of the continuous mortality and morbidity investigations performed by independent actuarial bodies, 1s carnied out
and a best estimate of expected mortality and maorbidity for the future 1s derived

(c) Assumptions

The Company writes only non-profit long-term business where shareholders are entitled to 100% of the profits The gross
premium method of actuanal valuation s used This makes explicit assumptions for interest and discount rates, mortality and

morbidity, persistency and future expenses Assumptions are reviewed annually against actual experience and industry and
economic trends

The key assumptions used for the insurance contracts, other than credit insurance business, disclosed in this note are as
follows

Mortality & morbidity

Appropriate base tables of standard mortality and morbidity are chosen depending on the type of contract  An investigation
into the Company's recent experience, n conjunction with a review of the continuous mortality investigations performed by
mdependent actuartal bodies, 1s carried out and an appropriate level of the base table 1s derved

Investment returns
Valuation discount rate 2 5% net of tax (2008 2 5%)

Renewal expense level and inflation

The Company's current level of expen'ses, together with a margin for prudence, 15 taken as an appropriate expense base and
an expense inflation rate of 4 0% (2008 3 0%) 1s applied

For regular premium credit insurance business we hold a multiple of premum as the reserve  For single premium credit
insurance business the reserve I1s taken as a proportion of the single premium, where the proportion reftects the outstanding
term remaining on the contract

Lapses

For cntical liness policies the Company has used a lapse rate of 4 5% per annum (2008 4 5%), when net cash flows are
negative and a lapse rate i1s prudent Otherwise a lapse rate of 155% per annum (2008 15 5%) 1s used For all other
policies, excluding over 50's polices and creditor, the Company has used a lapse rate of 1 5% per annum (2008 3 5%}, when

net cash flows are negative and a low lapse rate 1s prudent Otherwise a lapse rate of 12 5% per annum (2008 12 5%) 1s
used

(d) Change in assumptions during the year

The following estimates and assumptions used in determining assets and habilities for insurance contracts were changed, and
had the following effect on profit recognised for the year

Effect on

Profit

2009

£'000

Investment return -
Mortality/Morbidity for insurance contracts 819
Expenses (85)
Lapse rate (507)

227
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321 Underwniting, pncing and reserving nsk (Continued)
(e} Sensitivity analysis

Life msurance results are inherently uncertain, due to actual expenence being different to modelled assumptions Sensitivity
analysis 1s provided below to lllustrate the impact of changes in key assumptions

Sensitivity factor Description of sensitivity analysis

Debt Secunties

The method used i calculating this sensitivity 1s to apply a 20%
change to market values to the debt secunties portfolio

Interest rate and investment return The impact of a change in market nterest rates by +/~ 1% (e g 1f
a current interest rate 1s 5%, the mpact of an immediate change
to 4% or 6%)

Expenses The impact of an increase 1n ongoing administrative expenses

and the claims handling expenses provision by 10%

Assurance mortality/morbsdity The impact of an increase 1n mortality/morbidity rates for
assurance contracts by 5%

Lapse rates The impact of an increase in lapse rates by 0 5%

The table below demonstrates the effect of a change In a key assumption whilst other assumptions remain unaffected In
reality, such an occurrence 1s unlikely due to correlation between the assumptions and other factors It should also be noted
that these sensitivities are non-linear, and larger or smatler impacts should not be interpolated or extrapolated from these
results The sensitivity analyses do not take into consideration that our assets and habilities are actively managed and may
vary at the time that any actual market movement occurs

Impact on Impact on Impact on
value of profit after shareholders

Sensitivity at 31 December 2009 Vanability mvestments tax equity

£000 £'000 £'000
Debt securities +20% 10,961 - 10,961
Debt securties -20% (10,961} - (10,961)
Interest rates +1 0% (1,999) 395 (1,044}
Interest rates -1 0% 2,131 {849) 685
Expenses +10 0% - {230} (230)
Assurance mortality/morbidity +50% - (429) {429)
Increase in lapse rate +0 5% - 156 156

Impacton Impact on Impact on
value of profit after shareholders

Sensitivity at 31 December 2008 Variabihity investments tax equity

£000 £000 £000
Debt secunties +20% 7,421 - 7,421
Debt securities -20% {7.424) - {7,421)
Interest rates +1 0% (1,130} 305 (503)
Interest rates -10% 1,176 (467) 373
Expenses +10 0% - {188) (188)
Assurance mortality/morbidity +5 0% - (399) (399)
Increase in lapse rate +0 5% - 157 157
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK (Continued)

322 Claims management risk

Claims management nisk is the nisk that claims are paid or handled inappropriately

Claims are managed utiising a range of controls and manual processes conducted by experienced staff, to ensure that claims
are handled in an appropnate, imely and accurate manner

Each member of staff has a specified handling authonty, wath controls preventing clams staff handling or paying clams
outside of their authonities, as well as controls to avoid paying invalid clams  In addition, there are various outsourced clams

handling arrangements all of which are monitored closely by management, with similar principles applying in terms of the
controls and procedures

323 Reinsurance risk

Reinsurance nisk anses from a fadure of reinsurance to control exposure to losses, 1 reduce volatiity or to protect capital

RBS Insurance uses reinsurance

- To save capital,
- To protect the insurance results against unforeseen volumes of, or adverse trends In, claims 1n order to reduce volatiity
and to improve stability of earnings, and

- To transfer risk that 1s not within the Company’s current nsk retention strategy

RBS Insurance reviews its remnsurance purchases at least annually to ensure that the lavels of protection being bought reflect
any changes in exposure and nsk appetite of the Group

Reinsurance 1s only effective when the counterparty 1s financially secure  Before entering into a contract with a new reinsurer,
it must sahsfy the Credit Risk Approval process that uses information derived nternally and from secunty ratings agencies
Acceptable reinsurers are rated at A- or better by Standard and Poors ratings agency unless specifically authorised by the
RBS Insurance Board

33 Financial nsk

The Company is exposed to financial risk through its financial assets and financial labiliwes The Company's financial risk rs
cencentrated within its nvestment portfolio This portfolio 1s managed 1n accordance with the RBS Insurance investment Policy
and Investment Guidelines These are drawn up In compliance with the objectives and risk appetite parameters set by The
RBSG and are approved by the RBS Insurance Group Limited Board The Investment Policy 1s operated by the !nvestment
Committee, which 1s made up of Senior Executives of both the insurance Division and the Company, and executed on ther
behalf by the Funds Management Committee {FMC)

The Investment Committee determines high level policy and controls, covering such areas as safety, liquidity and
performance It meets at teast half-yearly to evaluate nsk exposure, the current strategy and to consider investment
recommendations submitted to it Any strategy changes are included in a revised Terms of Reference for the FMC and the
Company's Investment Policy and Guidelines are updated to reflect the changes

The objectives set out In the Investment Policy are

- To maintain safety of the portfolio’s principal both in economic terms and from an accounting and reporting perspective,
- To maintain sufficient lquidity to provide cash requirements for operations, and

- To mawxmise the portfolio's total return within the constrants of the other objectives and the himits defined by the
Investment Guidelines

The portfolio 1s spiit between Operating Funds and Long-Term Funds to achieve these objectives Operating Funds which
must be at least 35% of the (otal portfolio are required to support current business operations, (dentfied liabilites and to
provide an adequate safety margin  The remainder of the portfolio 1s classified as long term

The Investment Guidelines set out asset allocation rules and controls for each component part of the portfolio as follows
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK (Continued)
33 Financial nsk (Continued)

Operating Funds

The Operating Funds segment of the investment portfolio shall only be invested in high quality hquid fixed and floating rate
interest secunties and in cash (bank deposits) Qualifying investments nclude

- Bank Deposits,

- Certfficates of Deposit (CDs) and Commercial Paper (CP),

- Fleating Rate Notes (FRNs),

- Govermment secunties with maturities up to five years (including index linked), and
- Listed Debt Securities wath matunty up to five years

Investments should be managed to ensure a reasonably even spread of maturities over the forthcoming three-month period
In addition, the maturity profile must take account of any potential market price reduction due to interest rate or credit risk

Long Term Funds

In addition to those mentioned under Operating Funds, to achieve its investment objective, the Long-Term Funds segment of
the investment portfolio may be invested In the following asset classes

- Equites,

- Property,

- Fixed Interest Debt Secunities (five to fifteen years), and
- Floating Rate Debt Secunties (up to forty years)

In general, the long-term fund will be invested in a manner such that at least 90% {by market value) of the investments are
admissible assets for regulatory purposes

Opportunistic investments in indmvidual equity stocks will also be allowed up to a maximum of £400m and will be held as an
Individual Equity Fund This type of investment purchased for this portfolic would typically be those which are of undoubted
credit quality and offer a good dividend yield It is likely that such stocks would be liquid and traded on one of the major world
stock exchanges

The most important components of financial risk are market risk, eredit risk and quidity risk
331 Market nsk

Market nsk encompasses any adverse movement in the value of assets as a consequence of market movements such as
Interest rates, ¢redit spreads, foreign exchange rates, equity prices and property valuations

The Company I1s exposed to market sk in both the value of its labilties and the value of assets held The Company does not
hold investments for trading purposes Exposure to market risk in the investment portfolio is managed in accordance with the
guidelines set out in the Company’s Investment Policy as detaled above The FMC I1s responsible for ensuring that the
Company 1s comphant with the standards and hmits set out in the Investment Policy and Guidelines The comphance of
controls in respect of market nisk 1s reported to the FMC on at least a monthly basis

The Company assesses the financial impact from changes in market nsk through DFA modeling and stress testing adopted
as part of the individual Capital Assessment (ICA) process These tests are designed to consider the impact on capital ansing
from various scenarios based on changes in the finanaial circumstances and budget assumptions

Interest rate nsk

Interest rate nsk arises primanly from the Company's investments in long term debt and fixed iIncome securnties, which are
exposed to fluctuations in interest rates

A table showing the sensitivity of profits to changes in nterest rates 1s included at note 3 2 1 above

332 Creditnsk

Credit nsk anses from the potential that losses are incurred from the faillure of a counterparty to meet its credit obligations
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3 MANAGEMENT OF INSURANCE AND FINANCIAL RISK (Continued)

332 Credit nsk {Continued)

The objective of the Credit Risk Policy and supporting Minimum Standards 1s to document the control processes by which the
Company Is able to identify, monitor, measure, manage, contro! and mitigate the level of credit nsk effectively against the nsk
appetite The credit nsk control environment is summarised below in the key elements of the policy

Credit Risk Governance

A Credit Risk Management Framework 13 1n place that 1s appropriate for the agreed nsk appette and 1s established and
mamntained by adequately skilled credit sk professionals and supported by appropriate mirimum standards, tools, techniques
and credit systems and reporting

Credit Risk Assessment and Crecdit Limit Approvals

A credit nsk assessment 15 used to determine the credit worthiness of a counterparty prior to entenng mto a fransaction or

contract with that counterparty A credit irmitis used to define the level of credit nsk that the Company 1s prepared to accept by
a counterparty

Where appropniate, the Company assesses credit sk and sets a credit imit prior to entenng into a transaction or contract with
the counterparty Each assessment and credit hmit 1s approved n accordance with Credit Authonties

Credit Authonty

Credit nsk assessments and Imits are approved by an indwidual or committee that has been provided with formally
documented credit approval authonty Approval authoriies are reviewed and renewed at least annually

Monitoring and Reporting

The level of actual credit exposure 1s monitored against the defined credit assessments

The main scurces of credit nsk for the Company are as follows

- Investment Counterparty — this arises from the investment of momies In the range of investment vehicles permitted by the
Investment Policy,

- Reinsurance Recoveries — credit exposure to reinsurance counterparties anses in respect of reinsurance claims, and

- Financing of premums - loans made to customers in respect of deferred payments of therr insurance premiums These
amounts are managed within the Credit Risk Management Framework and benefit from The Company's ability to cancel
the underiying policy in the event of non-payment

The following tables analyse the credit qualty of financial and insurance assets by type of asset The tables include
reinsurance exposure, after provision Note 3 2 3 detalls the Company's approach to reinsurance credit nsk management

At 31 December 2009

AAA AA+ AA AA- A+ A A-

£'000 £'000 £'000 £000 £'000 £'000 £'000
Debt securities (note 14) 54,807 - - - - - -
Insurance contracts rensurance asset
(note 15) - - - 62,167 - - -
Cash at bank and in hand (note 18) - - 14,500 5,000 29,397 10,000
Reinsurance debtors included under
loans and recevables (note 17) - - - 12,080 - - -
Total assets baaring credit risk 54,807 - 14,500 79,247 29,397 10,000 -
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK (Continued)
332 Credit nsk {(Continued)

At 31 December 2008

AAA AA+ AA AA- A+ A A-
£'000 £'000 £000 £000 £000 £000 £'000
Debt securities (note 14) 37,104 - - - - - -
Insurance contracts reinsurance asset
(note 15) - - - 63,568 - - -
Cash at bank and in hand {note 18} - 3,000 29,500 15,000 19,184 10,000 -
Reinsurance debtors included under
loans and receivables (note 17) - - - 9,824 - - -
Total assets bearing credit nsk 37,104 3,000 29,500 88,392 19,184 10,000 -

333 Liguidity nsk

Liquidity risk is the potential that obligations cannot be met as they fall due as a consequence of having a timing mismatch

The measurement and management of hquidity nsk within the Company 1s undertaken within the imits and other policy
parameters of the Company's iquidity nisk appetite It 1s included as part of the monthly Funds Management Committee pack
and reviewed by the FMC The asset class and matunty parameters contained within this policy are summarised in note 3 3
above Compliance 1s monitored both in respect of the internal policy and the regulatory requirements of the FSA

The Company performs liquidity nsk stress testing as part of its ICAS process These tests are designed to assess the
Company's hquidity requirement in order to meet claims and other liabilities in a number of different extreme event scenarios
and compare this requirement aganst the liquidity available from its investment portfolio and other assets In all of the events
considered the Company 1s comfortably able to meet its liabiihies as they fall due

In the event that one or more liquidity stress or scenario crystallises, or should any other event that may impact hquidity oceur,
the Company seeks to ensure that the event has rapid and controlled response A Liquidity Cnsis Management Team will be
formed to assess the nature and the extent of the threat and to develop an appropriate response

An independent cansulting firm of actuaries analyse the term of the liabililes and determine matching assets to ensure that
hquidity nisk 1s mimmised  In the investment guidelines it 1s recommended that the current habiliies, free assets and half the
assets backing the creditor hability are invested in cash and short dated deposits

Analysis of matunity of habilities

For each category of insurance and financial iabilities, the following table shows the gross liability at 31 December 2009

analysed by remaiming duration The total iability 1s sphit by remaining duration in proportion to the cashflows expected to
anse dunng that period

At 31 Decemnber 2009

After one

but not After five

more than Afier three but but not
Within one three not more than more than Over ten
Total year years five years  ten years years
£'000 £'000 £'000 £'000 £'000 £'000
Insurance liabilibes (note 21) 86,671 7.015 16,380 6,060 39,303 17,913

Trade and other payables including

insurance payables (note 22) 7.750 7,750 - - - .
Total 94,421 14,765 16,380 6,060 39,303 17,913
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MANAGEMENT OF INSURANCE AND FINANCIAL RISK {Continued)
233 Liquidity nsk (Continued)

At 31 December 2008

After one

but not After five

more than After three but but not
Within one three not meore than more than Over ten
Total year years five years ten years years
£000 £000 £000 £'000 £000 £000
Insurance liabities (note 21) 101,643 8,707 24,020 12,288 37,630 18,998
Borrowings (note 23} 61 61 - - - -

Trade and other payables including

Insurance payables (note 22) 10,280 10,280 - - - -
Total 111,984 19,048 24,020 12,288 37,630 18,998

The concentratiort In 2009 has not substantially changed from the prior year

335 Operational risk

Effective operational nsk management requires the Company to identify, assess, manage, monitor and repert operational risk
Operational nisk 1s herent i all of the RBS Group’s business processes, systems and products Therefore, it 1s important to
have a framework in place to ensure that operational risks are identfied and managed to an acceptabie level

Effective operational nisk management helps the Company to achieve its objectives, including

- more focus on doing things the nght way, leading to fewer surprises,

- fewer operational errors and losses, leading to increased customer satisfaction and higher quabty earnings,
- achieving process efficencies,

- better informed risk-taking, which creates greater rewards, and

- mgcreased management attention on the risks and 1ssues that really matter

CAPITAL RISK MANAGEMENT

The Company defines capital in accordance with regulations prescnibed by the FSA and manages it in accordance with the
RBS Insurance Capital Management Policy  Its objectives when managing capital are

- to comply with legal and regulatory obligations and maintain capital resources commensurate with the nature, scale and
nisk profile of ds business,

- to provide a framework for monitoring the capital position of the Company, including the procedures to be followed dunng
penods of general financial stress, either due to internal or external events,
- tosafeguard its ability to continue as a going concern, and

- o provide an adequate return to its shareholders by pricing insurance and investment contracts commensurately wath the
level of nsk

Under the rules prescribed by the FSA, the Company must at all tmes mantain assets of a value sufficient to cover its

habilites, including labiliies ansing under or In connection with contracts of insurance and that there 1s a suitable matching of
assets and habilities

The FSA rules require the Company to maintain a surplus of admissible assets over its hiabiliies which s at all times at least
equal to the mgher of its Minmum Capital Requirement (MCR) or its Individual Capital Guidance (ICG)
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4 CAPITAL RISK MANAGEMENT (Continued)
The MCR 1s a formulaic approach, prescribed by the EU, based on business volumes and claims reserves, whereas the ICG

Is specified by the FSA following the brr-annual submussion of a nsk based capital assessment (in accordance with the
Individual Capital Adequacy Standards) by the Company to the regulator

As at 31 December 2009, the Company held a surplus of at least £80,950,000 (2008 £66,132,000), the MCR requirement
was £35,765,000 (2008 £37,677,000)

Management information to monitor the Company's capital position 1s preduced and presented to The RBS Insurance Capital

Committee and the RBS Insurance board on a regular basis ensuring that the Company meets its capital requirements at all
times

The Company has comphied with the FSA imposed rules and guidance in respect of capital n both 2009 and 2008
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5 NET INSURANCE PREMIUM REVENUE

Long-term insurance contracts

Premum income from insuranca contracts issued

Premium revenue ceded to reinsurers on INsurance contracts issued
Nét insurance premium revenue

6  INVESTMENT INCOME

Available-for-sale financial assets
Interest Income from debt secunties
Interest Income
From deposits with credit institutions
From related parties (note 26)
Net amortisation of premium on purchase of financial assets

7  INSURANCE BENEFITS

Long-term insurance contracts with fixed and guaranteed terms
- death benefits

- decrease in labilities

Total cost of policyholdar benefits

Long-term insurance contracts with fixed and guaranteed terms
- death benefits

02199286

- Increase In iabilites
Tota!l cost of policyholder benefits

EXPENSES

a) Expenses for the acquisition of insurance contracts

Cost incurred for the acquisiton of insurance contracts expensed in the year

b) Expenses for marketing and administration

Marketing and admimistrative expenses
Depreciation (note 13)
Expenses incurred under profit paricipation {note 26)

27

2009 2008
£'000 £'000
54,355 88,043
(24,903) (21,212)
29,452 66,831
2009 2008
£'000 £000
2,304 1,675
745 4,480
- 174
(84). 10
2,965 6,339
At 31 Decernber 2009
Gross Remnsurance Net
£000 £'000 £'000
22,009 (13,243) 8,766
(13,204) (47} (13,251)
8,805 {13,290} __(4,485)
At 31 December 2008
Gross Remnsurance Net
£'000 £'000 £'000
22,860 (12,916} 9,844
1,331 {6,109) (4,778}
24,191 {19,025) 5,166
2009 2008
£000 £'000
3,136 26,563
3,136 26,563
2009 2008
£'000 £'000
6.674 7,359
14 28
7,107 16,226
13,795 23,613
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9

10

TAX CHARGE
2009 2008
£000 £'000
Current taxation
Charge for the penod 5,602 5,091
{Over) | Under provision In respect of pnor periods (953} {66}
4,649 5025
Deferrad taxation (note 16)
Charge for the penod 1" 15
1 15
Tax charge for the period 4,660 5,040

The actual tax charge differs from the expected tax charge computed by applying the standard rate of UK corperation tax of 28% (2008
28 5%) as follows

2009 2008
£'000 £'000
Profit before tax 19,971 17,828
Expected tax charge 5,592 5,081
Effects of
Adjustments in respect of pnor penods (953) (66)
Cther timung differences 21 25
Tax charge 4,660 5.040
PROFIT FOR THE YEAR
2009 2008
Profit for the year is stated after charging £'000 £000
Depreciation of property, plant and equipment (note 13) 14 28

Auditors' remuneration

Fees for audit and non-audit services, included within marketing and administration expenses, are borne and recharged by a related
party, RBS Insurance Services Limited

Fees paid to the auditors with respect to the statutory audit of the Company amount to £50,000 (2008 £51,000)

Fees in respect of the audtt of the FSA Retum amount to £64,000 (2008 £62,000) and fees for other services amount te £9,000 (2008
£15,000)

Directors' emoluments

2009 2008

£'000 £000

Other emoluments 33 159
Company pension contnbutions 3 g
36 168

No diectors who served dunng this of the previous financial year were remuneratad by the Company The amounts disclosed above
are those relating to their services as directors for the Company based on an estimated tme allocation basis  Emoluments in relation to
services performed by the directors for other group companies are not disclosed in the Company's financial statements

Inciuded in the above are emoluments, excluding pension contnbutions, paid to the highest paid director amounting to £31,453 (2008
£155,940)

A contnbution of £2,768 (2008 £8,460) to @ money purchase scheme was made on behalf of the highest paid director One director
(2008 one director) had retirement benefits accruing under money purchase pension schemes in respect of qualfying service, five
directors (2008 two directors) had benefits accruing under defined penston schemes

Duning the year no director exercised options (2008 no drrectors)
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11 DIVIDENDS

Equity dividends on ordinary shares
Intenm dividend paid

12 CLASSIFICATION OF FINANCIAL INSTRUMENTS
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2009 2008
£000 £'000
- 20,000
- 20,000

Financial assets and financial labilties are measured on an ongoing basis esther at fair value or at amortised cost The summary of
significant accounting policies in note 1 describes how the classes of finanaal instruments are measured and how income and
expenses of the financial assets and habilites by category are defined in IAS39 and by the balance sheet heading

At 31 December 2009

Property, plant and equipment
Investments

Reinsurance assets

Deferred tax asset

Loans and recevables

Cash and cash equivalents

Insurance contracts

Trade and other payables including insurance
payables

Current tax habiities

Equity

At 31 December 2008

Property, plant and equipment
Investments

Reinsurance assets

Deferred tax asset

Loans and receivables

Cash and cash equivalents

Insurance contracts

Trade and other payables including insurance
payables

Borrowings

Current tax labiities

Equity

Non-

Other financial

Available Loans and (amortised assets /
for sale receivables costs) habilittes Total
£000 £'000 £'000 £'000 £'000
- - - 20 20
54,807 - - - 54,807
- - - 62,167 62,167
- - - 38 as
- 13,723 - - 13,723
- 58,897 - - 58,897
54,807 72,620 - 62,225 189,652
- - - 86,671 86,671
. - 7,750 - 7,750
- - - 4,594 4,594
- - 7.750 91,265 99,015
90,637
189,652

Non-

Other financial

Available Loans and {amortised assets /
for sale raceivables costs) habilities Total
£'000 £°000 £000 £'000 £'000
- - - 34 34
37,104 - - - 37,104
- - - 63,568 63,568
- - - 49 49
- 15,604 - - 15,604
- 76,684 - - 76,684
37,104 92,288 - 63,651 193,043
- - - 101,643 101,643
- - 10,280 . 10,280
- - 61 - &1
- - - 5,660 5,660
- - 10,341 107,303 117,644
75,399
193,043
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14

PROPERTY, PLANT AND EQUIPMENT

Computer
and other
equipment
£'000
Cost
At 1 January 2008 670
At 1 January and 31 December 2009 670
Depreciation
At 1 January 2008 (s08)
Depreciation charge for the year (28)
At 1 January 2009 (638)
Depreciation charge for the year (14)
At 31 December 2000 (650}
Net book amount
At 31 December 2009 20
At 31 December 2008 34
INVESTMENTS
2009 2008
£000 £'000
Available-for-sale investments
Debt Secunties
Listed - fixed interest rate 54,807 37,104

Included within the debt secunties balance above 1s £13,739,000 (2008 £ni) placed with refated parties, as analysed in note 26

The feilowing table shows an analysis of financial Instruments recorded at far value by level of the fair value hierarchy

As at 31 Dec 2009

Level 1 Level 2 Level 3 Total Sensitivity Analysis
Naotes {note1) {note 2) {note 3) Low High
£'000 £'000 £000 £000 £000 £'000
Available-for-sale
financial assets
Debt secuntes 54,807 - - 54,807 - -
As at 31 Dec 2008
Level 1 Level 2 Level 3 Total Sensitivity Analysis
Notes (note1) (note 2) (note 3) Low High
£'900 £'000 £000 £'000 £'000 £000
Available-for-sale
financial assets
Debt secunties 37,104 - - 37,104 - -

There were no transfers between level 1 and level 2/3 dunng the year

Notes

1 Included in the Level 1 category are financtal assets that are measured in whole or in part by reference to published quotas in an
active market A financial Instrument 1s regarded as quoted in an active market If quoted pnces are readily and regularly availlable from
an exchange, dealer, broker, industry group, pncing service or regulatory agency and those prices represent actuat and regulary
occunng market transactions on an arm's length basis

2 Included in the Level 2 category are financial assets measured using a valuation technique based on assumptions that are
supported by prices from observable current market transactions These are assets and habiliies for which pnaing 1s obtained via
pncing services, but where prices have not been determined in an active market, financial assets with fair values based on broker
quotes, investments In pnvate equity funds with fair values obtained via fund managers and assets that are valued using the Group's
own models whereby the majonty of assumptions are market observable
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14

15

16

17

18

INVESTMENTS (Continued)

3 Included in the Level 3 category are financial assets measured using non market observable inputs This means that fair valuss
are determined in whole or in part using a valuation techrigue (model) based on assumptions that are neither supported by prices from
observable current markel transactions in the same instrument nor are they based on avaidable market data The main asset classes in
this category are unhsted equity investments and Imited partnerships  Valuation techniques are used to the extent that observable
inputs are not availlable, thereby allowing for situations in which there 1s litle, if any, market actwity for the asset or hability at the
measurement date However, the fair value measurement objective remains the same, that 1s, an exit pnce from the perspective of the
Group Therefore, uncbservable inputs reflect the Group's own assumptions about the assumptions that market participants would use
in pnaing the asset (including assumptions about nsk) These inputs are developed based on the best information available, which
rmight include the Group's own data

Reconcihiation of movements in level 3 financial instruments measured at fair value
There were no tevel 3 financial instruments (n 2008 and 2009

REINSURANCE ASSETS

2009 2008

£'000 £'000
Reinsurers' share of insurance habilites 58,313 58,266
Reinsurers' share of claims outstanding 3.854 5,302
Total assels ansing from reinsurance contracts 62,167 63,568
DEFERRED TAXATION

The following are the deferred tax assets recogrised by the Company, and the movements thereon, dunng the curent and prior
reporting penods

Accelorated
capital
allowances
£'000
At 1 January 2008 64
Charge to statement of comprehensive income (note 9) (15}
At 1 January 2009 49
Charge to statement of comprehensive income (note 9) (1)
At 31 December 2009 - 38
LOANS AND RECEIVABLES INCLUDING INSURANCE RECEIVABLES
2009 2008
£'000 £'000
Receivables’ansing from insurance and reinsurance contracts
Due from policyholders 275 334
Due from reinsurers 12,080 9,824
Other loans and receivables
Accrued interest and rent 877 822
Receivables from related partigs (note 26) 463 4,343
Other prepayments and accrued income 28 281
Total loans and receivables including insurance receivables 13,723 15,604
CASH AND CASH EQUIVALENTS
2009 2008
£'000 £'000
Cash at bank and in hand
- third parties 115 71
Short term deposits with financiat institutions
- third parties 39,500 67,500
- related parties {note 26) 19,282 9,113
58,897 76,684
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21

CASH AND CASH EQUIVALENTS (Continued)
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The effective interest rate on short term deposits with credit institutions was 0 35% - 3 90% (2008 1 70% - 6 59%) and has an average

matunty of 90 days (2008 90 days)

For the purposes of the cash flow statement, cash and cash equivalents are as follows

Cash and cash equivalents
Bank overdrafts (note 23)

SHARE CAPITAL

Authonsed
Equity shares
44 million ordinary shares of £1 each

Issued and fully paid

Equity shares

44 milllon ordinary shares of £1 each
At 1 January and 31 December

OTHER RESERVES AND RETAINED EARNINGS

Undated loan capital
Reserve for revaluation of available-far-sale investments
Other reserves at 31 December

Retained earmings at 31 December

Movements in the revaluation reserve for available-for-sale investments were as follows

At 1 January

Revaluaton dunng the penod - gross
Revaluation dunng the penod - taxation
At 31 Decembeor

INSURANCE CONTRACTS AND REINSURANCE ASSETS

Gross

Long term nsurance contracts
- with fixed and guaranteed terms
- benefits outstanding

Recoverable from remnsurers
Long term insurance contracts
- with fixed and guaranteed terms
- benefits outstanding

Net

Long term insurance contracts
- with fixed and guaranteed terms
- benefits outstanding
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2009 2008
£000 £000
58,897 76,684
- {61)
58,897 76,623
2008 2008
£'000 £'000
44,000 44,000
44,000 44,000
2009 2008
£000 £'000
3,500 3,500
1,529 1,602
5,029 5,102
41,608 26,297

Debt Securnities

2009 2008
£000 £000
1,602 409
(117) 1,656

44 (463)
1,529 1,602

2009 2008

£'000 £000
82,200 95,404
4,471 6,239
86.671 101,643
(58.313) (58,266)
(3,854) (5,302)
(62,167) (63,568)
23,887 37,138
617 937
24,504 38,075
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211

22

23

24

25

INSURANCE CONTRACTS AND REINSURANCE ASSETS (Continued)

Current
Non-cumrent

Movements in insurance habilities and reinsurance assets

At 1 January 2009

Provisions in respect of new business

Expected change n existing business provisions
Vanance between actual and expected expenenca
Other movements

At 31 December 2009

At 1 January 2008

Provisions in respect of new business

Expected change in existing business provisions
Vanance between actual and expected expenence
Other movements

At 31 December 2008

TRADE AND OTHER PAYABLES INCLUDING INSURANCE PAYABLES

Due to reinsurers

Due to related parties {note 26)
Trade creditors and accruals
Qther creditors

BORROWINGS

Bank overdrafts with related parties (note 26)

The borrowings are repayable on demand

CONTINGENT LIABILITIES

There are no contingent habilites that require disclosure in these financial statements

COMMITMENTS

There was no capital expenditure contracted for at the balance sheet date
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2009 2008
£'000 £'000
10,180 10,526
14,324 27,549
24,504 38,075
At 31 December 2009
Gross Remnsurance Net
£'000 £'000 £'000
95,404 (58,266) 37,138
51,217 (24,803) 26,314
(8,828) 13,243 4,415
(40,632) 11,613 {29,019)
(14,961) - {14,961)
82,200 (58,313) 23,887
At 31 December 2008
Gross Reinsurance Net
£'000 £'000 £000
94,073 (52,157) 41,916
61,481 (21,213) 40,268
(18,253) 12,916 (5,337}
{20,491} 2,188 (18,303)
{21,406} - {21,406)
95,404 {58,266} 37,138
2009 2008
£'000 £'000
22 72
5,4M 7.135
2,220 3.057
17 16
7,750 10,280
2009 2008
£'000 £'000
- 61
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26 RELATED PARTY TRANSACTIONS

On 1 December 2008, the UK Government through HM Treasury became the ultimate controlling party of The Royal Bank of Scotland
Group plc  The UK Government's shareholding 1s managed by UK Finangial Investments Limited, a company whaolly owned by the UK
Government As a result, the UK Govemment and UK Govemment controlled bodies became related parties of the Company

The Company's ultimate holding company 1s The Royal Bank of Scotland Group pic which 15 incorporated 1n Great Bntain and
registered in Scotland Its immediate parent company 15 RBS Insurance Group Limited which 1s incorporated in Great Bntain and
registered in England and Wales

As at 31 December 2009, The Royal Bank of Scotland Group plc heads the largest and smallest group in which the Company 1s
consolidated Copies of the consolidated accounts of The Royal Bank of Scotland Group plc may be obtained from The Secretary, The
Royal Bank of Scotland Group pl¢, Gogarburn, PO Box 1000, Edinburgh EH12 1HQ

The volume and diversity of transactions with govemment related entities are such that therr full disclosure of theirr amounts dunng the
year are impractical

The following transactions were camed out with related parties, who are all members of The Royal Bank of Scotland Group plc

1 Sales of nsurance contracts and other services 2009 2008
£'000 £'000
Sales of services

- U K Insurance Limited 6,405 17,285
6,405 17,285
2009 2008

Interest received (note 6)
- ABN AMRO Bank N V - 174
- 174

Sales of services are provided between related parties on an arms length basis

Interest income receved from deposits held with related parties were at rates ranging from 0 35% 1o 3 90% {2008 1 70% - 6 59%)

it Purchases of products and services

2009 2008
£000 £'000

Purchases of services
- RBS Insurance Services Limited 2,052 2,633
- Tesco Personal Finance Limited - 4,815
- U K Insurance Limited 2,261 11.411
4,313 18,859

Purchases of services also includes payments made between companies determined by the levels of business generated and as
agreed between the parties, on an arms length basis

All employees were employed by RBS Insurance Serwices LUimited, a fellow subsidiary company Total employee costs, including
directors’ remuneration, recharged to the Company by RBS Insurance Services Limited dunng the year were £2,077,000 {2008
£2,859,000)

Employee costs recharged by RBS Insurance Services Limited includes the full costs of key managers and other staff in respect of
share-based payments The attnbution among members of the RBS Group has regard to the needs of the Group as a whole

m Compensation of key management

The aggregate remuneration of directors and other members of key management dunng the year was as follows

2009 2008

£'000 £'000

39 166

Other emoluments 4 10
Company pension contrbutions 43 176

Fees paid to directors and other members of key management dunng the year amounted to £180 (2008 £190)
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27
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RELATED PARTY TRANSACTIONS (Continued)

iv Year-end balances ansing from sales and purchases of products/services

Short term deposits held with related parties (note 18)
- The Royal Bank of Scotland plc

Bank overdrafts held with related parties (note 23)
- The Royal Bank of Scotland plc

Deabt secunties held with related parties (note 14)
- UK Govemment

Receivables from related parttes (note 17)
- The Royal Bank of Scotland pic
- U K Insurance Limited

Payables o related parties (note 22)
- RBS Insurance Services Limited
- U K Insurance Limited
- The One Account Limited
EVENTS AFTER BALANCE SHEET DATE

There are no events after the Balance Sheet date that require reporting

CAPITAL RESOQURCES

02199286

2009 2008
£000 £000
19,282 9113
19,282 9,113
2009 2008
£000 £'000
- (61)

- (61)
2009 2008
£000 £000
13,739 -
13,739 .
2009 2008
£000 £'000
. 1,209
463 3,134
463 4,343
2009 2008
£000 £000
5,273 4,380
193 2,749

25 26
5,491 7135

Under FRS27 the Company 1s required to produce a capital position statement, reconciling the capital resources of the Iife insurance
business of the Company to the capital resources availlable on a regulatory basis All business of the Company 15 Iife insurance

business

Total shareholders’ funds as at 31 December
Adjustments to regulatory basis
Total avaitable capital resources as at 31 December

Shareholders’ funds held in long term business fund
Shareholders’ funds outside long term business fund
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2009 2008
£'000 £'000
90,635 75,400
(638) {649)
89,997 74,751
2009 2008
£'000 £'000
80,950 66,132
9,047 8,619
89,997 74,751
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28 CAPITAL RESOURCES (Continued)
Movements in the capital resources were as follows
Capital resources at 1 January
Changes in assumplions
New business and other factors

Capital resources at 31 December

289 CAPITAL MANAGEMENT POLICY

02199286

2009 2008
£'000 £000
74,751 80,754
227 236
15,019 (6.,239)
89,997 74,751

The Company I1s required to meet mimimum capital requirements at all tmes under the Financial Service Authonty's Prudential
Sourcebook The capital resources covenng the regulatory requirement are not transferable to other areas of the Group To ensure
that the capital requirement 1s satisfied at all tmes, the Company holds an additional voluntary buffer above the absolute minimum
Sufiicent capital resources are held to ensure that the capital requirements are covered over a specified projection penod Life
insurance results are inherently uncertain, due to actual expenence being different to modelled assumptions Such differences affect
regulatory capital rescurcas, as do varying levels of new business Therefore, projactions are formally reviewed twice a year Whera

there 15 a shortfall of capital projected, vanous options are available to provide new capital
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