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CLERICAL MEDICAL INVESTMENT GROUP LIMITED
DIRECTORS' REPORT

The Directors present their Report and the audited Accounts for the year ended 31 _December 2003,

PRINCIPAL ACTIVITY

The principal activity of the Company is the transaction of long term insurance business and associated
investment activities in the United Kingdom and abroad.

BUSINESS REVIEW AND SIGNIFICANT EVENTS

Throughout the year, the Company made its life and pension products available through its appointed
representatives and fellow subsidiary undertaking, with and from whom business is also reassured. The
value of premiums on new business written during the year totalled £2,927.2 million, which compares
with £3,892.4 million for the year ended 31 December 2002. Cn 31 December 2002 the Company
reinsured all of its pension annuity business into Clerical Medical Managed Funds Limited, a subsidiary
undertaking. The reinsurance premium for this business amounted to £1,086.8 million.

RESULT AND DIVIDEND

The Company profit for the year, before taxation, reported in the Non Techpical Account, amounted to
£182 .8 million (2002 loss £25.4 million), and the profit after tax to £163.2 million {2002 loss £40 .6 million).
The rise in equity markets is primarily responsible for the result in the year.

No interim dividend was paid during the year (2002 nil) and the Directors recommend that no final
dividend be paid (2002 nil}.

PGST BALANCE SHEET EVENT

There are no events affecting the Company after the balance sheet date.

FUTURE DEVELOPMENTS
The Company will continue to transact long term life assurance business for the foreseeable future.

SUPPLIER PAYMENT POLICY

it is the Company’s policy that payments made o suppliers are made in accordance with those terms and
conditions agreed between the company and its suppliers.

The Company had trade creditors outstanding at the year end representing 8 days of purchases.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

DIRECTORS’ REPORT {CONT'D)}

EMPLOYEES AND REMUNERATION

The average number of persons (including Executive Direciors) employed by the Company during 2003

was 3,562 (2002 4,287) and the aggregate remuneration paid to them during the year was £110.6 million
(2002 £118.6 miliion).

CORPORATE GOVERNANCE

The activities of the Company are overseen by the Risk Control Committee of the Insurance &
investment Division of HBOS plc. The Commiftee, which is chaired by Louis Sherwood, reviews all risk

and compliance issues affecting the Company, as well as the other companies within the insurance &
investment Bivision.

In addition to the Risk Control Committee, there are a number of other committees responsible for
different aspects of corporate governance of HBOS pic and its major subsidiaries. Further details of

these committees and compliance with the Combined Code on corporate governance are included in the
HBOS plc annual report and accotnts.

ULTIMATE HOLDING COMPANY

HBOS ple is the ultimate parent undertaking.

EMPLOYMENT OF DISABLED PERSONS

The Company operates an equal opportunities palicy that ensures that all requests for employment from
disabled persons are given full and fair consideration. Disabled persons employed within the Company
are zfforded the same opportunities as their colleagues in respect of access to work, training, career
prospects and promotion. Every effort is made to continue the employment of staff who become disabled
whilst employed and to provide specialist training and equipment where appropriate. Members of our staff
have benefited from this support during the year. In 2002, the Company became a founding pariner of
the ‘Employer Led Development Project (for people with disabilities) which provides administrative and

computer skills training to enhance participants’ employment prospects both with the Company and with
other organjsations in the commercial/financial sector,

EMPLOYEE INFORMATION

The Company cperates a wide range of formal and informal procedures to ensure information is
communicated o all of its staff.

News and information relating to Company activities, and the views of staff on these issues, are provided
through the Company's communication programme. The programme consists of a variety of
comimunication channels including an in house magazine, TV programmes and a company intranet,
Feedback is captured and documented for use in future communications and, where appropriate,
changes in processes and procedures are implemented.

Staff are also encouraged to participate in aftitude surveys within both the Company and its parent,
HBOS plec. The results of the surveys are fed back and used to promote changes within the Company.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

DIRECTORS’ REPORT (CONT’'D)

COMMUNITY INVOLVEMENT

The company encourages and fully supperts the involvement of our staff in their local communities. The
‘Right to Read’ and ‘Number Partners’ proegrammes are a good example. lUnder these initiatives, in
excess of 60 members of staff go into 2 schools in Bristol and Clevedon every week to offer one to one
reading help to improve literacy leveis, and play number-based games designed to improve numeracy
skills. The Company works closely with the Bristol Education Action Zone and Business in the
Community on these initiatives to ensure our contribution helps to achieve wider reaching targets — such
as key stage aftainment targets for schools. During the year, over 900 hours of support was provided to
these schemes - time equally donated by the company and the volunteers. By working with the Bristol
Education Action Zone, they were able to use this time to leverage matched funding by the DFfES — at £25
per hour this amounted to at least £22,500. This money is used to support these schools in other areas
such as providing arts or sports programmes, which they may not otherwise be able to afford.

The company is also committed to supporiing communities through other volunteering initiatives such as
school governors, and membership of Bristol Cares. During the year staff have volunteered their
business skills and professional expertise to local charities/community projects. An example of this is a
group from the Database Management team have helped a local charity, Childtime, by creating a
database to enable them to run more efficiently. As well as offering professional help, personal skills

have also been offered. Colleagues spent a Saturday building a disabled ramp and furnishing a new
changing room at a Sailing Club for Disabled Sailors.

Our community grants have helped local organisations offer projects that deliver an element of numeracy
or monegy advice. itis in all our interests that people have the confidence and ability to manage money -
and this is why Clerical Medical has chosen this as a central theme. The Company aims to make these
essential skills both easy and accessible for all. Examples of projects that are supported are:
= After Schools Maths Clubs - funding to help set up and run fun maths clubs to help students in
five Bristoi secondary schoois,

Bristol Debt Advice Centre - funding to create money advice sessions, working with local
community groups.

Citizen's Advice Bureau - funding to create individual money advice sessions at a local outreach
centre.

Fairbridge Bristol - funding to support a ltife skills course, for young people. This is tailored to
provide heip to help the young adults when making choices about returning back to education, or
starting paid employment. it can include time with a tutor to help improve numeracy or literacy.

Fundraising for our Charity of the Year — Macmillan Cancer Relief has challenged colleagues to raise
money in all sorts of ways — from running marathons, it's a knockout competitions, dress down days,
trekking hills and mountains, bike rides and much more. As part of the HBOS group, the Company has
heiped exceed our fundraising target of £1 million pounds — which will be used to provide 9 Macmillan

Cancer Nurses (in perpetuity). One of these posts will be based in Bristol and will be an ongoing
reminder of what we can achieve,

CONSULTATION AND PARTICIPATION

The Company recognises the unjon, Accord, for consuitation and negotiation on a wide range of

employee refated issues. It has a well developed set of procedures, both format and informal, to assist in
the consultative process.

Pay is managed within a comprehensive set of guidelines which give due regard to the relevant salary
market. A bonus scheme allows staff to share in success at a corporate level and to be rewarded for
personal achievement, whilst participation in a range of HBOS plc share schemes provides staff with an

opportunity to acquire equity in the parent company on favourable terms. An aftractive range of benefits
compiement and enhance the remuneration package.




CLERICAL MEDICAL INVESTMENT GROUP LIMITED
DIRECTORS' REPORT (CONT'D)

The Company cperates a performance management process that is designed to suppart delivery of its
corporate business objectives. Reviews take place on a regular basis providing an opportunity for staff to

receive feedback on their current performance and to plan for their personal development and career
progression,

DIRECTORS AND DIRECTORS™ INTERESTS

The Directors who served during the year were as follows:

K W Abercromby 1
D S Boyle resigned 30 September 2003
J S Edwards
D G R Ferguson | appointed 14 July 2003
D Ferrans resighed 30 September 2003
| J P Hiew appointed 1 October 2003
P Hodkinson
B G Ivory resigned 30 September 2003
4 N Maclean
M R N Moore
JR J H Milne appointed 1 October 2003
P R Moore resigned 30 September 2003
H M Posner resighed 30 Seplember 2003
M S Robinson appointed 1 October 2003
P L M Sherwood
| R G Ward resigned 27 March 2003

Directors’ heneficial interests in the ordinary shares of HBOS plc

During the year, no Director had any beneficial interest in the share capital of the Company or of any

other Group undertaking other than in HBOS plc, the ultimate holding company. References to "HBOS
plc shares" are to ordinary shares of 25p each in HBOS ple.

The beneficial and non-beneficial interests of the Directors and their immediate families in HBOS plc
shares are set out below:-

At 31.12.02 At 31.12.03

or date of appointment if later
HBOS plc shares HBOS plc shares
KW Abercromby 16,098 22,4867
J S Edwards - 134
D G R Ferguson 7,981 7,981
J P Hiew 200 200
P A Hodkinson 10,524 28,806
4 N Maclean 5,036 5,038
R J H Milne 1,974 1,974
M R N Mocre - -
M S Robinson 7.469 7.469
[ P L M Sherwood 2,000 2,000




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

DIRECTORS’ REPORT {CONT’D)

Short-term Incentive Plan — HBOS scheme and former Halifax scheme

Certain Directors have conditional entitlements to shares ansing from the annual incentive plan. Where

the annual incentive for any year was taken in shares and these shares are retained in trust for three
years, the following shares will also be transferred to the Directors:

Grant Shares as at |

effective from 31.12.03

K W Abercromby March 2001 2,477
March 2002 3,462

March 2003 4,124

J S Edwards - N
D G R Ferguson - -
J P Hiew March 2003 100
P A Hodkinson fMarch 2002 5,163
March 2003 9. 141

J N Maclean - -
R J H Milne March 2003 701
M R N Moore - -
M S Robinson March 2002 3,461
March 2003 4 587

P L M Sherwood - -

Long-term Incentive Plan — HBOS scheme and former Halifax scheme

Details of the shares which have been conditionally awarded to Directors under the plans are set out
below. The conditions relating to the long-term incentive plan may be found in the HBOS plc Annual

Report & Accounts 2003,
Grant At | Granted | Addedasa Dividend | Released At
Effective 31.12.02 (G) or result of Reinvestment | inyear 31.12.03
from or date of lapsed (L) | petformance Shares
appointment in year
if later
K W Abercromby Jan 2000 12,414 - 12,414 3,268 28,094 -
Jan 2001 14,885 - - - - 14,885
Jan 2002 12,500 - - - - 12,500
Jan 2003 - | 18,229 (G) - - - 18,229
J S Edwards Jan 2000 18,252 - 18,252 4,802 41,306 -
Jan 2001 19,460 - - - - 19,460
Jan 2002 19,166 - - - - 19,166
Jan 2003 -1 25000 (G) - - - 25,000
D G R Ferguson - - - - - - -
J P Hiew Jan 2000 2,048 - 2,048 538 4634 -
Jan 2001 2,827 - - - - 2,827
Jan 2002 4,939 - - - - 4,939
Jan 2003 7,812 - - - - 7,812
P A Hodkinson Jan 2001 53,435 - - - - 53,435
Jan 2002 87,500 - - - - 87,500
Jan 2003 - | 58,593 (G) - - - 58,593
R J H Milne Jan 2002 4,484 - - - - 4,484
Jan 2003 | 5,089 | - - - - 5,989




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

DIRECTORS’ REPORT (CONT’D)

Grang At Granted Added as a Dividend | Released At |
Effective 31.12.02 (G) or result of Reinvestment | inyear | 31.12.03
from or date of | lapsed (L) | performance Shares
appointment in year
if later
J N Maclean - - - - - - R
M R N Moore - - - - - - -
M S Robinson Jan 1999 1,450 L - - 1,450 -
Jan 2000 8,112 - 8,112 2,134 18,358 -
Jan 2001 9,542 - - - - 9,542
Jan 2002 5,416 - - - - 5,416
Jan 2003 7,812 - - - - 7,812
P L M Sherwood - - - - - - -

Shares granted under these plans can crystallise at any level between 0% and 200% of the conditional
award noted in the above table, dependant upon performance. The performance period for the January
2000 grant ended on 31 December 2002 and, in the light of the performance outcome, grants were
released at 200% of the conditional award. On maturity, dividend reinvestment shares equivalent to

approximately 26% of the original conditional grant were also released to participants in accordance with
the rules of the plan.

Long-term Incentive Plan - HBOS Scheme, former Bank of Scotland scheme and former Halifax
Scheme

Share options granted between 1995 and 2000 under the Bank of Scotland Executive Stock Option
Scheme 1995 are subject to performance pre-conditions which have now been satisfied. Share options

granted under other plans are not subject to a performance precondition. Details of the options
outstanding under these plans are set out below.

Options | Granted (G), | At 31.12.03

outstanding | lapsed (L} or

At 31.12.02 | exercised (E)

or date of in year

appointment

K W Abercromby - - -
J S Edwards - - -
D G R Ferguson - - -
J P Hiew 6,983 - 6,883
P A Hodkinson - - -
J N Maclean - - -
R J H Milne 6,381 - 6,381
M R N Moore - - -
M S Robinson 11,509 - 11,509
P L M Sherwood - - -




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

DIRECTORS’ REPORT {CONT’D)

Sharesave Plan

Share options granted under these plans are set out below.

Options | Granted (G), | At31.12.03
outstanding | lapsed (L} or
At 31.12.02 | exercised {E)
or date of in year
appoiniment
K W Abercromby 4115 - 4 115
J S Edwards 2,362 2,362 (E)
| 2,922 (G) 2,922
D G R Ferguson T - - :
J P Hiew 2,362 811 (G)
2,362 (E) 611
P A Hodkinson 2,970 - 2,970
i J N Maclean - - -
R J H Milne | 1,723 - 1,723
M R N Moore P - - -
M 8 Robhinson I - - -
| P L M Sherwood 1 - - -

Options under these plans were granted using middle market prices shortly befare the dates of the

grants, discounted by 20%.

AUDITOR

KPMG Audit Pic, having expressed their willingness to do so, will continue in office as auditor,

REGULATION

The Company is regulated by the Financial Services Authority and is a member of the Association of

British Insurers,

ANNUAL GENERAL MEETING

Pursuant to a Resolution passed by the members, the Company has elected 1o dispense with the holding
of Annual General Meetings, of laying accounts before the Company in General Meeting and with the

obligation to reappoint auditors annually.

By order of the Board

P JVEALE
Secretary

33 Old Broad Street
London
EC2N 1HZ

18 February 2004
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

STATEMENT OF DIRECTORS’ RESPONSIBILITIES
IN RESPECT OF THE ACCOUNTS

Company Jaw requires the Directors to prepare financial statements for each financial year which give a
frue and fair view of the state of affairs of the Company and of the profit or loss of the Company for that
period. In preparing those financial statements, the Directors are required to:

select suitable accounting policies and then apply them consistently:

* make judgements and estimates that are reasonable and prudent;

» state whether applicable accounting standards have been followed, subject to any materiai departures
disciosed and explained in the accounts;

prepare the accounts on the going concemn basis unless it is inappropriate to presume that the
Company will continue in business.

The Directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and to enable them to ensure that the
accounts camply with the Companies Act 1985. They have general responsibilities for taking such steps

as are reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud
and other iregularities.

11




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF
CLERICAL MEDICAL INVESTMENT GROUP LIMITED

We have audited the financial statlements on pages 13 o 42.

This report is made solely to the company’s members, as a bady, in accordance with seclion 235 of the
Companies Act 1885, 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 in an auditor's repert 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

The Directors are responsible for preparing the Directors' Report and, as described on page 11, the
accounts in accordance with applicable United Kingdom law and accounting standards. Our

responsibilities, as independent auditors, are established in the United Kingdom by statute, the Auditing
Practices Board and by our profession's ethical guidance.

We report to you our opinion as to whether the accounts give a true and fair view and are properly
prepared in accordance with the Companies Act 1985, We aiso report to you if, in our opinion, the
Directors' Report is not consistent with the accounts, if the Company has not kept proper accounting
records, if we have not received all the information and explanations that we require for our audit, or if

information specified by law regarding Directors' remuneration and transactions with the Company is not
disclosed.

BASIS OF OPINION

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
accounts. It also includes an assessment of the significanrt estimates and judgements made by the
Directars in the preparation of the accounts, and of whether the accounting policies are appropriate to the
Company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that
the accounts are free from material misstatement, whether caused by fraud or other irregularity or error,

In forming our opinion we also evaluated the overall adequacy of the presentation of infarmation in the
financial statements.

OPINION

In our opinion the accounts give a true and fair view of the state of affairs of the Company as at

31 December 2003 and of its profit for the year then ended and have been preperly prepared in
accordance with the Companies Act 1985,

i ALt A1,
\

KPMG Audit Plc 8 Salisbury Square
Chartered Accountants London
Registered Auditor ECAY 8BB

19 February 2004
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

PROFIT AND LOSS ACCOUNT -TECHNICAL ACCOUNT - LONG TERM BUSINESS
FOR THE YEAR ENDED 31 DECEMBER 2003

Continuing Operations

Note

EARNED PREMIUMS, NET OF REINSURANCE
Gross premiums written 2
Quiward reinsurance premiums
Net of reinsurance

INVESTMENT INCOME 3
UNREALISED GAINS ON INVESTMENTS

OTHER TECHNICAL INCOME, NET OF 4
REINSURANCE

TOTAL INCOME

CLAIMS INCURRED, NET OF REINSURANCE
Claims paid

Grass amount

Reinsurers’ share

Change in provision for claims, net of reinsurance
Gross amount

Reinsurers’ share
Claims incurred, net of reinsurance 5

CHANGE IN OTHER TECHNICAL PROVISIONS,
NET OF REINSURANCE

Long term business provision, net of reinsurance
Gross amount

Reinsurers’ share
Net of reinsurance 24

Provision for linked ligbilities, net of reinsurance

NET OPERATING EXPENSES 7
INVESTMENT EXPENSES AND CHARGES 9
UNREALISED LOSSES ON INVESTMENTS

OTHER TECHNICAL CHARGES, NET OF

REINSURANCE 14D
TAX ATTRIBUTABLE TO LONG TERM i
BUSINESS

TRANSFERS (TO) / FROM THE FUND FOR ”s
FUTURE APPROPRIATIONS

TOTAL EXPENDITURE

BALANCE ON THE LONG TERM BUSINESS
TECHNICAL ACCOUNT

13

2003
£m £m
3,792.9
(1,778.0)
2,014.9
356.0
1,521.8
21.9
39144
(2,608.9)
591.1
(2,015.8)
(5.0)
(G.5)
{5.5)
{2,021.3)
{2,290.0)
1,715.2
{574.8)
{545.8)
(337.5)
{71.4)
{27.9)
{126.7)
(137.2)
{3,842.6)
71.8

2002
£fm £m
4 4872
(2,230.8)
2.256.4
1,086.9
17.3
3,360.8
{2,234.7)
3819
(1,842.8)
(5.68)
{0.1)
(5.7)
(1,848 5)
{1,135.6)
1,3105
1749
253
(364.1)
(49.7)
{2,595.8)
(28.3)
131.4
1,066.3
{3,484.5)
(123.9)




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

PROFIT AND LOSS ACCOUNT — NON-TECHNICAL ACCOUNT

FOR THE YEAR ENDED 31 DECEMBER 2003

Note
BALANCE ON THE LONG TERM BUSINESS
TECHNICAL ACCOUNT
Tax credit attributable to the balance on the

technical accouni

SHAREHOLDERS’ PRE-TAX PROFIT / (LOSS)
ARISING FROM LONG TERM INSURANCE
BUSINESS

tnvestment income 3
Unrealised gains on investments
Investment expenses and charges 9

OPERATING PROFIT / (LOSS) ON ORDINARY
ACTIVITIES BEFORE TAXATION

Tax on profit / {(loss} on ordinary activities 13

PROFIT / (LOSS) FOR THE FINANCIAL YEAR

Dividends

RETAINED PROFIT / {(LOSS) FOR THE
FINANCIAL YEAR TRANSFERRED FROM
RESERVES

A statement of the movement on reserves is shown in Note 21 to the Accounts.

The Company had no recognised gains or losses other than the profit for the year shown above.

Continuing Operations

2003
£m

71.8

30.0

101.8

253
89.2
(33.5)

182.8

(19.6)

163.2

163.2

2002
£m

(123.9)

247

(99.2)

92
96.6
(32.0)

(25.4)

(15.2)

(40.6)

(40.5)

In accordance with the amendment to FRS 3 published in June 1999 no noie of historical cost profits has
been prepared as the company’s only material gains and losses on assets relate to the holding and

disposal of investments.

The notes on pages 17 to 42 form part of these accounts.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2003

ASSETS

INVESTMENTS

Land and Buildings

Investment in Group undertakings and
participating interests

Other financial imvestiments

Other ~ present value of in-force business

ASSETS HELD TO COVER LINKED
LIABILITIES

REINSURERS SHARE OF TECHNICAL
PROVISIONS

Long term business provision

Claims outstanding

DEBTORS

Debtors arising out of direct insurance
operations

Other debtors

OTHER ASSETS
Tangible assets
Cash at bank and in hand

PREPAYMENTS AND ACCRUED INCOME

Accrued interest and rent
Deferred acquisition costs
Other prepayments and accrued income

TOTAL ASSETS

Note

14A
148

14C
14D

16

24

17
17

18

15

£m

2,289.1
1,575.8

16,867 .4
370.8

5,652.6

16.2
549.2

61.5
63.3

3.0
153.5
3.6

2003
£m

20,9031
18640

56534

565.4

124.8

160.1

29,2708

£m

20974
1,414.3

15,467.6
308.7

3,937.4
1.3

13.1
377.2

37.7
136.3

16.5
155.0
7.1

2002
£m

19,378.0
1,318.2

3,838.7

390.3

174.0

178.6

253778




CLERICAL MEDICAL iNVESTMENT GROUP LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2003 (CONT'D)

LIABILITIES

CAPITAL AND RESERVES
Called up share capital
Share premium account
Profit and loss account
Merger reserve

General reserves

SHAREHOLDERS’ FUNDS ATTRIBUTABLE
TO EQUITY INTERESTS

SUBORDINATED LIABILITIES

FUND FOR FUTURE APPROPRIATIONS

TECHNICAL PROVISIONS
Long term business provision
Claims outstanding

TECHNICAL PROVISIONS FOR LINKED
LIABILITIES

PROVISIONS FOR OTHER RISKS AND
CHARGES

DEPOSITS RECEIVED FROM REINSURERS

CREDITORS

Creditors arising out of direct insurance
operations

Other creditors including taxation and social
security

ACCRUALS AND DEFERRED INCOME

TOTAL LIABILITIES

Note

19,21
21
21

20,21
21

22
23

24

24

25

28

27

28

£m

1,629.0
1.0
(232.4)
246.2
611.7

20,9778
375

353

88.7

8232

2003
£m Em -
1,629.0
1.0
(69.2)
246.2
611.7
24187
477.8
137.2
23,2678
42 .5
23,310.3
1,864.0
161.8
504
29.2
794 .0
274
292708

2002
£m

2,2555

456.8

21,0153
1,318.2

722

83.6

124.0

522

25,377.8

These accounts were approved by the Beard of Directors on 18 February 2004 and were signed on its

behalf by:

J S EDWARDS
DIRECTOR

16
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003

1 ACCOUNTING POLICIES

The following accounting policies have been applied consistently in dealing with items which are
considered material in relation to the accounts.

11 Basis of Preparation

The accounts have been prepared in accordance with Section 255 and 255A of, and Schedule 9A to the
Companies Act 1985 as amended by the Companies Act 1985 (Insurance Companies Accounts)
Regulations 1993. The accounts have also been prepared in accordance with appiicable accounting
standards and have been drawn up under the historical cost convention, as modified to include the
revaluation to market values of investments, and comply with the Statement of Recommended Practice
on Accounting for Insurance Business (“the SORP") issued by the Association of British Insurers in
November 2003. Accounting policies are reviewed regularly to ensure they are the most appropriate to
the circumstances of the company for the purposes of giving a true and fair view.

in complying with this SORP the Company has adopted the medified statutory solvency basis in
preparing these accounts.

As the Company i a wholly owned subsidiary undertaking of a company registered in England and
Wales greoup financiai accounts are not prepared. Accordingly the financial statements present
information about the company as an individual undertaking and are not consolidated.

1.2 Premiums

Gross premiums written are accounted for on a cash basis in respect of single premiurm business and
pensions business not subject to contractual regular premiums. For all other classes of business, gross
premiums written are accounted for in the year in which it is due for payment. Outward reinsurance

premiums are accounted for when the related gross premiums written are recognised. Gross premiums
written exclude any taxes or duties based on premiums,

1.3 Investment income, expenses and charges

All income from listed stocks and shares is included in the accounts when the security becomes ex-
dividend. Other investment income, inctuding rent, is accrued up fo the balance sheet date. Realised

gains and losses on investments are calculated as the difference between net sales proceeds and the
original cost.

1.4 Unrealised Gains and Losses on investments

Unrealised gains and losses on investiments represent the difference between the valuation of
investments at the balance sheet date and their purchase price or, if they have previously been re-valued,

their vaiuation at the last balance sheet date less unrealised gains to the last balance sheet date which
have been realised during the period
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

1.5 Claims and Surrenders

Death claims are included in the Long Term Business Technical Account upon notification. Surrenders

are reported in the period in which payment is made. Maturities and annuity payments are charged in the
period in which the payment becomes due.

1.6 Reassurance

Only contracts that give risk to a significant transfer of insurance risk are accounted for as reassurance.

Amounts recoverable under such contracts are recognised in the same period as the related claim and
premiums.

1.7 Commission

Commission payable is accounted for on the same basis as the corresponding premiums, except for
commission payabie under indemnity terms, which is charged when paid.

1.8 Deferred Acquisition Costs

The costs of acquiring new insurance confracts, principally commission and certain costs assoctated with

policy issue and underwriting, are spread forward over the term of the contract to the extent that the
amounts are recoverable out of future margins.

Deferred acquisition costs are reviewed by category of business at the end of each accounting period.
Costs that are assessed {o be irrecoverable are written off.

1.9 Taxation

The charge or credit for taxation is based on the result for the year and is determined by reference to the
rules applicable to the taxation of life assurance companies. Any balance on the Technical Account —

Long Term Business carried forward into the Non Technical Account is grossed up at the effective rate of
corporation tax applicable for the year.

Deferred tax is recognised at the standard rate of corporation tax, without discounting, in respect of all
timing differences between the treatment of certain items for taxation and accounting purposes which
have arisen but not reversed by the balance sheet date, (excep! as otherwise required by FRS 19) based
on the corporation tax rate expected when the timing differences reverse.

1.10 Pension costs

Contributions to the Company’s defined benefit pension schemes are determined using the atiained age
method. The schemes are valued every three years by qualified actuaries. Pension costs are accounted
for on the basis of charging the expected cost of providing pensions over the period during which the
Company benefits from the employees’ services. The effects of variations from regular cost are spread
over the expected average remaining service lives of scheme members.

For employees joining the Company after 1 January 2001, HBOS plc operates a defined contribution
pension scheme. The assets of the scheme are held separately from those of the Group in an
independently administered fund. The amounts charged against profits represent the contributions
payable to the scheme in respect of the accounting period.

18




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

Adoption of FRS 17 (Retirement Benefits) is not required for the current reporting period, however the
company has elected to apply the transitional disclosures for its adoption. Accardingly no changes have

been made to the accounting policy for retirement benefits, but included in Note 6 are additional
disclosures reguired by FRS 17 as at 31 December 2003.

1.11 Investments

investments, which include financial futures and options contracts entered into as part of the Company's

overall risk management strategy, are shown in the balance sheet at market value or their equivalents as
follows;

a) Investment properties are valued on the basis of open markef value annually, account being
taken of the cost of disposal. In all cases valuations are carried out by persons who are
members of the Royal institute of Chartered Surveyors. The valuations were conducted in
accordance with the "RICS Statement of Asset Valuation and Guidance Notes". Owner
accupied properties are valued at least every three years. The Directors’ estimated open market
value is used for any properties not valued at the balance sheet date.

b) Listed investments are valued at last traded price or middle market price adjusted to include
accrued interest.

c) All other investiments, including subsidiary and associated undertakings, are valued by the
Directors at estimated open market values.

142  Depreciation

In accordance with SSAP 19, no depreciation or amortisation is provided in respect of freehold
investment properiies and leasehold investment properiies with over 20 years {o run as these properties
are held for investment. The requirement of the Companies Act 1985 is to depreciate all properties, but
that requirement conflicts with the generally accepted principle set out in SSAP 19.  Accordingly the
Directors have adopted SSAP 19 in order for the accounts to give a true and fair view. In respect of

owner-accupied property, the Directors consider that residual vatues are such that their depreciation is
insignificant and is thus not provided.

113 Present Value of In-Force business

The net present value of the Company's interest in the expected net present vaiue of in-force policies
were purchased from Clerical, Medical and General Life Assurance Society in 19868, The asset is
amortised over the expected profit recognition pericd on a systematic basis over the anticipated lives of
the related contracts. The carrying value of the asset is reviewed periodically for impairment.

impairments and amortisation charges are shown as other technical charges.

114 Tangible Assets

The cost of equipment, including fixtures and fittings, vehicles and computer hardware, less estimated
residual value, is written off in egual instaiments over the expected lives of the assels, generally between
twao and five years. Software development costs which lead to the creation of a definable software asset,
subject to a de minimis limit, are capitalised and depreciated over their expected lives, generally four
years. Provision is made for the diminution in value of any tangible fixed asset where impairment is
identified. The resulting net book value of the asset is written off over its remaining expected economic
life. Impairment charges are included within operating expenses,
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

115 Merger Reserve

The Company recognises assets acquired on mergers at their fair value and any excess of this vaiue
over the consideration paid as a merger reserve. The profit included in the merger reserve will become

realised if the assets acquired are subsequently sold or if a realised loss or write down is recognised in
the accounts.

116  Technical Provisions

The Company's long term business provision is based on the Appointed Actuary’s annual vatuation of the
long term liabilities using per plan calculations for the majority of the benefits under the long term
contracts. Thus, the valuation takes as its starling point the requirements of the Interim Prudential
Sourcebocok for Insurers ["{PRU(INS)". This is then adjusted to remove the resilience, close-down and
certain other reserves required under the IPRU(INS) rules. Adjustments are made to remove some of
the addilional levels of prudence that are required to be established for regulatory purposes. In particular
the assumed take up rate for certain guaranteed benefits has been reduced. This gives an estimation
that is more appropriate for financiai statement purposes. This adjustment reduced the technical
provisions by £345.0m (2002 £538.5m) in comparison to what they would otherwise have been prior to
the change. The valuation uses the net premium method in respect of the conventional non-linked
business and a gross premium method for unitised business and takes account of the risks and
uncertainties of the particular classes of long term business written.  Both methods include explicit
provision for guaranteed benefits. The gross premium method includes an allowance for some future

bonus interest and surrender values on accumulating with profit business and the net premium method
makes an implicit allowance for some future bonus.

The assumptions to which the estimates are particularly sensitive are the interest rate used to discount

the provision and the assumed future mortality experience of policyholders, which are determined on a
prudent basis at the date of valuation and are disclosed in Note 24.

The technical pravisions for linked liabilities are equal to the value of the assets to which the contracts are
linked.

1.17  Fund for Future Appropriations

The fund for future appropriations comprises all funds, the allocation of which to policyholders or
shareholders had not yet been determined by the end of the financial year. Any surplus or deficit arising
on the technical account in respect of the with profit fund is transferred to or from the fund on an annual
basis to the extent of funds available in the fund for future appropriations. Any deficits over the available
fund are transferred to the shareholders through the technical account.

118  Foreign Currencies

Transactions in foreign currencies are translated using the rate of exchange ruling at the date of the
transaction. Assets and Jiabilities denominated in foreign currencies are translated inte sterling using the

rate of exchange ruling at the balance sheet date and the gains and losses on translation are included in
the profit and loss account.

119 Cash Flow Statement

Under FRS 1 (revised 1996) the company is exempt from the requirement to prepare a cash flow
statement on the grounds that it is a wholly owned subsidiary undertaking, and the consolidated accounts
of HBOS pic, in which the accounts of the company are inciuded, are publicly available.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

119  Related Party Transactions

Advantage has been taken of the exemption in FRS 8 (Related Party Disclosures) not to report on
transactions with entities which are more than 90% controlled by a common parent undertaking whose

accounts are publicly available and which includes a nash flow statement.

2 GROSS PREMIUMS WRITTEN

Individual Life Insurance
Individual Pensions Business
Group Pensions Business

Periodic premiums
Single premiums

Premiums from non-participating contracts
Premiums from participating contracts
Premiums from investment linked confracts

Geographical split by origin
Inthe UK

In other EC member states
in other countries

21

2003 2002
£m £m
1,736.3 2,878.4
1,611.9 961.2
4447 6476
3.7929 44872
1,0315 8477
2,761.4 3,638.5
3,792.9 4,487.2
309.0 141.2
1,351.8 2,860.2
21321 1,385.8
3,792.9 448772
31218 33175
6126 8152
58.5 254.5
3,792.9 44872




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

The value of new premiums written during the period was:

Individual Life insurance
Individual Pensions Business
Group Pensions Business

Annual premiums
Single premiums

Premiums from non-participating contracts
Premiums from participating contracts
Premiums from investment linked contracts

Geographical split by origin
In the UK

in other EC member states

in other countries

All figures above are shown gross of reinsurance outwards.
There is no material difference between the origin and destination of gross premiums written.

2003 2002
£m £m
1,371.2 2,564.2
1,316.7 807.0
239.3 521.2
2,927.2 3,892 4
165.9 252.9
2,761.3 3,639.5
2,927.2 3,802.4
302.9 100.2
1,259.8 2,803.4
1,364.5 988.8
29272 3,892.4
2,355 5 2,856.8
5216 815.6
50.1 220.0
2,927.2 3,892.4

In classifying new business premiums the basis of recognition adopted is as follows:

»

New recurrent single premium contracts are classified as regular where they are deemed likely to

renew at or above the amount of initial premium. Incremental increases on existing policies are

classified as new business premiums,

» DSBS rebates are classified as new single premiums.
Funds at retirement under individual pension contracts re-invested with the Company and

transfers from group to individual contracts are classifted as new business single premiums and
for accounting pufposes are included in both claims incurred and as single premiums within gross

premiums written.

on an annualised basis.

22

Increments under existing group pension schemes are classified as new business premiums.
Where regular premiums are received other than annually the regular new business premiums are




CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 {(CONT’D)

3 INVESTMENT INCOME
2003 2002
Em Em
{a) Technical account — long term husiness
Income from land and buildings 133.3 152.2
Income from other investments
- listed 836.7 6285
- other 66.2 82.0
836.2 B62.7
Net (losses)/gains on the realisation of investments {480.2) 2242
356.0 1,086.9
2003 2002
£m £m
b) Non-technical account
Income from land and buildings 28 4.8
Income from other investments
- listed 7.7 3.0
- cther 0.4 04
10.7 82
Net gains on the realisation of investments 14.6 1.0
253 92
4 OTHER TECHNICAL INCOME, NET OF REINSURANCE

Other technical income consists of management fees. These fees are comprised mainly of fees received
for the management of insurance funds.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D})

5 CLAIMS INCURRED NET OF REINSURANCE

Deaths

Maturities

Life and annuity surrenders
Unit linked

Pension contracts

Annuity payments

6 STAFF SUPERANNUATION FUND

2003 2002
£m £m
46.3 437
364.0 388.0
854.2 5539
666.7 711.9
479 451
422 85.9
20213 1,848.5

The Company operates a defined benefit pension scheme that is funded by the payment of contributions
to a separately administered trust fund. The scheme closed fo new members on 1 January 2001, For
the purposes of Financial Reporting Standard 17 (‘Retirement Benefits’) the most recent actuarial
valuation was carried out as at 31 December 2002, by the scheme actuary who is an appropriately
qualified employee of the Company. The assumptions used under FRS 17 for calculating the liabilities

were as follows:

Inflation

Salary escalation

Discount rate
Increase in deferment
Increase in pension payments

2003

2.8%

3.8%

56%
2.8%
3.3%

2002

2.4%

3.4%

58%
2.4%
3.0%

2001

2.5%

Plus a promotional

scale of 1% per
35% vyearofagepre

and post

retirement)

8.0%
2.5%
3.3%

Members' contributions are made at the rate of 2% (2002 2%) of pensionable earnings.

contributions to the fund have were suspended until 1 January 2004. The agreed rate of cantributions
from that date is 22.3% of pensionable earnings.

Employer's

The fair value of the assets under FRS 17 as at 31 December and expected rate of return for each is as

follows:
2003
£m
Equities 2158
Properties 11.8
Bonds 304
Other 7.1

%

8.50
6.80
5.20
3.80

24

2002

£m

181.5
11.4
30.4

7.5

2001
% £m
8.50 2327
6.80 12.4
5.00 46 4
3.80 10.4

%

7.75
6.50
525
4.50




CLERICAL MEDICAL INVESTMENT GROUP LIMITED
NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’'D)

The deficit under FRS 17 at 31 December was £124.5m (2002 £66.4m) being the difference between the
fair value of the assets, of £264.9m (2002 £230.8m) and the present value of the liabililies on the above
assumptions of £389.4m (2002 £297.2m). The movement in the surplus can be analysed as foliows:

2003 2002
£m £m £m £m
Deficit as the start of the period {66.4) 32.2
Cusrent service cost {10.0) {9.8)
Contributions 3.8 -
Other financial income/(cost) 0.3 4.8
Actuariai loss (52.2) {93.8)
Deficit as the end of the period (124.5) (66.4)

If FRS 17 had been fully adopted in these financial statements, pension costs for defined benefits would
have been:

2003 2002
£m £m
Analysis of other pension costs charged in
arriving at operating profit/loss:
Current service costs 10.0 9.8
10.0 9.8
Analysis of amounts included in financial
income:
Expected return on pension scheme assets 17.6 210
Interest on pension scheme liabilities (17.3) (16.2)
0.3 48
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCQUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

Analysis of amounts recognised in the statement of total recognised gains and losses:

2003 2002

% £m % £m
Actual return less expected return on 196 (85.1)
scheme assets
Percentage of year end scheme assets 7.4 . {36.9)
Experience gains and losses on scheme
liabilities (18.9) 28
Eerg_gntage of present value of scheme (4.2) 0.9
liabilities
Change in assumptions underlying the
present vaiue of scheme liabilities (58.3) (11.1)
Percentage of present value of scheme (14.2) 3.7)
liabilities

(52.2) (93.8)

The contribution rates for the current service costs for the year are 21.1% of Pensionable Salaries (2002

19.4%). For closed funds and under the projected unit methed of valuation this contribution rate will
increase as the members of the scheme approach retirement.

For the purpose of SSAP 24 the most recent actuarial valuation was conducted by the scheme agtuary
as at 1 January 2003. The actuaral value of the assets as at this valuation was £230.8m and
represented 69% overall of the benefits that had accrued to members after allowing for assumed future
increases in earnings and pensions. It is proposed that the next valuation is as at 1 January 2005.

The pension charge for the year was £19.2m (2002 nil), this included £8.7m in respect cf the amortisation

of experience deficits that are being recognised over 12 years, the average remaining service lives of the
scheme members.

For ex-employees of the Equitable Life Assurance Society, the Company also operates a substantive
closed defined benefit cantribution scheme - the Equitable Pension Fund and Life Assurance Scheme.
For the purposes of FRS 17 the most recent actuarial valuation was carried out as at 31 December 2003,

by the scheme actuary who is an appropriately qualified actuary. The assumptions used under FRS 17
for calculating the liabilities were as follows:

2003 2002 2001
Inflation 2.8% 2.4% 25%
Salary escalation 3.8% 3.4% 3.5%
Discount rate 5.6% 58% 6.0%
Increase in deferment 2.8% 2.4% 2.5%
Increase in pension payments 2.8% 2.4% 2.5%

Members' contributions to the fund have currently been suspended and employer's contributions are at
4% (2002 4%) of pensionable earnings. The total employers contribution for the year amounted to

£18.7m including augmentations (2002 £13.9m). The level of contributions will be reviewed when the
next full scheme valuation is performed.
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CILLERICAL MEDICAL INVESTMENT GROUP LIMITED
NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

The fair value of the assets under FRS 17 as at 31 December and expected rate of return for each is as
foliows: :

2003 2002 2001
£m %e £m % £m %
Equities 103.2 8.50 33.2 8.50 14.1 7.75
Properties 6.0 6.80 7.8 6.80 0.9 6.50
Bonds 526 5.20 679 5.00 32 5.25
With profit investments 106.0 3.80 79.2 3.80 113.7 6.25
Cash 3.2 5.60 23.8 580 0.6 4.50

The deficit under FRS 17 at 31 December 2003 was £54.8m (2002 £51.0m) being the difference
between the fair value of the asset of £271.0m (2002 £211.7m) and the present value of the liabilities on

the above assumptions of £325.8m (2002 £262.7m). The movement in the deficit can be analysed as
follows:

2003 2002
£m £m £m £m
Deficit as the start of the pericd {51.0) (32.5)
Current service cost (3.1) 7.1
Contributions paid 392 326
Past service costs (14.5) {5.4)
Other financial costs (2.4) 1.2}
Actuarial loss {21.0) (37.4)
Deficit at the end of the period (54.8) {51.0)

If FRS 17 had been fully adopted in these financial statements, pension costs for defined benefits would
have been:

2003 2002
£m £m

Analysis of other pension costs charged in arriving at aperating

profit/loss:

Current service costs 5.1 71

Past service costs 145 54
19.6 125

There would be no amounts included in financial income:

Expected return on pension scheme assets (13.0) (8.5)

Charge to other finance income 24 12

Interest on pension scheme liabilities 15.4 9.7
24.4 13.7
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

Analysis of amounts recognised in the statement of total recognised gains and losses:

2003 2003 2002 2002
Y% £m Yo £m
Actual return less expected retum
on scheme assets (20.8) 388
Percentage of year end scheme 7.7) , 147
assets
Experience gains and |0sses on
scheme liabilities 28 {59)
Percentage of present value of
scheme liabilities 0.9 (2.2)
Change in assumptions underlying
the present value of scheme 21.0 4.5
liabilities
Percentage of present value of 6.5 17
scheme liabilities ) '
3.0 374

The contribution rates for the current service costs for the year are 24.4% of Pensionable Salaries (2002

24.4%). For closed funds and under the projected unit method of valuation this contribution rate will
increase as the members of the scheme approach retirement.

For the purposes of S5AP24, the most recent actuarial valuation was conducted by the scheme actuary
as at 31 December 2001. The value of the assets at that time was £136.7m, taking the with profits funds

at their surrender value. The assets represented 54% of the liabilities determined by the actuary. The
next valuation is due to be carried out as at 31 December 2004

For employees joining the group after 1 January 2001 HBOS plc operates a defined contribution pension
scheme. Payments to the scheme during the year amounted to less than £08.1m (2002 £0.1m). There
were no ouistanding or prepaid contributions at the balance sheet date.

7 NET OPERATING EXPENSES
2003 2002
£m £m
Acquisition costs 203.3 2066

Change in deferred acquisition costs 1.5

. 547
Administrative expenses 132.7 102.8
337.5 364.1

Administration expenses include £ nil {2002 £23.6m) exceptional costs in relation to the write off of
previously capitalised software.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

8 LOSS ON ORDINARY ACTIVITIES BEFORE TAXATION

Loss on ordinary activities before taxation is after charging:

2003 2002
£m £m
Auditor's remuneration {including VAT) paid to the auditor and
associated firms:
Remuneration for audit services (including regulatory) 0.4 03
Remuneration for non-audit, services 0.3 0.3
0.7 0.6
9 INVESTMENT EXPENSES AND CHARGES
2003 2002
£m £m
(a) Technical account — long term business
Invesiment management expenses 31.8 19.9
Interest on pension contract business 15.0 21.3
Interest on bank overdrafts 1.1 0.6
Other interest 234 7.9
71.4 497
2003 2002
£m £m
(b} Non Technical account - long term business
Other interest 335 320
335 320
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CLERICAL. MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

10 DIRECTORS' EMOLUMENTS

Messers PA Hodkinson, JN Maclean and PLM Sherwoed are Directors of the ultimate holding company,
HBQOS pic, and their emoluments are therefore disclosed in the holding company's report and accounts.
Messers KW Abercromby and JS Edwards are Dircctors of the intermediate holding company, HBOS
Insurance & Investment Group Limited and their emoluments are disclosed in this company's report and
accounts. The remaining Directors are Directors of the immediate holding company, HBGS Financial
Services Limited and their emoluments are disclosed in this company’s report and accounts.

" RELATED PARTY TRANSACTIONS

The Company recharges the Clerical Medical Staff Superannuation Fund with the cosis of administration
borne by the Company. The totai amount recharged in the year was £0.5m (2002 £0.5m).

During the year, certain related parties (being Directors/Principal Officers and their spouses) held
insurance policies and other investments managed by the Company and sold on terms available to all
employees. Such policies and investments are soid on normal commercial terms except that
Directors/Principal Officers and their spouses are entitled to special rates which are also available to all
members of staff. The Board has considered the financial effect of such transactions and has concluded
that they are not material to either the Company or to the related parties concerned.

12 EMPLOYEE INFORMATION

The average number of employees, including Executive Directors paid by the Company, during the year
was as follows:

2003 2002
Operations 2291 2,831
Marketing and Sales 476 555
Other 795 881
3,562 4,267

Employee costs for the above were as follows:
2003 2002
£m £m
Wages and salaries 110.6 118.6
Social security costs 8.5 7.8
Other costs 31 26
122.2 129.0
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

13 TAXATION

The credit for taxation comprises:

Current tax:

Corporation tax charge/(credit) for the
year

Corporation tax charge/{credit) in respect
of earlier years

Relief for overseas taxation
Overseas taxation

Deferred tax:

Deferred tax charge/(credit) for the year

Deferred tax charge in respect of earlier
years

Technical Account
Long Term Business

Non Technical

Account
2003 2002 2003 2002
£m £m £m £fm
71.4 15.5 03 {31.9)
{30.0) {20.0) 03 -
{1.3) {1.9) - -
2.0 47 - -
421 (1.7) 08 (31.9)
44.0 {129.7) 19.0 47 1
406 - - -
126.7 {131.4) 19.6 15.2

The tax credit attributable to exceptional items is £ nil (2002 £7.1m).
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMEER 2003 (CONT’D)

The tax assessed for the period is lower than the standard rate of corporation tax in the UK of 30% (2002

30%)

The differences are explained below:

(Loss)/Profit on ordinary activities before taxation

{Loss)/Profit on ordinary activities multiplied by the standard rate of

corporation tax in the UK
Effects on:

UK tax basis for insurance business

Unrealised movements in the value of investments not recognised for tax

purposes
Deferred tax

Current tax charge for the year

14 INVESTMENTS

14A  Land and buildings:

Valuation
At 31 December 2003

At 31 December 2002
Cost

At 31 December 2003

At 31 December 2002

2003 2002
£m £m
182.8 (25.4)
54.9 (7.6)
(0.2) 650.3
(35.0) (37.0)
(19.1) {47.6)
06 (31.9)
Long Short
Freehold Leasehold Leasehold Total
£m £m £m £m
1,618.5 610.4 60.2 2,289.1
1,410.0 621.8 656 2,097.4
1,202.0 5231 65.6 1,790.7
1,115.8 5355 65.6 1,716.9

The properties valued by external vaiuers, which include ail those which are held to cover linked liabilities,
fotalied £2,107.0m (2002 £1,995m) representing 91% (2002 93%) of the Company's freehold and
leasehold properties. Included in the above figures are land and buildings owned and occupied by the
Company of £41.4m (2002 £50.1m) with a cost of £39.0m (2002 £49.7m). Notional rent of £4.2m (2002
£6.5m), based on market rentals, was charged to net operating expenses and included in investment

income.
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

14B Investments in Group undertakings and participating interests:

Group Undertakings

Participating Interests

Ordinary Ordinary
Shares Loans Total Shares Other Total Total
£m £m £m £fm £m £m fm
Valuation
At 31 December 2003 1,352.8 4.5 1,397.3 173.4 5.1 178.5 1,575.8
At 31 December 2002 1,253.7 5.8 1,259.4 1452 87 154.9 1,414.3
Cost
At 31 December 2003 9101 45 9146 338 472 38.0 8528
At 31 December 2002 9101 58 9159 39.3 87 48.0 9639
14C Other financial investments:
Valuation Cost Valuation Cost
2003 2003 2002 2002
£m fm £m £m
Shares and other variable yvield securities 92404 87143 96475 10,4304
Debt securiies and other fixed interest
securities 6,652.3 6,510.6 4,4563.8 4,208.7
Loans secured by mortgages 0.2 0.2 0.2 0.2
Other loans 10.3 113 12.4 135
Deposits with credit institutions 7642 770.4 1,343.7 1,343.0
As at 31 December 16,667.4 16,006.8 15,467.6 15,996.8
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CLERICAL MEDICAL INVESTMENT GROUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

Included in the vaiuation shown in the above are the following listed investments:

Group
Undertakings &
participating
Interests

2003

£m

Shares and other variable
yield securities and units 1432
in unit trusts
Debt securities and other

; . 5.0
fixed income securities.

Other
2003
£m

92114

6,651.0

Total
2003
fm

9,354.6

6,656.0

Total
2002
£m

9,650.4

4,472.0

At the balance sheet date certain of the Company's investments were on loan to market makers under a

stock lending scheme authorised by the Bank of England.

14D  Other - present value of in-force business:

At 1 January
Additions
Amoartisation

As at 31 December

15 GROUP UNDERTAKINGS AND PARTICIPATING INTERESTS

2003 2002

£m £m
398.7 427.0
(27.9) (28.3)
370.8 3987

Particulars of the Company's principal Group undertakings and participating interests are shown below.
Other holdings in Group undertakings and participating interests are not considered to be material.
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NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT'D)

included in the vaiuation shown in the above are the following listed invesiments:

Group
Undertakings &
participating
Interests Other Total Total
2003 2003 2003 2002
£m £m £m £m
Shares and other variable
yield securities and unifs 143.2 9,211.4 8,354.6 9,650.4
in unit trusts
Debt securities and other 50 6,651.0 6,656.0 44720

fixed income securities.

At the balance sheet date certain of the Company's investments were on loan to market makers under a
stock lending scheme authorised by the Bank of England.

14D  (Cther — present value of in-force business:

2003 2002

£m £m

At 1 January 398.7 427.0
Additions - -
Amortisation (27.9) (28.3)
As at 31 December 370.8 388.7

15 GROUP UNDERTAKINGS AND PARTICIPATING INTERESTS

Particulars of the Company's principal Group undertakings and participating interests are shown below.

Other holdings in Group undertakings and participating interests are not considered to be material.
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NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

Group Undertakings

Clerical Medical Managed Funds Limited
Insight Investment Management Limited
Halifax Life Limited

Clerical Medicat Forestry Limited

Universe, The CMI| Global Network Fund

CM Venture Investments Limited
Lands Improvement Holdings plc

The CM Managed Fund

Participating Interests
Brixton Estate plc
Pharos SA

Country of
incorporation or
Registration

England and Wales
England and Wales
England and Wales
England and Wales

Luxembourg

Isle of Man
England and Wales

L.uxembourg

England and Wales
Luxembourg

* These subsidiary undertakings are direct subsidiaries of the Company.
All subsidiary shares held are ordinary shares.

16 ASSETS HELD TO COVER LINKED LIABILITIES

At valuation

At cost

17 DEBTORS

Debtors arising out of direct insurance operations:

Amounts receivable from poficyholders

35

Nature of Business % Held
Life Insurance 100.0
Fund Management 100.0
Life Insurance 100.0
Property Investments 100.0
Open-Ended 97.0
Investment Company '
Investment Company 100.0
Investment Company 100.0
Open-Ended
Investrnent Company 100.0
Investment Company 22.1
Investment Company 271
2003 2002
£m £m
1,864.0 1,3182
1,841.1 1,448.8
2003 2002
£m £m
16.2 1341
16.2 131




CLERICAL MEDICAL INVESTMENT GRQUP LIMITED

NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER. 2003 (CONT’D)

2003 2002
£m £m
Other debtors comprise:

Tax recoverable 4.0 45 .

Outstanding interest, dividends and rents 50.4 51.3

Outstanding sale of investments 85 16.9

Amounts due to settie on outstanding derivative contracts 131 -

Amaunts receivable from Group undertakings 417.4 2385

Other 55.8 65.9

5492 377.2

Within other debtors is £26.9m (2002 £4.7m) of debts that have been faciored on behaif of HECM
Customer Services Limited, a fellow subsidiary undertaking of the immediate parent undertaking.

18 TANGIBLE ASSETS

The net book value of tangible assets is comprised as follows:

Motor Computer Office Application
Vehicles Equipment Equipment Software Total
£m £m Em £m £m

Cost
At 1 January 2003 1.1 48.3 11.6 1.3 62.3
Additions 02 321 3.3 0.5 36.1
Disposals {0.4) (2.3) (1.5) (0.1) (4.3)
At 31 December 2003 0.9 78.1 134 1.7 94.1
Degpreciation
At 1 January 2003 0.3 19.4 49 - 246
Charge for year 0.2 77 286 0.3 10.8
Disposals (0.1) (1.8) (0.9) - (2.8)
Af 31 December 2003 0.4 25.3 6.6 0.3 328
Net book value
At 31 December 2003 0.5 52.8 6.8 1.4 61.5
Net book value
At 31 December 2002 0.8 28.9 8.7 1.3 377

At 31 December 2003 total assets held under finance leases were £ nil (2002 £nil).

Following a review, £ nit (2002 £23.6m) of the capitalised scftware was written off during the year.
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NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

19 CALLED UP SHARE CAPITAL

2003 2002

£m £m

Authorised: 1,709,000,000, (2002, 1709,000,000) £1 ordinary shares 1,709.0 1,700.0

Allotted, called up and full paid: 1,629,000,000 (2002, 1,629,000,000) 1629.0 1629.0
£1 ordinary shares

20 MERGER RESERVE

On 31 December 2001 the Company acquired the ordinary share capital of Halifax Life Limited from the
parent company, for a consideration of 158 million £1 shares at a premium of 0.63 pence per share. The
fair value of the acquired assets was £406.2m which gave rise to a merger reserve of £246.2m.

21 RECONCILIATION OF MOVEMENTS ON SHAREHOL.DERS' FUNDS

Profit
Share Share and Loss Merger General
Capital Premium Account Reserve Reserves Total
£m £m £m £m £m £m

At 1 January 2002 1,028.0 1.0 (191.8) 2482 611.7 1,696.1
Issue of Share
Capital 800.0 - - - - 600.0
Loss for the financial - - (40.8) - - (40.6)
year
At 31 December 2002 1,629.0 1.0 {232.4) 2462 611.7 22555
Issue of Share Capital - - - - - -
Profit for the financial - - 163.2 - - 163.2
year
At 31 December 2003 1,629.0 1.0 {69.2) 246.2 611.7 24187

The distributable reserves are £ nii (2002 £ nil).
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NQTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 {CONT'D)

22 SUBORDINATED LIABILITIES

During July 2001 Clerical Medical Finance plc, a fellow subsidiary undertaking, issued €400m of 6.45%
dated Subordinated Guaranteed Bonds maturing on & July 2023 (current sterling value £280.1m).
Redemption of the bonds is at the option of HBOS Financial Services Ltd, the Company's parent
undertaking, and is generally not allowable prior to July 2013, after which time if the bond has not been
redeemed floating rate interest is payable. Clerical Medical Finance plc has previously issued £200m of
7 3/8% undated Subordinated Guaranteed Bonds, the redemption of which is at the option of the Group
and is generally not allowable prior to 5 November 2019. The bonds are guaranteed on a subordinated
basis by the Company, after the claims of the Company's senior creditors including all policyholders. The
proceeds of both were loaned to the Company on similar interest, repayment and subordination terms as

those applicable to the Bonds.

23 FUND FOR FUTURE APPROPRIATIONS

At 1 January

Transfer from the Technical Account — Long Term Business

At 31 December

24 TECHNICAL PROVISIONS

Gross amount
At 1 January 2003
Transfer from technical account

At 31 December 2003
Reinsurers' share

At 1 January 2003
Transfer from technical account

At 31 December 2003
Net technical provisions

At 31 December 2003

At 1 January 2003

2003 2002
£m £m
- 1,066.3
1372 {1,066 .3)
137.2 -
Long term Provision for
business Claims linked
provisions Qutstanding liabilities Total
£m £m £m £m
20,977.8 375 1,318.2 22,3335
2,290.0 50 545.8 2,840.8
23,267.8 425 1,864.0 25174.3
3,837.4 1.3 - 3,838.7
1,715.2 {0.5) - 17147
56526 0.8 - 58534
17.6815.2 41.7 1,864.0 18,520.9
17,076.6 36.2 1,318.2 18,394.8




CLERICAL MEDICAL {NVESTMENT GROUP LIMITED
NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

The principal methods used in determining the Long Term Business Provision are the net premium
valuation for conventional business and gross premium valuation for unitised business. The principai
assumptions used were as follows (prior year interest rates are shown in brackets):

Class of business Mortality interest (%)
Without Profit Life 85% AMB2 Ut/ 100% AF92 Ult 3.40 (3.20)
Conventicnal With Profit Regutar Life 85% AMS2 Uit/ 100% AF92 Ult 3.25 (3.25)
Conventional With Profit Single Life 85% AMB2 Uit/ 100% AF92 Ult 3.25 {3.25)
Unitised With Profit Life AMSZ (x+2) Ult/ AF92 (x+3) Ult 3.30 {3.40)
Without Profit Pensions AMS2 (x+2) Ult/ AF92 {x+3) Ult” 425 (4.00)
Conventional With Profit Pensions Regular ~ AM92 (x+2) Ult / AF92 (x+3) Ult 400  (4.00)
Conventional With Profit Pensions Single AMOZ (x+2) Ult F AF92 (x+3) Ukl 4.00 {3.75)
Personal Pension Contract Regular AME2 (x+2) Ult / AF92 (x+3) Uit 4.00 {4.00)
Personal Pension Contract Single AME2Z (x+2) Ut/ AF92 (x+3) Ult 4.00 {3.75)
Unitised With Profit Pensions AMOZ (x+2) Uit/ AF92 {x+3) Ult 4.00 (4.00)
Life Annuities in Payment 90% [IMAS2 / 90% IFAG2 4.50 (4.75)
Pensions Annuities in Payment 95% PMAS2 (mc) / 90% PFAS2 5.00 {4.75)

*An allowance has been made for additional mortality due to AIDS.

Explicit provision is made for vested bonuses. The net premium valuation makes no explicit provision for

future reversionary or terminal bonuses. Accumulating with profits business includes an allowance for
some future bonus interest and surrender vaiues.

A provision of £10m (2002 £15.0m) to cover direct and indirect costs arising from the pensions and free
standing AVC review is included in the long term business provision. The provision is based ¢on a
prudent estimate of such costs and made at the balance sheet date.

The total cost of reversionary, interim and terminal bonuses attributable in the year ended 31 December
2003 was £569.2m (2002 £801.0m),

The technical provisions in respect of linked business are equal to the value of the assets to which the
contracts are linked.
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25 PROVISIONS FOR OTHER RISKS AND CHARGES

2003 2002

fm £m

Deferred taxation 156.8 72.2
Provision for restructuring costs 5.0 -
161.8 722

The provision for restructuring costs relafes to expected costs to be incurred as part of the reorganisation
and restructuring of the Company.

Deferred Taxation is analysed as:

2003 2002
£m £m
At 1 January as previously stated 72.2 8.7
Prior year adjustment - 193.2
722 2019
Current year charge/{credit) 53.0 {129.7)
Prior year charge/{credit) 316 -
Balance carried forward 156.8 722
Deferred taxation comprises:
Unrealised gains on investments 882 344
Deferred acquisition expenses (24.3) (24.0)
Capital allowances 92 110
Other timing differences 83.7 50.8
Deferred Tax Liability/(Asset) 156.8 72.2

No provision has been made for £44.0m deferred tax on unrealised gains included in the acquisition
value of Halifax Life Limited on 31 December 2001.
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NOTES OF THE ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2003 (CONT’D)

26 DEPOSITS RECEIVED FROM REINSURERS

During 2000 the Company entered intc a reinsurance arrangement o assist In the financing of the
acquisition costs of new long term business. The net amount of the financing cutstanding from
reinsurance is included in “Deposits received from reinsurers”. The deposits are repayable from the
establishment charges of specified single premium bond products.

27 CREDITORS ARISING QUT OF DIRECT INSURANCE OPERATIONS

2003 2002

£m £m

Amounts owed to trustees of pension funds {including accrued interest), 29.2 35.3
policyholders, intermediaries and other insurers ’ ‘

292 353

28 OTHER CREDITORS INCLUDING TAXATION AND SOCIAL SECURITY

2003 2002

£m £m

Loans due to uitimate parent company (see note 31) 504.4 -
Amounts due to Group companies ) 922 -
Qutstanding purchase of investments 8.6 7.4
Amounts due to settle on outstanding derivative contracts 18.3 -
Taxation payable 554 3.2
Other 1151 781
794.0 88.7

29 CAPITAL COMMITMENTS

The estimated capital commitments on investments and equipment for which no provision has been
made in the accounts is as follows:

2003 2002
£m £m
Amount contracted 1341 68.5
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30 CONTINGENT LIABILITIES

There are no contingent liabilities at the end of the year (2002 nil).

3t LOAN FACILITY

The Company has drawn down a contingent ioan agreement with HBOS plc, the uitimate parent
undertaking, whereby finance will be provided for the purpose of maintaining the Required Minimum
Margin of the Company and if necessary meet liabilities of policyholder as calculated in accordance
with FSA regulations. Interest is charged on the loan at 1% above three month LIBOR. The loan
principal and any unpaid interest are subseguently repayable to the extent that the Company has a
Margin of Solvency for the previcus three months, and proceeding six months, and, aliowing for
realistic assumptions on projected FTSE (100) levels and the anticipated impact of new business (if
any), that is equal to or in excess of the Required Minimum Margin plus 8% of the Total Admissible
Assets. In addition the Value of the Long Term Business Fund Assets exceeds the Value of the Long

Term Business Fund Liabilities by at least the amount of such excess as determined by the Appointed
Actuary plus £250 millicn.

As at 31 Decemper 2003 £504.4m {2002 nii) was outstanding under this agreemeni, this amount
includes £500m which was drawn down during January 2003 and unpaid interest as at 31 December

2003 of £4.4m (2002 nil). The balance is included in amounts due tc group companies within other
creditors.

32 ULTIMATE PARENT UNDERTAKING

HBOS Financial Services Limited is the immediate parent undertaking of the Campany. HBOS plc is
the ultimate parent undertaking and heads the largest group into which the accounts of the Company

are consolidated. The consolidated accounts of HBOS ple may he obtained from its head office at
The Mound, Edinburgh EH1 1YZ.
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