The Standard Life Assurance Company
Annual Financial Statements for the year ended 31 December 2005

Registration no: Scotland Number SZ4

COMPANIES HOUSE 1270875

-
STANDARD LIFE

, - , y - - — , ” . L X . . N
AR E X E R B BN X B N N R R NN I NI NN N )



Contents

Report by the Directors
Corporate Governance

Report of the Audit Commiltee

Report of the Remuneration Committee

Other Board Committeas

Independent Auditors’ Report

Consolidated Income Statement for the year ended 31 December 2005
Consolidated Baiance Sheet as at 31 December 2005

Consolidated Statement of Recognised tncome and Expenses for the year ended 31 December 2005
Consolidated Cash Flow Statement for the year ended 31 December 2005
Company Balance Sheet as at 31 December 2005

Company Cash Flow Statement for the year ended 31 December 2005
Accounting Policies

Naotes to the Accounts

STANDARD LIFE

1

13

21

23

25

26

27

28

28

30

31

42

TalAa A S a8 900000 0000000 OO0 e 90 ® 9 0006 00O



o0 o0 000

A
®

-

0

Directors and Officers
Executive Directors

Sandy Crombie (Group Chief Executive)
John Hylands

Trevor Matthaws

Alison Reed

Keith Skeoch

Non-executive Directors
Sir Brian Stewart (Chairman)
Lord Blackwell

Alison Mitchell

Jocelyn Proteau

Hugh Stevenson

Kent Atkinson

Gerry Grimstone {Deputy Chairman)
Company Secretary
Malcolm Woaood

Registered Office

Standard Life House

30 Lothian Read

Edinburgh
EH1 2DH

Registered Number
SZ4
Auditors

PricewaterhouseCoopers LLP
Edinburgh

STANDARD LIFE

T EE E RN E IR EF EE R EEEEEXE¥XXXIX¥XXrxXrxmx



Report by the Directors
The directors present their report and the audited financial statements for the year ended 31 December 2005.
Principai activities and business review

The Standard Life Group commenced business in Edinburgh in 1825. Today we are one of the largest financial services
groups in the United Kingdom with gross earned premiums of £3,609m and contributions received under investment
contracts of £6,952m for the 12 months ended 31 December 2005, and funds under management for Standard Life
Investments of £119bn at 31 December 2005. We are a diversified financial services group and our principal activities
consist of the provision of life assurance and pensions, investment management, banking and healthcare insurance
products. We use the "Standard Life” brand to promote, market and sell financial products in these sectors.

Life assurance and pensions

We have a significant position in the United Kingdom life assurance and pensions market with a market share of 8.4% in
2005 in terms of new business annual premium equivalent {(APE) having written £908m of new business APE in 2005.
The principal distribution channel for life assurance and pensions products in the United Kingdom is Independent
Financial Advisers (IFAs). We have a strong position in this sector of the market with a market share of 10.9% of new
business APE written through 1FAs in 2005. In addition, we are the fourth largest life assurance and pensions provider
{by gross premium income) in Canada, with a market share of approximately 9.8%.

We also have operations in life assurance and pensions in Germany, Iréland and Hong Kong and interests in life
assurance and pensions joint ventures in India and China.

investment management

Cur investment management business is principally operated by Standard Life Investments, which managed £119bn of
assets for both the Standard Life Group and third parties as at 31 December 2005.

Third party funds under management have grown from £5.3bn in 1998 o £28.1bn as at 31 December 2005. Through
Standard Life investments, we also have an interest in an asset management joint venture in India.

Banking

Cur banking business is operated through Standard Life Bank, which offers a range of mortgages and savings products,
Standard Life Bank had a mortgage portfolic of approximately £10.6bn as at 31 December 2005. Approximately £4bn of
the funding for this portfolio was provided by Standard Life Bank's deposit book and the balance of the funding comes
from external debt and capital.

Healthcare insurance

Qur UK healthcare insurance business is operated by Standard Life Heailthcare and is one of the largest private medical
insurers in the WUnited Kingdom (ranking third with a market share of 5.7% in terms of APE).

Strategic review

In the early part of 2004, the Group undertook a strategic review of its businesses. As a result, the Directors decided to
proceed with a plan to demutualise the Group and subsequently list the shares on the London Stock Exchange, subject
to the satisfactory completion of alt legal, regulatory and other requirements. A Special General Meeting is proposed for
31 May 20086, to seek approval of the demutualisation and flotation plans.

As part of the demutualisation, the Company will transfer substantially all of its business, undertakings and assets to
several wholly owned subsidiaries of the newly formed proprietary company, Standard Life PLC. The membership rights
of all Standard Life's members will cease, subject to receipt of the demutualisation shargs or other demutualisation
benefits, in accardance with the provisions of the Scheme of Demutuatisation.
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Report by the Directors

Directors

The names of the current directors are listed on page 3. Kent Atkinson was appointed a director of the Company on 26
January 2005. Sir Nicholas Monck retired as a director on 22 March 2005. David Newlands resigned as a director on 6
March 2006. Alison Reed was appointed as Group Finance Director on 13 June 2005, Keith Skeoch was appointed a
director of the Company on 6 March 2006.

The directors who will retire by rotation at the Annual General Meeting are Sir Brian Stewart, Lord Norman Blackwell,
Gerry Grimstone and Alison Mitchell and their re-election will be proposed. Alison Reed and Keith Skeoch, who have
been appointed to office since the last Annual General Meeting, will also retire at the Annual General Meeting and will
be proposed for re-election.

Employees

The Group is committed to an equal oppertunities policy. The sole criterion for selection or promotion is the suitability of
any applicant for the job regardless of ethnic origin, refigion, sex, marital status or disablement. The Group will continue
to employ, arrange for retraining, or retire on disability pension any member of staff who becomes disabled, as may be
appropriate.

Empioyee engagement

it is the Group’s policy to have effective communication and consultation with staff. Staff involvement is achieved
through meetings, briefings and newsletters which help to ensurs that staff are fully aware of the organisation's goals
and results. In addition, staff representatives are elected to a number of Area Consultative Committees and to National
Consultative Committees which meet formally with management twice a year to discuss matters of general staff interest
or concern. Minutes of these meetings are made available to staff. Since the Company is mutual, there is no employee
share scheme but appropriate long-term incentive schemes are in place,

Use of voting rights

As an institutional investor the Group has a policy of always voting on resolutions at General Meetings of UK
companies. If the Group intends to vote against or abstain from voting on such resolutions this will be made known to
the company concerned beforehand.

Supplier payment policy

It is the Group's policy to negotiate payment terms with suppliers and to pay in accordance with the terms agreed. The
average duration of amounts owing to Group trade creditors at 31 December 2005 was 7 days (2004 : 11 days), based
on the ratio of Group trade creditors at the end of the year to the amounts invoiced during the year by trade creditors.

Charitable and other donations

The Group supports charitable and other appropriate bodies through its Community Investment Programme. Cash
donations to charities in the UK amounted to £342,364 (2004: £445,709), of which £246,063 related to donations to the
Standard Life Charity Fund.

At the Annual General Meeting on 6 April 2004, a resolution was passed authorising the Company to make political
donations to EU political organisations and to incur EU political expenditure up to £50,000 in total. This resolution was
updated and passed at the 2005 Annual General Meeting to authorise the Company to make donations and incur
expenditure to which section 347C(1) of the Companies Act 1985 ("the Act”) applies. The definitions of ‘donations’ and
'EU political expenditure’ which are contained in Part XA of the Act are very broad, and might cover activities which form
part of the normal non-political relationship between the Group and the politicat world. The Board does not believe that
the Group has, in the year to 31 December 2005, made any such donations or incurred any such expenditure.
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Report by the Directors

Risk Management
The Group manages its various risks as outlined in Note 31 of the financial statements.

Directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial period which comply with the Act
and give a true and fair view of the state of affairs of the Group and the Company and of the results of the Group for that
period. In addition, the directors should take all reasonable steps to ensure that adequate accounting records are
maintained, that the assets of the Group are safeguarded and that fraud and other irregularities are prevented or
detected.

The annual financial statements for the year ended 31 December 2005 are published in hard copy printed form and on
the Group's website at www.standardlife.com. The directors are responsible for the maintenance and integrity of the
annual financial statements on this website in accordance with UK legisfation governing the preparation and
dissemination of financial statements. Access to the website is available outside the UK, where comparable legislation
may be differant.

The directors confirm that suitable accounting policies, consistently applied with the exception of the change in
accounting policy referred to in section (a) of the Accounting Policies, and supported by reasonable and appropriate
judgements and estimates, have been used in the preparation of the financial statements of the Group and the
Company for the year ended 31 December 2005. The directors also confirm that the financial statements have been
appropriately prepared on a going concern basis and that applicable accounting standards have been followed as
described in the Accounting Policies.

Carporate Social Responsibility policy

A Corporate Social Responsibility (CSR) committee reviews CSR policies, practices and performance, drives
development, highlights risks and opportunities and serves as a reference point for all CSR work throughout the Group.
The Group maintains a section of the corporate website devoted to CSR, www.standardlife.com/fresponsibility. It
contains statements of the Group’s policies relating to community investment, employees, the environment, human
rights and socially responsible investment. Further details of the Group’s social and environmental practices and
achievements are set out in the Corporate and Social Responsibility Report.

Auditors
The reappointment of the auditors, PricewaterhouseCoopers LLP will be proposed at the Annual General Meeting.
On hehalf of the Board of Directors

Malcolm Wood, Secretary
Edinburgh, 28 March 2006
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Corporate Governance
Professional development

Directors recetve appropriate induction training when joining the Board and, on appointment, commit to continuing their
development, allowing them to maintain the standard expected of directors. In addition, an ongoing programme of
development and training is provided. During the period, Board training sessions took place on relevant topics including
regulatory and financial reporting developments. At any time, in furtherance of their duties, the directors may seek
independent professional advice at the Company's expense.

The Company Secretary

All directors have access to the advice and services of the Company Secretary. He is responsible for advising the Board,
through the Chairman, on all governance matters, for ensuring that Board procedures are followed, and relevant rules
and regulations observed.

Performance evaluation

The Board has, through the Nominations Committee, developed a formal annual review process to assess how well the
Board, its committees and directors are performing and how their respective performances might be improved. This
assesses performance against the relevant terms of reference. The process involves the use of questionnaires and
interviews with all Board members to gather information, followed by a review discussion. The review also assesses the
performance of each director and the contribution he or she makes against agreed performance objectives. The result of
this process is the preparation of individual and overall Board action plans including agreed recommendations, objectives
and timescales.

The Chairman and the non-executive directors met in the absence of the executive directors during the period. The non-

executive directors, led by Hugh Stevenson, the Senior Independent Director, also met once during the period without the
Chairman being present to consider the Chairman's perfarmance.

Board committees

The Board has established a number of committees, each of which operates within specific terms of reference. Details of
these committees, including membership and duties, are set out on pages 11 to 22.

The following table sets out the frequency of, and attendance at, Board and Board Committee meetings during the
period:

Group Audit Remuneration Nominations Investment Demutualisation
Board Committes Committee Committee Committee Committee
Number of mestings 14 7 7 2 10 13
Sir Brian Stewart 14 - - 2 - 16
Executive Directors
Sandy Crombie 14 - - 2 - 17
John Hylands 14 - - - - 18
Adison Reed (i} 9 - - - - -
Trevor Matthews 14 - - - - -
Non-Executive Directors
Kent Atkinson (i) 12 - - - -
Lord Narman Blackwell 14 7 6 - - 18
Gerry Grimstone 14 - 7 - g 16
Alison Mitchell 13 - - - 9 -
Sir Nicholas Monck (jii) 3 2 - - 2 -
David Newlands (iv} 14 7 - 2 - 17
Jocetyn Proteau 14 5 B 1 - -
Hugh Stevenson 13 - 7 2 10 -
{i) Alison Reed was appointed on 13 June 2005, ant since appointment has attended nine out of nine Board meetings.
{iiy Kent Atkinson was appointed on 26 January 2005, and since appointment has attended twelve out of thirteen Board meetings.
(i} Sir Nicholas Manck retired on 22 March 2005 and prior ta his retiral altended three out of three Board meetings.
{iv) David Newtands resigned on 6 March 2006.
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Corporate Governance
Relations with members

The Group Communicates with members using a range of media. The Annual Geners Meeting (AGM), to which all
eligible members are invited, aliows members to discuss relevant business iSsues with the Board. Notice of the AGIM,

'eported together with details of how the Chairman of the meeting has exercisad hijs discretion in respect of proxies
iodged in hig favour.

The Group website at WWW.standardlife.com also containg up to date information on the Group and jts Corporate
Governance. The Annug] Report ang Accounts are available for view on the wabsite or members can request a hard
Copy. A regular magazine, ‘Update' is issued to al| members, and this Provides current information on the Group and
answers frequently asked questions. Members' roadshow Presentations provige additionai information and the
opportunity for members to discysg relevant business issues with directors and senior managers.

Risk identiﬁcation and assessment

setting ang Controfling rsk EXposures, it drafis the Group risk policies for the Board's approval. It alge Supports and
monitors the effective implementatipn of the policies at Group and business ynijt levals ang Supports the Rigk
Committess. Risk functiong have aiso been established in each businesg unit. The role of these functiong is to
implement the Group policies as apprapriate to 9ach business unit.
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Corporate Governance

Internal control framework

The directors have overall responsibility for the Group’s system of internal control and for the ongeoing review of its
effectiveness. The system was in place throughout the period and up to the date of the approval of the Annual Financia!
Statements. itis designed to manage, rather than eliminate, the risk of failure to meet business objectives and can only
provide reasonable, not absclute, assurance against material misstatement or [oss.

The effectivenass of internal controls is reviewed ragularly by Group Internal Audit and Group Compliance, which report
their findings to the Audit Committee and the Board, As noted below, a specific annual review is also undertaken by the

directors.
Review of internat controls

In accordance with the Combined Code, and the further guidance in the Turnbull Report, the Board has reviewed the
effectiveness of the system of internal control. This incorporated a review of the Group's internal control framework and
an assessment of the internal control issues raised during the period through the reports provided by Group internal
Audit, Group Compliance and Group Risk Management. It also included reviewing the results of the process of direct
self-certification where directors and senior managers across the Group confirm their compliance with the relevant
elements of the Group's intemal control framework, including policies and minimum standards. The review covered
material internal controls, including financial, operational and compliance risk controls. Where material control
weaknesses were identified, corrective action plans were put in place and monitored regularly.
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Report of the Audit Committee

Composition of the Audit Committee

The members of the Audit Committee, who are all independent non-executive directors, are:

Kent Atkinson (Chairman)

David Newlands {resigned 6 March 2006)
Lord Norman Blackwell

Sir Nicholas Monck (retired 22 March 2005)
Jocelyn Proteau

Gerry Grimstone

On 6 March 2006, David Newlands announced he would step down from the Board and his role as Chairman of the
Audit Committee. Kent Atkinson, the former Finance Director of Lloyds TSB, was appointed a director on 26 January
2005 and assumed the Chair of the Audit Committee on 6 March 2006. The Board believes that the new Chairman of
the Audit Committee has recent and relevant financial experience. Gerry Grimstone, was appointed a director on 22
July 2003 and was appointed to the Audit Committee on 14 March 2008. ’

Role of the Audit Committee

The Audit Committee’'s remit is to consider any matter relating to the financiai affairs of the Group, its internal and
external audit arrangements and its internal control and compliance arrangements, which it determines to be desirable.
A copy of the Committee's terms of reference is available from the Group’s website at www.standardlife.com. The Audit
Committee meets at teast four times a year, although will meet more frequently when required, and during the current
period met seven times. At least once a year, it meets with the external and internal auditors without management
being ptesent. Audit Commitiee meetings are also attanded by the Group Chief Executive, Group Finance Ditector and
other members of senior management as appropriate. The Audit Committee reports its activities and makes
recommendations to the Board.

The Audit Committee reviews the financial statements of the Group, the Company’s regulatory returns and any formal
statements relating to the financial performance of the Group and Group companies. This incorporates consideration of
significant accounting policies, estimates and judgements applied, changes made to these during the period, and the
view of the external auditors. it considers the effectiveness of the Group’s internal audit function and monitors the
external auditors’ independence and objectivity and the effectiveness of the external audit process. It receives regular
updates from the Group Operational Risk Committee and Group Technical Risk Committee. The Audit Cormmittee also
reviews the arrangements by which staff of the Group may, in confidence, raise concerns about possibie impropriety in
matters of financial reperting and other matters under the Committee’'s remit. Any concerns are independently
investigated and the Committee ensures that appropriate follow up action is taken. In undertaking its duties the
Committee is authorised by the Board to obtain any information It requires from any director or employee of the Group.
The Committee is also authorised to seek, at the expense of the Group, appropriate professional advice inside and
cutside the Group whenever it considers this necessary.

External audit

The Audit Committee approves statutory and regulatory audit fees annually. A policy is in place which aims to support
and safeguard the objectivity and independence of the auditors, taking into consideration relevant professional and
regulatory requirements, so that the services provided are not impaired by the provision of certain allowed non-audit
services. The policy prohibits the auditors from performing certain types of non-audit services and ensures that where
non-audit fees are significant, they are subject to the approval of the Audit Committee. The involvement of the auditors
in performing non-audit work has increased during the period, primarily as a result of the implementation of International
Financial Reporting Standards (IFRS} and preparaticns for the proposed demutualisation.

The Committee reviews annually a report provided by the external auditors confirming their independence and
objectivity within the context of regqulatory requirements and professional standards. The Audit Committee, having
reviewed the service provided by the external auditors, considers PricewaterhouseCoopers LLP to be independent.
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Report of the Audit Committee

The Audit Commitiee assesses the qualifications, expertise and resources of the external auditors in order to assess
their effectiveness. It considers the scope and planning of the external audit of the Group, reviewing the findings with
the external auditors. 1t also approves the terms of engagement and remuneration to be paid to the external auditors for
audit services and reviews and agrees the angagement letter issued by the external auditors at the start of each audit.

The Audit Committee has responsibility for making a recommendation to the Board on the appointment, reappointment
and removal af the external auditors. The external audit was the subject of a tender process in 2003, following which
the present auditors were re-appointed.

Internal audit

Edinburgh, 28 March 2006
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Report of the Remuneration Committee

Foreword

Standard Life's remuneration approach is to reward outstanding performance that benefits policyholders and not reward
poor performance. This report gives full details of all the remuneration paid to directors during the last year.

During 2005, the Remuneration Committee (the Committee} conducted a review of the Group's pension provisions in
light of proposed changes to pension legislation taking effect from & April 2008 (A’ day). The results of this review are
outlined below.

All the new arrangements are in line with best practice and recognise the Group's strong commitment to good corporate
governance.

Remuneration Committee

The members of the Committee, who are all independent non-executive directors, are Gerry Grimstone (Chairman),
Hugh Stevenson and Lord Blackwell.

The Committee considers and makes recommendations to the Board on the remuneration policy and rewards for the
Chairman, the executive directors and senior executives. A copy of the Committee’s terms of reference is available
from the Group’s website at www.standardlife.com.

New Bridge Street Consultants LLP continue to provide the Committee with independent remuneration advice. Other
than assisting in the Committee’s work, New Bridge Street Consultants LLP have also been assisting with the design of
all-employee share plans. The Committee receives information on comparative pay data from Towers Perrin. 1t also
receives advice from the Group Chief Executive, Group Operations Director and the Compensation and Benefits
Manager concerning the implementation of remuneration poficy.

Remuneration policy

The Group believes that its people are a key factor in contributing to the overall success of the organisation and is
committed to providing total remuneration packages which enable it to attract, reward and retain high quality staff.
Remuneration packages are based on market rates and on an individual's contribution to the Group’s performance.

The Group seeks to provide remuneration packages which reward supericr performance in a manner which is consistent
with the long-term interests of policyholders. For executives, this is achieved by ensuring that potentia! rewards under
long-term incentive arrangements are greater than those available under short-term incentive plans.

During 2004 the Committee reviewed the Group's incentive arrangements. This has led to amendments being made to
the performance related annual bonus and to the implementation of a new Long-Term Incentive Plan (LTIP), both from
January 2005, the details of which are described below.

Remuneration packages for the Group's executive directors comprise: base salary, a number of benefits (io be delivered
through a flexible benefits programme from June 2006), pension provision, short-term (annual) bonus and participation
in a long-term incentive plan. The salaries and other emoluments shown in the directors emoluments table below cover
the 12 months to 31 December 2005. The figures relating to 2004 cover the 13.5 month accounting period to 31
December 2004 and are not directly comparable to the salaries and emoluments paid this year. Details of each element
of the package are as follows:

Base salary

The Committee, assisted by its independent advisor, reviews annually data concerning the level of salaries paid to
senior executives performing similar roles in the financial services industry and more broadly where appropriate. 1t also
considers the prevailing circumstances of the Group and base salary levels throughout the organisation. The
contribution and the level of experience of each executive director are taken into account to determine base salary. This
is then reviewed by the Committee in the context of the total remuneration package.
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Report of the Remuneration Committee

Benefits

Executive directors are eligible to receive benefits comprising car allowance, health care provision and beneficial loans
on egquivalent terms to other employees. There are no special arrangements for directors. Where appropriate,
reasonable relocation costs for new directors are met by the Group.

Pension arrangements

In the UK, Standard Life's defined benefit pension scheme was closed to new entrants, including any new directors,
from 16 November 2004. All new recruits from this date are offered participation in a defined contribution pension
scheme. UK based executive directors who joined Standard Life before 16 November 2004 are members of a staff
pension scheme which provides pensions on a final salary basis. The normal retirement age is 60 for the UK scheme
and 65 for the Canadian scheme.

in the UK, the accrual rate prior to 16 November 2004 was 1/60™ of final salary for each year of service. From this date,
all staff, including executive directors, decided whether to agree to sacrifice a percentage of pensionable pay in order to
retain this level of accrual or accept a lower future accrual rate of 1/80™ of pensionable pay. The level of sacrifice from
16 November 2004 was 2% of pensionable pay and rose to 3.5% from 16 November 2005. It rises to 5% of
pensionable pay from 16 November 2006. Post retirement increases in pensions are discretionary and in the past have
been based on retail price index inflation.

in Canada, there is a final salary pension scheme which encompasses defined benefit and defined contribution
elements. Prior to 1 January 2005, the accrual rate was 1/60". From this date, the accrual rate is 1/80™ and employees
are required to contribute 25% of the cost of the benefits and Standard Life contributes 75% of the cost of the benefits.
All employee contributions are directed to the defined contribution option of the pension plan. The plan applies to all
employees.

For death during pensionable service in the UK, a lump sum of up to four times salary is payable, together with a
spouse’s pension of up to one-third of the member's pensionable salary. In Canada, a lump sum equal to the
commuted value of the pension to which the member is entitied is payable to the surviving spouse, together with a
spouse’s pension equal to 30% of pensionable earnings. For death in retirerment, a spouse’s pension of up to two-thirds
of the member's pension is payable. Children’s allowances are payable, usually up to the age of 18 (25 in Canada if in
full time education), and protection is afforded in the event of disablement.

The Commitiee has reviewed executive pension provisions in the light of the proposed changes in pension legislation
which become effective from 6 April 2006. Those who joined the Group before 16 November 2004 (Sandy Crombie,
John Hylands and Trevor Matthews) will have the option to.

. retain membership of the defined benefit pension scheme on existing terms;

. sacrifice 5% of base salary which the employer will inject into a defined contribution scheme along with a
further employer contribution of 27.5% of base salary; or

. receive a non-consolidated cash supplement of 25% of base salary.

For UK executive directors with service prior to 1982 {only Sandy Crombie and John Hylands), a past commitment has
been made that up to the age of 65 annual pensicn increases should be made in line with salary inflation and {for John
Hylands) that he would be able to accrue by age 80 the level of pensionable service that would have applied at age 85.

As part of the Committee's review of executive pension provisions, it requested Sandy Crombie and John Hylands to
forego the special increase provision for service after 5 April 2006. As compensation for this, the Group has injected a
payment of £35,600 for Sandy Crombie and £38,100 for John Hylands in March 2006 into their respective Retirement
Account Plans which are individual money purchase arrangements attached to the main staff defined benefit pension
scheme. The payments were calculated by the Scheme Actuary and were based on the present value of the difference
between the special pension increase rate and the normal increase rate for service after 5 April 2008.

John Hylands will continue to accrue pensionable service as described above whilst he remains in the defined benefit
pension scheme. In the event that he elects to opt out of the scheme after 5 Apri! 2006, the Committee has indicated
that he will receive compensation on a cost neutral basis at his retirement date for any loss of accrued service.
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Report of the Remuneration Committee

The performance target is based on the Group’s return on capital. Return on capital is defined as the sum of the
operating profits of Standard Life Bank, Standard Life Healthcare and Standard Life investments and the EEV profits of
the UK, Canadian and International life and pension businesses divided by a Group capital figure as defined in the ruies
of the Plan.

The target is set on a sliding scale basis and performance will be measured over a three-year period. For example, for
the 2005 awards, the return on capita! for the year ending 31 December 2007 will be compared with the target. If the
performance condition is not met at this first and only review then the awards lapse.

This performance target has been chosen by the Committee because it is an appropriate measure of the financial
performance of the Group as a whole, it is aligned to the corporate goals of the Group and has universal application
across all participants.

For 2008, approximately 80 of the Group’s most senior executives, including the executive directors, were granted an
award under the LTIP. The performance target is the return on capital and, as part of the Company's transition in
reporting EEV profits, the return on capital over the two years ending 31 December 2008 will be compared with target.

For both awards, the maximum bonus levels available to the Group Chief Executive will be 175% of salary. The
maximum bonus levels for the other executive directors wili be 100% of salary.

200272003 Awards

The 2002 and 2003 awards were granted under an earlier LTIP {which has been replaced with the plan described
above). These two awards have three-year performance periods commencing on 16 November of the relevant year and
the rules of the former plan state that the Board wili assess the Group's success in creating value for its participating
with profits policyholders over the relevant three years. In making this assessment, the Board will take into account the
profitability of the Group's operations, investment returns on the Group's with profits funds and such other matters as it
may consider relevant. Comparative information will be used where available. As the basis of its review, the Board
assessas @ach business unit's performance and considers the reiative weighting each business unit has on overall
Group performance.

The maximum bonus percentage for each of the current executive directors, reflecting their responsibilities during the
respective three-year performance periods, is as follows:

2002 Award 2003 Award
Sandy Crombie 100% 100%
John Hylands 85% 85%

For Claude Garcia, the maximum bonus percentage was 200%.

For the 2002 award, the three-year performance period ended on 15 November 2005 and the Board, in making its
assassment, has determined that zero vesting is applicable. Awards have therefore lapsed and there is no opportunity
to retest performance at a fuiure date.

Personal Bonus - Trevor Matthews

Special recruitment arrangements were required when hiring Trevor Matthews and these were fully explained in the
Remuneration Report in the 2004 Annual Report and Accounts. To compensate him for the future potential gain in lost
share options and other long-term equity benefits, a non-pensionable personal bonus arrangement was agreed for
2004, 2005 and 2006. The maximum bonus available is 85% of base salary. Specific objectives are agreed at the start
of each business year with the Board. For the business year ended 31 December 2005, the Board have approved a
personal bonus payment of £363,375.

Recruitmeant of Alison Reed

No special recruitment arrangements, other than that relating to pension provision (described above) were made on
recruitment of Alison Reed.
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Report of the Remuneration Committee
Retirement of Claude Garcia

Claude Garcia stepped down from his position as President, Canadian Operations and as an executive director from 31
December 2004. He remained in employment in a consultancy capacity until his retirement, on 12 November 2005, on
his previous terms and conditions of employment and continued to participate in the annual bonus arrangement and
long-term incentive plans until his date of retirement. For the period 1 January 2005 to 12 November 2005 he received
a salary of £283,802, benefits to the value of £14,992 and a bonus payment of £110,962. He also received a payment
of £32,298 in respect of an award under the 2005 long-term incentive plan up to his date of retirement. He will receive
no further payment in respect of the 2002, 2003 or 2005 LTIP.

Policy on service contracts
All executive directors have service contracts that provide for a twelve month notice peried from the Group.

Dates of service contracts are:

Sandy Cromble 21 Qctober 2005
John Hylands 20 November 2002
Trevor Matthews 1 July 2004

Alison Reed 13 June 2005
Keith Skeoch . 6 March 2006

With the exception of John Hylands, no directors have contracts which contain any provisions for compensation
payments beyond the terms of their service agreement on termination. In light of the Group’s request for John Hylands
to lead the demutualisation programme, he has agreed with the Group that should his employment be terminated
following completion of the demutualisation programme, he will be entitled to receive a termination payment equal to 12
months salary with benefits and that such package will be no worse than that which would be available to other senior
executives in a sfmilar position at the date of termination.

Keith Skeoch was appointed to the Board on 6 March 2008, therefore no information on his rermuneration is provided in
this report.

The Chairman and the non-executive directors have letters of appointment with one month's notice provision on either
side. The date of first appointment for the Chairman and sach non-executive director is:

Sir Brian Stewart 27 April 1993

Lord Blackwell 24 June 2003

Gerry Grimstone 22 July 2003

Alison Mitchell 16 December 2000

Sir Nicholas Monck 16 August 1997 {retired 22 March 2005)
David Newlands 18 June 1999 {resigned 6 March 20086)
Jocelyn Proteau 26 August 2003

Hugh Stevenson 16 June 1989

Kent Atkinson 26 January 2005

The letters of appointment do not contain any provisions for compensation payments to be made to the Chairman and
non-executive directors on termination.

Policy on external appointments

Subject to the Board's approval, executive directors are able to accept a limited number of external appointments to the
boards of other organisations. Any fees may be retained by the individual. Alison Reed receives fees of £42,600 as a
non-executive director of British Airways PLC. Sandy Crombie is an active member of the Board of the Association of
British Insurers, but received no fee for this work.

Chairman and non-executive directors' remuneration

The Chairman and non-executive directors are not eligible to participate in annual bonus plans, long-term incentive
plans or pension schemes (except as disclosed in Table 3: Directors’ pension information, footnote 4). Their fees are
set by the Board after taking advice from the Group Chief Executive and take into account the time commitment and
responsibility of the roles and the fees paid by other comparable organisations within the financial services sector.
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Report of the Remuneration Committee

Audited information
Directors’ remuneration for 2005

1.

Directors’ emoluments, excluding LTP and pension information

Emoluments in respect of the 12-month period ended 31 December 2005 are shown below.

Group performance and individual contribution determined the amount of annual bonus paid to each executive director.
The Committee reviewed both actual performance against previously set demanding profit targets to determine the
group element of the award and alsoc the personal element, which reflects the executive’s success in meeting
individually tailored targets.

Total for
Base 13.5 months to
Salary/ Fees Taxable Benefits Annual Bonus Total 2005 31/12/2004 Totai 2004’
£000 £000 £000 £000 £000 £000

Executive Direclors
Sandy Crombie” 656 20 686 1,362 682 606
John Hylands® 332 17 300 649 458 407
Trevar Matthews® 475 36 174 1,285 1,615 -
Alison Reed® 249 58 220 527 - -
Non-Executive Directors
Sir Brian Stewart 150 - . 150 137 122
Kent Atkinson® 48 - - 48 - .
Lord Blackwsll” 54 - - 54 41 37
Gerry Grimstone® 80 - - 60 45 40
Alison Mitchell 50 - - 50 41 37
David Newlands® 80 - - 80 67 60
Jocetyn Proteau' 70 - - 70 41 37
Hugh Stevenson'’ 80 - - 80 86 58
Former Exe¢cutive Directors
Claude Garcia” - - - - 387 326
lain Lumsden'® - - - - 151 -
Former Non-Executive Directors
The Hon Roy MacLaren™ - - - - 39 -
David Lowis'® - - - - 20 -
Sir Nicholas Manck"® 15 - - 15 43 38
Total 2,319 131 1,980 4,430 3,813 -

1.

2.

= pm~»

i2.

13.

14,
15.
16.

The 12-month equivalent figure is provided for those individuals who were diractors for the full 13.5 month period. It is a proportion {366/412 or 88.8%) of the total
2004 (13 month} figure.

Sandy Crombie elected to sacrifice £14,165 from his salary in ratum for an equivatent employer contribution into the defined benefit pension scheme. The total
emoluments for the 13 'z monih business year ended 31/12/04 (£6B2k) do net include any benus payment. Notwithstanding his contractual right to a payment of
£200,000, Sandy Crombie did not accept any bonus for 2003/04, nor did he aceept a LTIP payment of £324,355.

John Hylands eteclsd to sacrifice £7,115 from his salary in return for ar equivalent emplayer contribution into the defined benefit pension scheme. He decided not to
accept a LTIP payment of £68,147 in 2004.

Trevor Matthews elected to sacrifice £10,198 from his safary in return for an equivalent employer contribution inte the final salary pansion scheme. In order to provide
compensation for loss of share options and other long-temt equity benefits, the Boara agreed a non-pensicnable persanal bonus arrangement for 2004, 2005 and
2006. For 2005, the Board have approved a personal bonus payment of £363,375 related to his recruitment arrangements and this is included under annual bonus,
Appeinted to the Board on 1 July 2004, his remuneration in 2004 related to the period from appointment 1o the business year-end, Full details of the spacial
recruitment arrangements required when hiring Trevor Matthews in 2004, including the payment of compensation en joining of £1,043,471, were fully disclosed in the
2004 Annual Report and Accounts.

Alison Reed was appointed on 13 June 2005. Base salary, tarable benefits and annual bonus in the above table relate to the periad since appointment to the year-
end. Taxabte benefits include a pension allowance of 25% of base satary from which she has elected to sacrifice £14,300 and in returm the Group makes an
equivalent employer contribution into a money purchase pengion scheme. She has afso incurred refocation expenses of £2 327 1o date.

Appainted 26 January 2808,

Lord Blackwe!l's total fee includes a fee as Chairman of Life & Pensions (£4,000).

Gerry Grimstone's fotal fee includes a fee as Chairman of the Remuneration Cemmitiee (£10,000).

David Newiands' total fee includes a fee as Deputy Chairman (£20,000) and Chairman of the Audit Commitiea (£10,000). He resigned as a Director on 6 March 2006,
Jocetyn Poteau's fee refiects the exira responsibilities in relation to Canadian domestication, His ‘normal’ fee woutd e £60,000, which includes a fee as Chainman of
the Canadian Board {£10,000}.

Hugh Stevensan's total fee includes a fes as Senior Independent Director (£20,000) and Chairman of Standard Life Investments (£10,000).

Claude Garcia stepped down from his position as President, Canadian Operations and as an executive director from 31 December 2004, He remained in employment
in @ consultancy capacity until his retirement on 12 November 2005 anct under the terms of his contract received payment of basa salary (£283,802), taxable benefilg
(£14,992) and annual bonus (£110,962) for the period from 1 January 2005 to his date of retirerment.

Rasigned as a direcior 12 January 2004, retired on 31 January 2004. Base salary and taxabla benefils in the above tablg relate lg the period frorm 16 November 2003
1o his date of retirement.

Retired on 23 November 2004,

Resigned on 25 June 2004.

Retired 22 March 2005,
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Report of the Remuneration Committee

2. Directors’ interests in cash based long-term incentive plans (LTIPs)

Maximum unvested

" Maximum value of

Maximum value of

LTIPs outstanding at Amounts paid in LTiPs that LTIPs that could vest  LTIPs that could vest

31112/2004° period’ have lapsed® in 2008° in 2007°

£000 £000 £000 £000 £000

Sandy Crombie 1,136 - 542 584 1,138

John Hylands 502 - 230 272 331

Trevor Matthews® - - - - 475

Alison Reed’ - - - - 383
Former Executive Director

Claude Garcia® 865 32 897 - -

This column shows the aggregate maximum value of cash awards outstanding at 31 Dacember 2004. This comprises the 2002 and 2003 cash awards.

2. This column represents the cash amaount paid {o participants in the period to 31 December 2005. For Claude Garcia this payment relates to the 2005 award up to his
retirement date.

3. This calumn shaws the cash awards which have lapsed during the period dus to the performance conditions not being mot.  This calumn repregents the full 2002
awards. For Claude Garcia it atso represents the full 2003 award and pait of the 2005 award.

4. This column shows the maximum cash value of the 2003 awards which covers the performance period from 16 November 2003 to 15 November 2008, with vesting
thereafter subject to performance.

5. This column shows the maximum cash value of the 2005 awards which covers the performance period from $ January 2005 to 31 December 2007, with vesling
thereafter subject to performance.

8. Trevar Matthews did not receive awards in 2002 or 2003.

7. Alison Reed did not receive awards in 2002 or 2003. She was granted a 2005 award on 13 June 2005 and the maximum value expressed in the above tabls is pro-
ratad to reflect this date,

8. Clauda Garcia’s awards are denominated in Canadian dollars and the exchange rate of £1 = $2,005 as at 31 December 2005 (2004; £1 = $2.303) has been used in
this table. He retirad as a director on 31 December 2004 bul rermained in employment in a consultancy capacity until his retirement on 12 November 2005. He
participated in LTIP's until his date of retirement, He will receive no further payment in respect of the 2002, 2003 or 2005 awards.

3. Directors’ pension information

Transfer Transfer

Accrued Additional Additional value of Acecrusd value of

Years of entitlfementat pension  pension additional entilement at Transfer pension at

pensionable 31/12/2004 earned earned in pension in 311122005 valua of Increase 3112/2005

Age at  service at or date of during the excess of excess of or dake of peonsion at intransfer  or date of
31/12/2005 311272005 retirement year Inflation inflation retirement  31/12/2004 value  retirament
£000 £000 £000 £000 £000 £000 £000 £000

Sandy Crombie 56 36 388 41 29 570 429 6,669 1,633 8,302

John Hylands® 54 29 159 7 2 33 166 2,142 363 2,505

Trevor Matthews® 53 1 2 3 3 55 5 22 61 83

Sir Brian Stewart® 60 10 <] - - - 5 77 12 a9

Formar Executive Director

Claude Garcia® 65 31 157 33 19 263 190 1,786 500 2,586

@ P

The increase in transfer value (£1,633,000) includes an emplayer contribution of £14,165 resulting from Sandy Crombie’s decision to sacrifice this element of his
salary. '

The increasa in transfer vatue (£363,000) includes an employer contribution of £7.,115 resulting from Jahn Hylands' decision to sacrifice this element of his salary.
Travor Matthews' total contractyal pension entitlement is 1/60th of uncapped base salary for each year of company service. In addition to the above, he has additional
benefits provided via unfunded unapproved armangements. The accrued pension and transfer value at 31 December 2005 were £6,575 and £147,000 respectively.
The increass in transier value {£61,000) includes an employer cantribution of £40,198 resuning from nis decision 1o sacsifice this element of his salary.

Sir Brian Stewart was a member of a schame which provided pensicns based on final fees payable in respect of services as a director of the Group. The Group wound
up this scheme n 16 Novernber 2001 and he is no longer entitied to earn additionat pension benefits from the Group.

Retired on 12 Novemner 2005 - data for 2005 is at date of retirerment.
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Report of the Remuneration Committee

Unaudited information

Except for Canada, members of the schemes have the option to pay additional veluntary confributions to secure
additional pension. These are not included in the above table.

The pension entitlement shown is that which would be paid annually on retirement, based on service to 31 December
2005. Transfer values have been calculated on the basis of actuarial advice in accordance with Actuarial Guidance
Note GN 11. These represent actuarial liabilities of the schemes, not sums due to the directors.

Related party transactions
Unfunded pensions paid to former non-executive directors were £nil (2004 : £4,210).

All transactions between directors and the Group are on commercial terms which are equivalent to those available to all
employesas. During the year to 31 December 2005 the directors contributed £6m (2004 : £0.6m) to products sold by the
Group.

On behalf of the Board of Directors
Gerry Grimstone, Chairman, Remuneration Committee
Edinburgh, 28 March 2006
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Other Board Committees
Nominations Committee

Sir Brian Stewart (Chairman)

David Newlands (resigned 6 March 2006)
Jocelyn Proteau

Hugh Stevenson

Sandy Crombie

The Committee met two times during the year. Mr Proteau attended one meeting of the Committee. All other members
attended both meetings of the Committee.

The Committee, consisting of a majority of independent non-executive directors, keeps under review the leadership
needs of the Group, both executive and non-executive, with a view to ensuring the continued ability of the Group to
compete effectively in the marketplace. It meets when required to make recommendations to the Board on new Board
appointments and carry out other activities related to the composition and effectiveness of the Board.

When considering new appointments, the Committee evaluates the balance of skills, knowledge and experience of the
Board, and following this, prepares a description of the role, including the capabilities required. Once a role description
has been agreed, the Committee will interview suitable candidates, and make appropriate recommendations to the
Board. The process used to determine Board appointments includes the use of external search consultants.

The Committee approves processes for succession planning, which take into account the skills and expertise required
by the Board and senior management within the Group, to allow the Group to operate effectively. A copy of the
Committee's Terms of Reference is available from the Group's website at www standardlife com.

The Committee also reviews annually the time commitment required from non-executive directors and is satisfied that
they have sufficient time to meet their commitment to the Group. The formal letter of appointment received by non-
exacutive directors is availabie from the Company Secretary.

The Committee changed its name to the Nominations and Governance Committee on 3 January 2006.
Investment Committee

Hugh Stevenson (Chairman)

Gerry Grimstone

Alison Mitchell

Sir Nicholas Monck (retired 22 March 2005}
Kent Atkinson (appointed 31 January 2006)

The Investment Committee meets regularly to review and report to the Board on matters relevant to the management of
the Group’s investments. The Chief Executive Officer of Standard Life Investments attends meetings of the Committee,
together with other appropriate members of staff of Standard Life Investments. A copy of the Committee’s Terms of
Reference is available from the Graup's website at www.standardlife.com.
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Other Board Committees
Demutualisation Committee

Sir Brian Stewart (Chairman}

Lord Norman Blackwel|

Sandy Crombie

Gerry Grimstone

John Hylands

David Newlands (resigned 6 March 2006)

Alison Reed (appointed fo the Demutualisation and IFO Committee on 31 January 2006)

The Demutualisation Committee met broadly an a fortnightly basis during the year to monitor the progress of the
Group's demutualisation programme. The Committee considers major and strategic issues arising from the programme
on which Board decisions are required.

The Committee reviews the effectiveness of the programme structure and organisation, including approving the
appointment of external advisors. The Committee provides regular reports and recommendations to the Board in
respect of these matters.

The Committee changed its name to the Demutyalisation and Initia! Public Offering (IPO) Committee on 3 January
2006.
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Independent Auditors’ Report to the members of The Standard Life Assurance
Company

We have audited the group and parent company financial statements (the “financial statements”) of The Standard Life
Assurance Company for the year ended 31 December 2005 which comprise the Group Income Statement, the Group
and Parent Company Balance Sheets, the Group and Parent Campany Cash Flow Statements, the Group and Parent
Company Statement of Recognised Income and Expenses and the related notes. These financial statements have
been prepared under the accounting policies set out therein. We have also audited, at the request of the directors, the
information in the Report of the Remuneration Committee that is described as having been audited.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are set out
in the Statement of Directors’ Responsibilities. The directors are also responsible for preparing the Report of the
Remuneration Commiltee (because the Company applies the requirements of Schedule 7A to the Companies Act 1985
as if it were a listed company).

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and lreland). We also, at the request of the directors, audit the part of the
Report of the Remuneration Committee to be audited {because the Company applies the requirements of Schedule 7A
to the Companies Act 1985 as if it were a listed company). This report, including the opinicn, has been prepared for and
only for the company’s members as a body in accordance with Section 235 of the Companies Act 1985 and for no other
purpose. We do nat, in giving this opinion, accept or assume responsibility for any other purpose or to any other person
to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in
writing.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial
statements and the part of the Report of the Remuneration Committee to be audited have been properly prepared in
accordance with the Companies Act 1985. We also report to you if, in our opinion, the Directors’ Report is not consistent
with the financial statements, if the company has not kept proper accounting records, if we have not received all the
information and explanations we require for our audit, or if information specified by law regarding directors’ remuneration
and other transactions is not disclosed.

We read other information centained in the Annual Report and consider whether it is consistent with the audited
financial statements. The other information comprises only the Directors' Report, the unaudited part of the Report of the
Remuneration Commitiee, the Corporate Governance Statement and the Report of the Audit Committee and the other
Board Committees. We consider the implications for our report if we become aware of any apparent misstatements or
materia) inconsistencies with the financia! staterments. Our responsibilities do not extend to any other information.

We also, at the request of the directors (because the company applies the Financial Services Authority listing rules as if
it were a listed company), review whether the corporate governance statement reflects the company's compliance with
the nine provisions of the 2003 FRC Combined Code specified for our review by the Listing Rules of the Financial
Services Authority, and we report if it does not. We are not required to consider whether the board’s statements on
internal control cover all risks and controls, or form an opinion on the effectiveness of the company’'s corporate
governance procedures o its risk and control pracedures.

Basis of audit opinion

We conducted our audit in accordance with international Standards on Auditing {UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements and the part of the Report of the Remuneration Committee to be audited. It also includes an
assessment of the significant estimates and judgments made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the group's and 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 financial statements and
the part of the Report of the Remuneration Committee to be audited 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 information in the financial statements and the part of the Report of the Remuneration Committes to be
audited.
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Independent Auditors’ Report to the members of The Standard Life Assurance
Company

Opinion
In our opinion:

= the Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the European
Union, of the state of the Group's affairs as at 31 December 2005 and of its result and cash flows for the year then
ended;

+ the parent company financial statements give a true and fair view, in accordance with IFRSs as adopted by the
European Union as applied in accordance with the provisions of the Companies Act 1985, of the state of the parent
company's affairs as at 31 December 2005 and cash flows for the year then ended;

« the financial statemenis and the part of the Report of the Remuneration Committee to be audited have been
properly prepared in accordance with the Companies Act 1985.

P 2 LA_f

PricewaterhouseCoopers LUP
Chartered Accountants and Registered Auditors
Edinburgh, 28 March 2006
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Consolidated Income Statement for the year ended 31 December 2005

Group

Notes 12 months to

13.5 months to

31 December 31 December
2005 2004
£m £m
Revenue
Gross eamed premium 3,609 4,351
Premium ceded to reinsurers {93) (96)
Net earned premium 3,516 4,255
Net investment return 2 14,377 9,892
Income arising from associates and joint ventures 11 98 86
Fee and commission income 3 360 296
Other income 54 48
Total net revenue 18,406 14,577
Expenses
Claims and benefits paid 4,195 5112
Claim recoveries from reinsurers {59) 61
Change in reinsurance assets 21 (112) (41)
Change in insurance and participating liabilities 21 5167 2,840
Change in investment contract liabilities 5,886 3912
Change in deduction from liabilities due to present value of future results 21 {488) -
Administration expenses
Restructuring and demutualisation expenses 36 84 75
Other administration expenses 4 2,066 2,273
2,150 2,348
Change in liability for third party interest in consclidated funds 43 18
Operating expenses 16,782 14,126
Finance costs 109 80
Result before tax 1,515 371
Tax expense 7 531 353
Transfer to/{from} unallocated divisible surplus a0 (15)
Increase in net assets attributable to minority interest 83 33

Balance on Income Statement

The result after tax and transfer to/(from) unallocated divisible surplus for the year of £83m (2004 : £33m) represents

the increase in net assets attributable to minority interest.
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Consolidated Balance Sheet as at 31 December 2005

Group
Notes 2005 2004
Em £m
Assets
Intangible assets 8 44 27
Deferred acquisition costs 9 290 269
Investments in associates and joint ventures 11 2,608 1,891
Investment property 12 9,907 8,779
Property and equipment 13 530 699
Deferred tax assets 14 75 43
Reinsurance assels 21 779 617
Loans and receivables 15 12,496 12,171
Derivative financial assets 16 247 230
Investment securities 17
Equity securities and interests in pooled investment funds 43,601 35,494
Debt securities 43,830 37,562
87,431 73,056
CGther debtors 18 1,342 1,392
Cash and cash equivalents 19 4,451 2,840
Total assets 120,260 102,014
Minority interest 240 250
Liabilities
Non-participating contract liabifities
Non-participating insurance contracts 20,21 21,158 18,854
Non-participating investment contracts 20,21 40,929 30,597
62,087 49,451
Participating contract liabilities
Participating insurance contracts 20,21 19,633 18,264
Participating investment contracts 20,21 18,076 15,929
Present value of future results on non-participating contracts 20,21 (1,528) (1,041}
Unallocated divisible surplus . 23 4,827 3.678
41,008 36,830
Third party interest in consolidated funds 358 77
Borrowings 24 6,233 5,701
Subordinated liabilities 25 1,878 1,600
Pension and other post retirement benefit provisions 26 386 472
Deferred income 27 238 234
Deferred tax liabilities 14 559 428
Current tax liabilities 14 240 100
Customer accounts related to banking activities and deposits by banks 28 5,134 5,147
Derivative financial liabilities 16 241 358
Other liabilities 29 1,658 1,366
Total liabilities and minority interest 120,260 102,014
Approved on behalf of the Board of Directors on 25/Ma 3235*03; the following Directors:
Sir Brian Stewart, Chairman
Sandy Crombie, Group Chief Executive
Alison Reed, Group Finance Director
r}‘\"\ C.n—-én‘e_
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Consolidated Statement of Recognised Income and Expenses for the year ended

31 December 2005

Group

Notes 12 monthsto  13.5 months to

31 December 31 December

2005 2004

£m £m

Fair value fosses on cash flow hedges (4) -

Fair value losses on cash flow hedges transferred to Income Statement - 5

Actuarial gains/(losses) on defined benefit pension schemes 26 22 (42)

Revaluation of land and buildings 13 N 16

Exchange differences on translating foreign operations 23 218 (93)

Aggregale tax effect of iterns not recognised in Income Statement - 4

Cther 1 -

Net incomef{expense) not recognised in the Income Statement transferred

to/(from) unallocated divisible surplus 248 (120}
Net income/{expense) recognised in the Income Statement transfemed to/(from) the

unaliocated divisible surplus 901 (15)

Total transfer to/(from} unallocated divisible surplus 1,149 {135)

Further information is included in Note 23.

-
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Consolidated Cash Flow Statement for the year ended 31 December 2005

Group
Notes 12 months to 13.5 months to
31 December 31 December
2005 2004
£m £m
Cash flows from operating activities
Transfer tof{from) unallocated divisible surplus 901 (15)
Tax expense 531 353
Increase in net assets attriputable to minority interest 83 33
Operating result before tax 1,515 37
Gain on disposal of property and equipment (10} -
Depreciation of praperty and equipment 4 17 35
Amortisation of intangible assets 4 7 6
Amortisation of deferred acquisition cosls 4 72 333
Impaimment losses on deferred acquisition costs 4 - 44
Impairment losses on property and equipment 4 9 18
Reversal of impairment on property and equipment 4 (8) -
Change in present value of future results on non-participating contracts (488) -
interest cost on other borrowings 4) -
Adjustment for finance costs on bank activities 136 92
Finance costs 109 80
Foreign exchange loss on investment activity 6 26
Income arising from associates and joint ventures i (99) (86)
Net {increase)/decrease in operating assets and labilities 30 395 {(1.119}
Adjustment for investment income (39) 3
Taxation paid (285) {319)
Net cash flows from operating activities 1,333 (516)
Cash ftows from investing activities
Purchase of property and equipment 13 (84) (173)
Proceeds from sale of property and equipment 13 21 1
Net proceeds from disposal of subsidiaries 10 179 -
Acquisition of investment in joint ventures 11 {8) -
Acguisition of investment in associates 11 (18) -
Purchase of intangible assets -] (24) {(17)
Net cash flows from investing activities 66 (189)
Cash flows from financing activities
Proceeds from other borrowings " 73
Repayment of other borrowings @) (122)
Proceeds from subordinated liabilities 283 560
Interest paid on subordinated liabilities (107) (65}
Capital contributions from minority interest 18 38
Dividends paid to minority interest (N 4)
Net cash flows from financing activities 176 480
Net increase/(decrease) in cash and cash equivalents 1,575 (225)
Cash and cash equivalents at the beginning of the year 19 2,696 2,940
Effects of exchange rate changes on cash and cash equivalents 75 {19)
Cash and cash equivalents at the end of the year 19 4,346 2,696
Supplemental disclosures
Included in operating activities are:
Interest received 2,910 2,875
Dividend received 1,110 978
Rental income received on investment properties §18 548

~
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Company Balance Sheet as at 31 December 2005

Company
Notes 2005 2004
£m £m
Assets
Intangible assets 8 36 20
Deferred acquisition costs 9 212 210
Investments in subsidiaries 10 25,314 8,770
Investments in associates and joint ventures 11 1,937 1,606
Investment property 12 4,385 6,005
Property and equipment 13 415 573
Deferred tax assefs 14 59 15
Reinsurance assets 21 1,104 978
Loans and receivables 15 711 938
Derivative financial assets 16 158 186
investment securities 17
Equity securities and interests in pooled investment funds 35,067 30,238
Debt securities 21,989 30,836
57,056 61,074
Other debtors 18 707 1,039
Cash and cash equivalents 19 2,420 1,215
Total assets 94,523 80,639
Undated intercompany financial instrument 43 245 -
Liabilities
Non-participating contract liabilities
Naon-participating insurance contracts 20,21 15,934 14,761
Non-participating investment contracts 20,21 33,735 25055
49,669 39,816
Participating contract liabilities
Participating insurance contracts 20,21 19,633 18,264
Participating investment contracts 20,21 18,076 15,929
Present value of future results on non-participating contracts 20,21 (1,528) (1,041)
Unallocated divisible surplus 23 4,597 3,730
40,778 36,882
Borrowings 24 68 124
intragroup subordinated liabilities 25 1,611 1,600
Pension and other post retirement benefit provisions 26 216 348
Deferred income 27 223 221
Deferred tax liabilities 14 399 381
Current tax liabilities 14 147 62
Derivative financial liabilities 16 120 136
Other liabilities 29 1,047 1,069
Total liabilities and undated intercompany finangial instrument 94,523 80,639
Approved on behalf of the Board of Directors on 28 March 2006 by the following Directors:
Sir Brian Stewart, Chairman
Sandy Crombie, Group Chief Executive
Alison Reed, Group Finance Director
Ao Cootic
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Company Cash Flow Statement for the year ended 31 December 2005

Company
Notes 12 months to 13.5 months to
31 December 31 December
2005 2004
£m £m
Cash flows from operating activities
Transfer to/{from) unallocated divisible surplus 786 (6)
Tax expense 310 256,
Coupon payments on undated intercompany financial instrument 6 -
Operating result befare tax 1,102 250
Gain on disposal of property and equipment (10) -
Depreciation of property and equipment 2 33
Amortisation of intangible assets 4 1
Ameortisation of deferred acquisition costs 29 286
Impairment losses on deferred acquisition costs - 44
Impairment losses on property and equipment 9 11
Reversal of impairment on property and equipment {4) -
Change in present value of future results on non-participating contracts (488) -
Finance costs 100 80
Foreign exchange (gain)/loss on investment activity (7) 23
Income arising from associates and joint ventures 11 (67) {71}
Net (increase)/decrease in operating assets and liabilities 30 1,451 {279)
Adjustmerit for investment income (212) (45)
Taxation paid {248) {275)
Net cash flows from operating activities 1,661 58
Cash flows from investing activities
Purchase of property and equipment 13 (43) (157)
Proceeds from sale of property and equipment 13 40 -
Acquisition of subsidiaries net of cash* 10 - (298)
Acquisition of investment in joint ventures 11 (4} -
Acquisition of investment in associates 11 (14} -
Purchase of intangible assets 8 (20} (13)
Net cash flows from investing activities (41) (468)
Cash flows from financing activities
Repayment of other borrowings - (2)
Proceeds from subordinated liabilities - 555
Interest paid on subordinated liabilities {100} (65)
Coupon payment on undated intercompany financial instrument 43 (6) -
Increase in undated intercompany financial Instrument 43 {245) -
Net cash flows from financing activities {351} 488
Net increase/{decrease) in cash and cash equivalents 1,269 78
Cash and cash equivalents at the beginning of the year 19 1,091 1,030
Effects of exchange rate changes on cash and cash equivalents 1 (17)
Cash and cash equivalents at the end of the year 19 2,361 1,091
Supplemental disclosures
inciuded in operating activities are:
Interest received 1,568 2,288
Dividend received 1,251 . 789
Rental income received on investment properties 338 432

* The acquisition of subsidiaries reflects the impact of domestication of the Canadian subsidiary. Refer to Note 42
Domestication of Canadian non-participating business.

The Company's operating portfolio of investrent assets includes unit trusts and other investment funds that are
classified for financial reporting purposes as subsidiaries. Cash flows in relation to these assets are classified as
operating cash flows in the Company Cash Flow Statement.
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Accounting policies
(a) Basis of preparation

The Group's consolidated financial statements have been prepared in accordance with International Financial Reparting
Standards (IFRS) and interpretations issued by the International Accounting Standards Board (IASB) as endorsed by
the European Commission (EC) for use in the European Union (EU). All relevant standards and interpretations have
been endorsed by the EU. The |ASB has published an amendment to IAS 12 Employee Benefits (2004) and
amendments to IAS 39 The Fair Value Option (2005). These amendments are not mandatory until 2006 but the Group
has chosen to adopt them early and they are reflected in the consolidated financial statements.

The consolidated financial statements have been prepared under the historical cost convention, as modified by the
revaluation of financial assets and liabilities (including derivative instruments) at fair value through profit or loss
(FVTPL), property and investment property. These are the Group's first consolidated financial statements under IFRS
and IFRS 1 First time Adoption of International Financial Reporting Standards has been applied. The principal
accounting policies set out below have been consistently applied to all financial reporting periods presented in these
consolidated financial statements and by all Group entities, unless otherwise stated. Unless otherwise stated in the
notes to these financial statements all amounts are expected to be settled/recovered after more than 12 months.

The Standard Life Assurance Company (the '‘Company’} has taken advantage of the exemption under Section 230 of the
Companies Act 1985 from presenting its own Income Statement.

Comparatives

The Group has taken advaniage of the exempiion in IFRS 1, paragraph 36A, which aliows certain comparative
information presented in the first year of adoption of IFRS not to comply with IFRS 4 Insurance Contracts. The
Accounting Standards Board (ASB) in the United Kingdom has issued Financial Reporting Standard 27 Life Assurance
(FRS 27), which the Group has adopted from 1 January 2005.

Estimates

The preparation of financial statements, in conformity with generally accepted accounting principles (GAAP), requires
the use of estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Consistent with
IFRS 1, any estimates included in the Group's opening IFRS Balance Sheet have been made by considering the
information that existed at the time the estimate was made under previous GAAP, rather than information that became
available after that date, after taking into account any applicable adjustments resulting from differences in accounting
policies.

Change of the year-end reporting date

The Group changed its year-end reporting date during 2004 to 31 December 2004. The comparative period in these
financial statements is therefore the period from 16 November 2003 to 31 December 2004,

Change in accounting policies during the period

in accordance with IFRS 4, the Group continues to apply the same accounting policies for the recognition and
measurement of obligations arising from insurance contracts and investment contracts with discretionary participation
features (DPF) that it used for the preparation of its published financia! statements for the period ended 31 December
2004. The only exception is that the recognition and measurement requirements of FRS 27 have been adopted, as an
improvement to the Group’s accounting policies. The ASB issued FRS 27 on 13 December 2004 for mandatory
application for accounting periods ending on or after 23 December 2005. As acknowledged within FRS 27 its
retrospective application is difficult. The Group has assessed that it is impractical to restate the Balance Sheet at 16
November 2003 and the Income Statement for the pericd to 31 December 2004 for the impact of FRS 27. The Balance
Sheet at 31 December 2004 has been restated. In accordance with FRS 27 participating contract liabiiities are
determined on a realistic basis and are reduced by the PVFP on non-participating contracts written in the with profits
fund. DAC is only held on non-participating investment contracts to the extent of the DIR recognised. This has resulted
in an increase in participating contract liabilities of £409m and a reduction in deferred acquisition costs of £1,788m at 31
December 2004. The participating contract liabilities are offset by the present value of future profits on non-participating
contracts of £1,041m. The effect of these adjustments is to decrease deferred tax liabilities by £124m and deferred tax
assets by £53m, offset by an increase to reinsurance assets of £6m. Corresponding amounts have been adjusted to
the unallocated divisible surplus in accordance with FRS 27 resulting in a decrease of £1,079m at 31 December 2004
for Group. The impact for Company is a decrease to unallocated divisible surplus of £1,012m at 31 December 2004,
FRS 27 requires insurance contracts to be classified into their participating and non-participating components and
reflected as such on the Balance Sheet. A presentational adjustment has been made to reflect this classification for
insurance and investment contracts,
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Accounting policies (continued)

FRS 27 requires cost of guarantees to be valued on a fair value approach. FRS 27 permits the PVFP on the non-
participating business written within the with profits fund to be deducted from the realistic liability as this value is
included within the realistic liability calculation.

Standards, interpretations and amendments to published standards that are not yet effective

Certain new standards, amendments and interpretations to existing standards have been published that are mandatory
for the Group’s accounting periods beginning on or after 1 January 2006 or later pericds. The Group has not early
adopted these standards, amendments, and interpretations as described below:

IAS 21 (Amendment), The effects of changes in foreign exchange rates: Net investment in a foreign operation {effective
from 1 January 2006): The amendment alters the requirement for a monetary item that forms part of a reporting entity's
net investment in a foreign operation to be denominated in the functional currency of either the reporting entity or the
foreign operation. This will be applied by the Group from annual periods beginning 1 January 2006 and is not
considered to have a material impact on the Group's results.

1AS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intragroup Transactions {effective from 1 January
2008). The amendment allows the foreign currency risk of a highly probable forecast intragroup transaction to qualify as
a hedged item in the consolidated financial statements, provided certain conditions are met. The Group is not currently
planning to take advantage of this amendment.

Amendment to IAS 32 and IFRS 4 — Financial guarantee contracts: The amendment clarifies whether financial
guarantees fall within the scope of IAS 39 Financial Instruments. Recognition and Measurement or IFRS 4 and
stipulates the measurement method to be applied to such guarantees. The Group has not early adopied this
amendment and therefore it will be applied from annual periods beginning 1 January 2006. The amendment is not
considered to have an impact at Group level and Management is currently assassing the impact at company level.

IFRS 7 Financial Instruments: Disclosures and a complementary amendment to |AS 1 Presentation of Financial
Statement. Revised guidance on implementing IFRS 4, Presentation of Financial Statements — Capital Disclosures
{effective from 1 January 2007). IFRS 7 introduces new disclosures to the information on financial instruments and the
revision to IFRS 4 reflects the changes made by IFRS 7 and affects the disclosure section of the guidance. The
amendment to [AS 1 introduces disclosures on the level of management of capital resources. This will be applied by the
Group from annual periods beginning 1 January 2007. The Standard has no financial impact but will change the
disclosures surrounding the Group's Financial instruments and Insurance Contracts.

Interpretations that are not relevant to the Group's operations: IFRIC 5 Rights fo Interesfs arising from
Decommissioning, Restoration and Environmenlal Rehabilitation Funds, IFRIC 4, Determining whether an Arrangement
contains a Lease (all effective from 1 January 2006), IFRIC 7, Applying Hyperinflationary economies for the first time
(effective 1 March 2006) and IFRIC 6, Waste Eleclrical and Electronic Equipment (effective 1 December 2005} are not
relevant to the Group's operations.

Key judgements made in selecting accounting policies

In selecting accounting policies where IFRS permits a cheoice of policy, management have applied judgement in
determining the most appropriate policy to be applied, as detailed below:

. Designation of financial assets:
Policy choice made on the basis of achieving the best matching with the associated liabilities.

. Recognition of actuarial gains and losses on defined benefit plans:
Policy choice made in order to minimise Income Statement volatility.

. Unallocated divisible surplus:
Policy choice made not to recognise any guaranteed element separately and thus record the full unallocated
divisible surplus as a liability.

. Cash Flow Statement:
Indirect method chosen on the basis that it is simpler than the direct method and consistent with the approach
adopted by our peers.

. Deferred acquisition costs (DAC):
Policy choice made to include DAC on non-profit contracts in the with profit fund implicitly in the present value
of future results (PVFP) up to the extent of the deferred income reserve {DIR) on investment contracts {(written
in the with profit fund} on the basis of simplicity.
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Accounting policies (continued)

. Exclude PVFP on insurance subsidiaries owned by the with profits fund:
Policy choice made on the basis of simplicity and relevance post demutualisation.

. Accounting for property:
Policy choice made on the basis of consistency with previous policy and in order to achieve the best matching
with the associated liabilities.

In addition management has applied judgement in estimating balances in particular around the valuation of actuarial
liabilities {refer Notes 20 and 22), the valuation of the defined benefit pension obligation {(Note 26) and the valuation of
unlisted securities.

(b) Basls of consolidation

The Group financial statements consclidate the Income Statements and Balance Sheeis of the Company and its
subsidiary undertakings. Associate and joint venture undertakings are accounted for using the equity method from the
date that significant influence or joint control (respectively) commences until the date this ceases.

Investments in subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power to govern the
financial and operating policies. Such power, generally but not exclusively, accompanies a shareholding of more than
one half of the voting rights. Subsidiaries are fully consolidated from the date on which control is transferred to the
Group, through until the date that control ceases.

The Group uses the purchase method of accounting for the acquisition of subsidiaries. The cost of an acquisition is
measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at the date
of exchange, plus costs directly attributable to the acquisition.

The Group has three categories of investment in subsidiaries: those that are deemed operating subsidiaries as they
undertake the activities of the Group; those that raise finance for the Group’s operating subsidiaries; and those that are
investment companies as their primary function is to generate capital or income growth through holding investments. In
the financial statements of the Company subsidiaries held for investment purposes are classified as FVTPL (as they are
managed on a fair value basis). All other subsidiaries are accounted for at cost.

Any impairment on individual investments in subsidiaries held at cost is determined, at each reporting date, by an
evaluation of the exposure on a case-by-case basis.

Impairment losses are calculated and recorded on an individual basis in @ manner consistent with the impairment policy
described in section (g) below.

The same approach is used for investments in associates and joint ventures.
Investments in associates and joint ventures

Associates are entities over which the Group has significant influence but not control, generally accompanying a
sharehalding of between 20% and 50% of the voting rights.

Where the Group has a significant holding in an investment vehicle that meets the definition of an associate or joint
venture and that investment in associates backs policyholder liabilities including the unallocated divisible surplus, that
investment is accounted for at fair value through profit and loss in accordance with 1AS 39,

All other associates and joint ventures are equity accounted for and in this case, the Group's investment in associates
and joint ventures includes goodwill (net of any impairment loss) identified on acquisition.

Investments in associates and joint ventures that are equity accounted for are initially recognised at cost and adjusted
thereafter for the post-acquisition change in the Group’s share of net assets of the associate. The Group's share of
post-acquisition results of its associates is recognised in the Income Statement. The Group’s share of any post-
acquisition movements in reserves, where the associate recognised a gain or loss directly in equity, is recognised in
unallocated divisible surplus. The cumulative post-acquisition movements are adjusted against the carrying amount of
the investment.

Where the Group's share of losses in an associate equals or exceeds its interest in an associate, including any other
unsecured receivables, the Group's carrying amount is reduced to nil and recognition of further losses is discontinued
except to the extent that the Group has incurred legal ar constructive obligations in connection with or made payments
on behalf of an associate.

53
STANDARD LIFE

O 000000 00000000 0000000000090 0000 00




Accounting policies (continued)

{c) Classification of insurance and investment contracts

The measurement basis of assets and liabilities of lang-term business contracts is dependent upon the classification of
those contracts into either insurance or investment contracts depending upon whether significant insurance risk exists.
For those investment contracts containing discretionary participating features (e.g. with profits business) IFRS 4 permits
the continued application of previously applied GAAP, except where a change is deemed to make the financial
statements more relevant to the economic decision-making needs of users and no less reliable, or more reliable, and no
less relevant to those needs. The Group has chosen to apply this approach, which therefore includes the requirements
of FRS 27 to its UK with profits fund.

Generally, product classes are sufficiently homogeneous to permit a single classification at the level of the product
class. However, in some cases, a product class may contain individual contracts that fall across multiple classifications
('hybrid contracts’). For certain significant hybrid contracts the product class is separated into the insurance element, a
non-participating investment element and a participating investment element so that each etement is accounted for
separately.

(d) Revenue Recognition
Deposit accounting for non-participating investment contracts

Contributions received in respect of investment cantracts are treated as policyholder deposits and not reported in the
Income Staternent. Claims paid to policyholders are treated as a reduction to these deposits. The change in
policyholder liabilities is reflacted each period in the Income Statement.

Investment contracts not classified as unit linked are measured at amortised cost. Amortised cost is calculated as the
fair value of policyholder contributions at the date of initial recognition, less the net effect of payments such as
transaction costs and front-end fees, plus or minus the cumulative amortisation {using the effective interest rate (EIR)
method) of any difference between that initial amount and the maturity value, and less any write-down for surrender
payments. The EIR is the rate that equates the discounted cash payments to the initial amount.

All contractual initial fees and incremental transaction costs directly attributable to the issue of the contract are deemed
to be attached to issuing the financial liability and are included within the EIR calculation.

Deposit accounting is also applied to reinsurance contacts that do not qualify as insurance contracts under section (c)
above.

The fees and transaction costs associated with investment contracts are treated in accordance with the policy described
helow for invesiment income.

Premiums
Premium income on insurance contracts and participating investment contracts are recognised when due for payment.

General insurance premiums are accounted for when written. Premiums are recognised as earned income over the
period of the policy having regard to the incidence of risk.

Investment income

Investment gains and losses resulting from changes in both market value and foreign exchange on investments
classified as FVTPL are recognised in the lncome Statement in the period in which they occur.

Changes in the fair value of derivative financial instruments that are not hedging instruments are recognised
immediately in the Income Statement.

Realised gains and losses are calculated as the difference between net sales proceeds and the amount paid to acquire
the investment, including the initial transaction costs. Unrealised gains/losses reflected in the income Statement are
calculated as the difference between the current valuation of investments and their valuation at the last Balance Sheet
date or the amount paid to acquire them at subsequent acquisition during the period. Unrealised gains and losses are
adjusted each period for gains and losses realised through sale.

For loans and receivables measured at amortised cost, interest income is calculated using the EIR method and is
recognised in the income Statement.

Dividend income is recognised when the right to receive payment is established.
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Accounting policies (continued)
Rental income is recognised in the Income Statement on a straight-line basis over the term of the lease.
Fee and commission income

Commissions received or receivable, are recognised as revenue on the commencement or renewal date of the related
policies. However, when it is prebable the Group will be required to render further services during the life of the policy,
the commission is deferred as a liability and is recognised as the services are provided.

Non-participating investment contracts and fund management business

All fees and costs are deemed io be associated with the provision of investment management services and are
recognised, subject to recoverability, as the services are provided. Front-end fees, which are charged on the inception
of investment management contracts, are deferred as a liability and recognised over the life of the contract. Ongoing
fees that are charged periodically, either directly or by making a deduction from invested funds, are recognised as
received, which corresponds to when the services are provided.

(e} Expense recognition
Claims and benefits paid
Life assurance v

Maturity claims and annuities are accounted for when due for payment. Surrenders are accounted for when paid or, if
earlier, on the date when the policy ceases to be included within the calculation of the insurance liability. Death claims
and all other ciaims are accounted for when notified.

Claims payable include the direct costs of settlement. Reinsurance recoveries are accounted for in the same period as
the related claim.

General insurance

Claims are accounted for when there is sufficient evidence of their existence and a reasonable assessment can be
made of the monetary amount involved. Provision is made at the Balance Sheet date for the total expected cost of
settlement of all claims incurred in respect of events up to that date, whether reported or not, together with related
claims handling expenses, less amounts already paid.

f Foreign currency

Foreign currency transactions and fair values are translated using the exchange rates applying to the functionat
currency, prevailing at the dates of the transactions or at the date the fair value was determined with related foreign
currency exchange gains or losses reflected in the Income Statement. Translation differences on non-monetary items
such as equities held at fair value through profit or loss, are reported as part of the fair value gain or loss. Translation
differences on non-monetary items, such as owner-occupied properties, are included in the fair value reserve in the
unallocated divisible surplus. Refer to the paragraph on owner-occupied properties in section (h) below.

Group companies

The Income Statements of foreign subsidiaries and branches are translated into the presentation currency of the Group
at average exchange rates for the year. Assets and liabilities of foreign subsidiaries and foreign branches are translated
at the closing rate at the Balance Sheet date. On consclidation, exchange differences arising from the translation of the
net investment in foreign subsidiaries, foreign branches, and of borrowings and other currency instruments designated
as hedges of such investments, are taken to the unallocated divisible surplus.

{9) Impairment of non-financial assets

The carrying amounts of non-financial assets are reviewed at each Balance Sheet date to determine whether there is
any indication of impairment. An impairment loss is recognised in the Income Statement for the amount by which the
asset's carrying amount exceeds its recoverable amount.

The recoverable amount of an asset is the greater of its net selling price {fair value less costs to sell) and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset. For an
asset that does not generate largely independent cash inflows, the recoverable amount is determined for the cash-
generating unit, or group of units, to which the asset belongs.
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Accounting policies (continued)

(h) Property and equipment

Owner-occupied properties and properties under developrment are recognised initially at cost and subsequently at
depreciated fair value. Properties are valued, at least annually, by external independent qualified valuers.

Movements in the fair value of owner-occupied properties and properties under development are taken to the
revaluation reserve in the unallocated divisible surplus. Reductions below cost are reflected in the Income Statement.

Owner-occupied properties are depreciated on a straight-line basis over their estimated useful lives, generally between
thirty and fifty years. The depreciable amount of an asset is determined by the difference between the fair value and the
residual value. The residual value is the amount that would be received on disposal if the asset was already at the age
and condition expected at the end of its useful life. Properties under development are not depreciated.

Computer equipment, motor vehicles and other property is capitalised at cost and depreciation is charged to the Income
Statement, within administration expenses, on a straight-line basis, over their estimated useful lives of between two and

four years,
(i) fnvestment property

Property held for long-term rental yields or investment gain that is not occupied by companies in the Group is classified
as investment property.

Investment property is initially recognised at cost including any directly attributable transaction costs. Subsequently
investment property is measured at fair value. Fair value is determined without any deduction for transaction costs that
may be incurred on sale or other disposal, unless the property is under development with a view to resale. Gains or
losses arising from changes in fair value are accounted for in the Income Statement.

Investment properties are valued, on the same basis as owner-occupied properties.

Property located on land that is held under an operating lease is classified as investment property as long as it is held
for long-term rental yields and is not occupied by the companies in the Group. The initial cost of the property is the
lower of the fair value of the property and the present value of the minimum lease payments.

Rental income from investment property is recognised in the Income Statement on a straightine basis over the term of
the lease. Lease incentives granted are recognised as an integral part of the total rental income, and are also spread
over the term of the lease.

) Income tax
Current tax

The current tax expense is based on the taxable results for the year, using tax rates enacted or substantially enacted at
the Balance Sheet date, including any adjustments in respect of prior years.

Deferred tax

Deferred tax is provided in full, using the Balance Sheet liability method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the consolidated financial statements. Deferred tax
assets are recegnised to the extent that it is probable that future taxable results will be available against which the
temporary differences can be utilised.

Temporary differences arising from investments in subsidiaries and associates give rise to deferred tax in the Company
Balance Sheet only to the extent that it is probable that the temporary difference will reverse in the foreseeable future or
the Company does not control the timing of the reversal of that difference

Deferred tax is recognised in the Income Statement except when it relates to items recognised directly in the Statement
of Recognised income and Expense in which case it is credited or charged directly to the unallocated divisible surplius
through the Statement of Recognised Income and Expenses.
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Accounting policies (continued)
(k) Reinsurance assets

Reinsurance assets primarily include balances due from both insurance and reinsurance companies for ceded
insurance liabilities. Amounts recoverable from reinsurers are estimated in a manner consistent with the assumptions
used for ascertaining the underlying policy benefits, subject to the terms of the contract. Reinsurance assets that do not
qualify as insurance contracts, under the classification requirements described in section (c) above, are ¢lassified as
financial assets and measured in accordance with IAS 39 at FVTPL.

Amounts due from reinsurers in respect of claims incurred are separately recognised in ‘Other debtors’ and are
accounted for on a basis consistent with loans and receivables. Refer to the accounting policy in section (m) below.

If a reinsurance asset is considered to be impaired, the carrying amount is reduced to the recoverable amount and the
impairment loss is recognised in the Income Statement. The recoverable amount is determined as the carrying amount
less any impairment losses. Impairment losses are determined using the process adopted for assessing the impairment
of financial assets held at amortised cost on an individual basis. Refer to the accounting policy in section (m) below.

()] Deferred acquisition costs {(DAC)
Investment contracts

Incremental costs directly related to the cost of acquiring new business (i.e. commission} are deferred, to the extent that
they are deemed recoverable from future charges. The recoverability test takes account of any front-end fees that have
been deferred and the Present Value of Future Profits (PVFP) asset recognised on these contracts.

For those investment contracts written within the with profit fund of the Company and its branches, the Group has
chosen not to recognise deferred acquisition costs separately from the associated PVFP asset except to the extent of
any Deferred Income Reserve (DIR) on those contracts.

The DAC asset is amortised on a consistent basis with the DIR liability in line with the expected emergence of profits
from the underlying product grouping. Refer to section (u) for the accounting policy on DIR.

Participating insurance and investment contracts (i.e. with profit contracts)
Acquisition costs are not capitalised in respect of participating contracts in line with realistic valuation requirements.
Non-participating insurance contracts

For those insurance contracts fafling within the scope of the FSA realistic capital regime (l.e. written within the with profit
fund of SLAC and all branches) the Group has chosen not to recognise deferred acquisition costs separately from the
associated PVFP asset.

Implicit allowance is made for DAC with the Canadian Asset Liability Valuation Model (CALM) thus no explicit DAC asset
has been included in the Balance Sheet for insurance written by the Canadian subsidiary in the Group financial
statements.

{m} Loans and receivables

Deposits with credit institutions, mortgage assets and other financial asset balances, such as other debtors are
classified as Loans and receivables.

Loans and receivables are measured on origination at fair value less directly attributable transaction costs.
Subsequently, the asset is measured at amortised cost, using the EIR method, less any impairment losses.

Impairment on individual loans is determined, at each reporting date, by an evaluation of the exposure on a case-by-
case basis. The impairment foss is calculated as the difference between the present value of future cash flows,
discounted at the loan's original effective rate, and the loan’s current carrying value. The amount of any impairment loss
is recorded in the Income Statement.

If there is no evidence of impairment on an individual basis, a collective impairment review is undertaken whereby the
assets are grouped together, on the basis of similar credit risk characteristics, in order to calculate a collective
impairment ioss. This process accounts for impairments existing at the Balance Sheet date that are not evident until a
future date.
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Accounting policies (continued)

{n} Intangible assets

Intangible assets, including internally developed software and software purchased from third parties, are recognised in
the Balance Sheet if it is probable that the relevant future economic benefits attributable to the asset will flow to the
Group and its cost can be measured reliably.

Internally developed software and software purchased from third parties are capitalised as intangible assets and
amortised over their estimated usefu! life when they are either identified as separable (i.e. capable of being separated
from the entity and sold, transferred, rented, or exchanged) or they arise from contractual or other legal rights,
regardless of whether those rights are transferable or separable.

Intangible assets are carried at cost less accumulated amortisation and any accumulated impairment losses.
Amortisation is charged to the Income Statement on a straight-line basis over the estimated useful lives of the relevant
software. Impairment losses are calculated and recorded on an individua! basis in a manner consistent with the
impairment policy described in section (g) above.

{0) Investment securities and derivatives
Designation as fair value through profit or loss (FVTPL)

Financial assets and liabilities are designated at FVTPL where the asset or liability is part of a group of assets that are
evaluated and managed on a fair value basis. The Group holds a portfolio of equities and debt securities that are
managed and monitored, through quarterly investment reports, on a fair value basis so as to maximise returns for with
profits policyholders. The Group uses derivative financial instruments including forwards, swaps, futures, and options
for the purposes of matching contractual liabilities, reducing investment risks and for efficient portfolic management
activities. In accordance with its treasury policy, the Group does not hold or issue derivative financial instruments for
speculative trading purposes.

All investment securities and derivatives are designated as FVTPL.
Fair value measurement

The Group recognises these assets at fair value on the trade date of the transaction. In the case of derivatives where
no initial premium is paid or received the initial measurement value is nil. Directly attributable transaction costs are not
included in the initial measurement value but are recognised in the Income Statement.

Fair values are based upon the current quoted bid price where an active market exists. Where a quoted price in an
active market cannot be obtained an appropriate market consistent valuation technigue (for example discounted cash
flows and recent market transactions) is used to determine fair value. If a priceftechnique is not available te provide a
reliable fair value the investment is carried at cost less a provision for impairment.

Designated as held to maturity (HTM)

The Group classifies certain government bonds, held for regulatory purposes, as held to maturity (HTM} financial assets.
HTM financial assets are recoghised as assets on the trade date and initially measured at fair value plus any directly
attributable transaction costs incurred on recognition. At each subsequent reporting date, the Group measures the HTM
investments at amortised cost, using the EIR method, less any impairment losses identified. Interest revenue on HTM
financial assets is calculated on an EIR basis and is recognised in the income Statement.

Hedge accounting

The Group has designated certain derivative positions as fair value hadging instruments where the derivative financial
instrument hedges the changes in fair value of a recognised asset or liability, or an identified portion of such an asset or
liability, that is attributable to particular risk and could affect the Income Statement. The change in fair values of both
the hedging instruments and the underlying asset or liability are recogriised in the Income Statement,

Where a derivative financial instrument is designated and qualifies as a hedge of the variability in cash flows of a
recognised asset or liability, or a highly probably forecasted transaction, the effactive part of any gain or loss resulting
from the change in fair value of the derivative financial instrument is recognised directly in the unallocated divisible
surplus.

s

STANDARD LIFE




Accounting policies (continued)

Hedge accounting is discontinued in the event that the hedge relationship is ineffective, expires, matures or is
terminated. The gain or loss relating to the ineffective portion is recognised immediately in the Income Statement. A
hedge is ineffective if the change in the fair value/cash flows of the hedging instrument does not significantly offset the
changes in the fair value/cash flows of the hedged item.

The Group documents at the inception of the transaction the relationship between hedging instruments and hedged
items, as well as its risk management objective and strategy for undertaking various hedge transactions. The Group
also documents its assessment, both at hedge incepticn and on an ongoing basis, the effectiveness of the hedging
relationship.

Embedded derivatives

Options, guarantees and other derivatives embedded in a host contract are separated and recognised as a derivative
uniess they are considered closely related to the host contract, meet the definition of an insurance contract or if the host
contract itself is measured at fair value with changes in fair value recognised in income.

{+)] Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, any highly liquid investments which
have a maturity date within three months of the date of acquisition and bank overdrafts that are repayable on demand
and form an integral part of the Group’s cash management.

{q} Interest bearing loans and borrowings

Interest bearing loans and borrowings are recognised initially at fair value, less attributable transaction costs.
Subsequent to initial recognition, interest bearing loans and borrowings are carried at amortised cost with any difference
between the carrying value and redemption value being recognised in the Income Statement over the period of the
barrowings on an EIR hasis.

The interest arising from interest bearing loans and borrowings is classified on a basis consistent with the classification
of the underlying debt, being that which supports the Group's operating activities.

(r} Subordinated liabilities and subordinated members’ accounts

Subordinated liabilities and subordinated members’ accounts are initially included in the Balance Sheet at the value of
proceeds received net of issue expenses. The total finance costs are charged to the income Statement over the
relevant term of the instrument using the effective interest rate. The carrying amount of the debt is increased by the
finance cost in respect of the reporting period and reduced by payments made in respect of the debt in the period.

(s) Leases

Leases, where a significant portion of the risks and rewards of ownership are retained by the lessor, are classified as
operating leases. Payments made as lessees under operating leases (net of any incentives received from the lessor)
are charged to the Income Statement on a straight-line basis over the period of the lease.

Lease income from operating leases is recognised in the Income Statement on a straight-line basis over the lease term.
Initial direct costs incurred in arranging an operating fease are added to the carrying amount of the leased asset and
recognised as an expense over the lease term on the same basis as the lease income.

There are no material finance leases affecting the group as either lessor or lessee.
(t) Pension costs and other post retirement benefits

The Group operates a number of defined benefit and defined contribution plans, the assets of which are held in
separate trustee-administered funds. The pension plans are funded by payments from employees and by the relevant
Group companies, determined by periodic actuarial calculations.

For defined benefit plans the liability recognised in the Balance Sheet is the present value of the defined benefit
obligation less the fair value of plan assets, together with adjustments for past service costs. Plan assets exclude any
insurance contracts or non-transferable financial instruments issued by the Group. The defined benefit obligation is
calculated annually by independent actuaries using the projected unit credit method whereby estimated future cash
outflows are discounted using interest rates of high quality corporate bonds denominated in the currency in which the
benefits will be paid of similar term as the pension liability.
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Accounting policies (continued)

Actuanal gains and losses are recognised in the Statement of Recognised Income and Expense in the period in which
they occur.

For defined contribution plans, the Group pays contributions to publicly or privately administered pension insurance
plans. The Group has no further payment obligations once the contributions have been paid. The contributions are
recognised in staff expenses when they are due.

{u) Deferred income reserve (DIR)

Front-end fees on financial instrument transactions (including bid-offer spread) are deferred as a liability and recognised
over the period services are provided. The DIR liability is amortised on a basis consistent with the associated DAC
asset. Refer to section (I} for the accounting policy on DAC.

{v) Insurance and investment contract liabilities
Participating ingsurance and investment contracts {(with profit contracts)

Liabilities arising from with profits contracts are measured on an FSA realistic basis. Under this approach the value of
liabilities is calculated as

» A with profits benefits reserve (WPBR); plus

=  Future policy related liabilities (FPRL); plus

*  The realistic current liabilities of the fund; less

*  Projected non-participating policyholder benefits included in the FSA calculation.

The WPBR is primarily based on the retrospective calculation of accumulated asset shares, adjusted for future expected
policyholder benefits and other outgoings. A market consistent stochastic valuation of the cost of options and
guarantees is included in the calculation of the FPRL.

Non-participating insurance contracts

In accordance with Group policy for overseas subsidiaries, the method used to determine the insurance contract
liabifities for the Canadian business (in the Group financial statements} is based on Canadian accounting and regufatory
valuation principles (CALM). The Canadian regulations set the value of policy liabilities equa! to the value of a set of
supporting assets just sufficient with reinvestment and disinvestments to meet all policy liabilities when due. Generally,
Canadian GAAP measures assets at cost or amortised cost, however, as the Group's policy Is to measure investment
secuyrities at FVTPL an adjustment is made to the CALM liabilities to reflect the impact of the measurement change in
the backing assets.

The insurance contract liabilities for conventional business are calculated using the gross premium method. In general
terms, a gross prermium valuation basis is one in which the premiums brought into account are the full amounts
receivable under the contract. The method includes explicit estimates of premiums, expected claims, costs of
maintaining contracts and future renewal expenses. Cash flows are discounted at the valuation rate of interest
prescribed by the FSA,

The PVFP recognised on non-participating contracts is treated as part of the liability under participating contracts and
presented separately on the face of the Balance Sheet. The PVFP is the estimated value of in force associated with
non-participating business written in the with profits fund. It is calculated by considering discounted future expected
cash flows arising from net business.

Non-participating investment contracts

Unit linked non-participating investment contracts are desighated as FVTPL as they are implicitly managed on a fair
value basis as their value is directly linked to the market value of the underlying pertfolio of assets. The fair value of a
unit linked Hability is equal to the value of the (funded) units allocated to the contracts. The unit value is based on the
bid value of the fund assets at the reporting date before expenses of selling or buying the underlying assets.

Liabilities for non-linked investment contracts are measured at amortised cost. Amortised cost is caiculated as the fair
value of premiums received at the date of initial recognition, less the net effect of principal payments such as transaction
costs and front-end fees, plus or minus the cumulative amortisation {using the EIR method) of any difference between
that initial amount and the maturity value, and less any write-down for surrender payments. At each reporting date, the
amortised cost liability is determined as the value of future best estimate cash flows discounted at the EIR.
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Accounting policies (continued)
Healthecare and general insurance

All healthcare and genera! insurance contracts are short-term contracts, generally of duration no longer than a year.
Claims outstanding comprise provisions representing the estimated ultimate cost of selling, including claims notified but
not settled by the Balance Sheet date (‘'outstanding ¢laims'), and claims incurred as a result of events up to the Balance
Sheet date not notified as at that date ('IBNR’ claims).

A provision is made at the Balance Sheet date for the total expected cost of settlement of all ctaims incurred in respect
of events up to that date, together with related claims handling expenses, less any amounts already paid. Unearned
premiums represent that proportion of premiums received on in force contracts that relate to unexpired risks at the
reporting date and are recognised as a liability.

Liability Adequacy Test

The Group applies a Liability Adequacy Test at each reporting date to ensure that the insurance liabilities are sufficient.
This test is performed by comparing the carrying value of the liability and the discounted projections of future cash flows
{including premiums, claims, expenses, investment return and other items), using best estimate assumptions.

If a deficiency is found in the liability (i.e. the carrying value amount of its insurance liabilities is less than the future
expected cash flows} that deficiency is provided in full. The deficiency is recognised in the Income Statement by setting
up a provision in the consolidated Balance Sheet.

(w) Unallocated divisible surplus (UDS})

The unallocated divisible surplus, which represents the excess of the assets held by the with profits fund over the
liabilities under in force contracts calculated in accordance with the requirements of FRS 27, and other liabilities of the
with profit fund is treated as part of the liability under participating contracts and presented separately on the face of the
Balance Sheet.

(x) Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are subject to
risks and returns that are different from those of other business segments. Segments have been separately identified
after consideration of the various regulatory reporting regimes, the nature of the products sold, distribution channels,
customer segments and management’s view of the relative risks and rewards associated with each segment.

A geographical segment is engaged in providing products or services within a particular economic environment that is
subject to risks and returns that are different from those of segments operating in other economic environments.

All inter-segment transactions are priced on an arm’s length basis under normal terms and conditions.

.
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1. Segmental analysis
(a) Primary reporting format - Business segments
The Group is managed and organised into four reportable business segments:

Life & Pensions: offers a broad range of pensions, protection, savings and investment products to individual and
corporate customers. Within these product classes are executive and group pension products, pooled pension funds
and income protection products.

Healthcare & General Insurance: primarily provides insurance cover to customers for medical expenses, accident and
sickness.

Investment Management: provides a range of investment products for individuals and institutional customers through a
number of different investment vehicles such as mutual funds, limited partnerships and investment trusts. Asset classes
offered via these vehicles include equities, bonds, cash and property. Segregated investment mandates are also
provided to large investors. Investment management services are provided to other business segments,

Banking: offers a range of retail mortgage and deposit products via on-line and teiephone operations.

On 1 January 2005 the Group established a shared service centre ('SSC') which is responsible for managing certain
payroll functions and providing amenity services, human resource and IT support to the Group. These costs are
allocated to the various business segments, the majority of which is included in the Life and Pension segment. hems
for which there is no reasonable basis to allocate are included within the unallocated line in the segment note.

All inter-segment transactions are priced on an arm's length basis under normal commercial terms and conditions.
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1. Segmental analysis (continued)
{i) Segmental Income Statement
Group
Life & Healthcare Investment Banking Elimination Total
12 months to 31 December 2005 Pensions & General Management
Insurance
2005 2005 2005 2005 2005 2005
£m £m £m £m £m £m
Revenue from external customers
Net eamed premium 3,308 208 - - - 3,516
Net investment return 13,761 1 5 610 - 14,377
Income arising from associates and joint ventures 92 5 2 - - 99
Other segment income 318 1 87 8 - 414
Total revenue from external customers 17,479 215 94 618 - 18,406
Inter-segment revenue 33 - 102 2 (137} -
Total segment revenue 17,512 215 186 620 {137) 18,406
Expenses
Segmental expenses 15,958 213 151 589 (129) 16,782
Finance costs 100 - 1 16 (8) 109
Total segment expenses 16,058 213 152 605 {(137) 16,891
Segment result 1,454 2 44 15 - 1,515
Tax expense 531
Transfer to unallocated divisible surplus 901
Increase in net assets attributable to minority interest 83
Other items included in the Income Statement are:
Impairment losses recognised 9 - - 1 - 10
Amortisation of intangible assets 3 - - 4 - 7
Depreciation of property and equipment 17 - - - - 17
(i) Segmental Balance Sheet
Group
Life & Healthcare Investment Banking Elimination Total
At 31 December 2005 Pensions & General Management
Insurance
2005 2005 2005 2005 2005 2005
£m £m £m £m £m £m
Assets
Segment assets 105,490 111 188 11,812 {116) 117,485
Investments in associates and joint ventures 2,470 117 21 - - 2,608
Total segment assets 107,860 228 209 11,812 (116) 120,093
Unallocated assets 167
Group assets 120,260
Minority interest 340 - - - - 340
Liabilities
Segment liabilities 106,894 234 216 11,820 (122) 119,042
Total segment liabilities and minority interest 107,234 234 216 11,820 {122} 119,382
Unallocated liabilities 878
Group liabilities and minority interest 120,260
Capital expenditure incurred during the year on:
Intangible assets 20 - - 4 - 24
Property and equipment 84 - - - - 84
Deferred acquisition costs 42 27 1 - - 70
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1. Segmental analysis (continued)
(iii) Segmental Income Statement
Group
Life & Healthcare Investment Banking Elimination Total
13.5 months to 31 December 2004 Pensions & General Management
{nsurance
2004 2004 2004 2004 2004 2004
£m £m £m £m £m £m
Revenue from external customers
Net earned premium 3,999 256 - - - 4,255
Net investment return 9,313 10 3 566 - 9,892
Income arising from associates and joint ventures 81 3 2 - - 86
Other segment income 268 1 67 8 - 344
Total revenue from external customers 13,661 270 T2 574 - 14,577
Inter-segment revenue 91 - 97 2 (190) -
Total segment revenue 13,752 270 169 576 {(190) 14,577
Expenses
Segmental expenses 13,298 281 147 574 (174) 14,126
Finance costs 80 - 1 15 {16} 80
Total segment expenses 13,378 281 148 589 (190} 14,206
Segment result 374 {11) 21 (13) - 371
Tax expense 353
Transfer from unallocated divisible surplus (15}
Increase in net assets attributable to minority interest 33
Other items included in the Income Statement are:
Impairment losses recognised 62 - - - - 62
Amortisation of intangible assets 1 - - 5 - 8
Depreciation of property and equipment 33 1 1 - - 35
(iv) Segmental Balance Sheet
Group
Life & Healthcare Investment Banking Elimination Total
At 31 December 2004 Pensions & General Management
Insurance
2004 2004 2004 2004 2004 2004
£m £m £m £m £m £m
Assets
Segment assets 88,765 192 142 11,303 (330) 100,072
lnvestments in associates and joint ventures 1,813 58 20 - - 1,891
Total segment assets 90,578 250 162 11,303 {330) 101,963
Unallocated assets 51
Group assets . 102,014
Minority interest 250 - - - - 250
Liabilities
Segment liabilities 89,838 255 169 11,310 (336) 101,236
Total segment liabilities and minority interest 90,088 255 169 11,310 (336) 101,486
Unallocated liabilities 528
Group liabilities and minority interest 102,014
Capital expenditure incurred during the year on:
Intangible assets 14 - - 3 - 17
Property and equipment 172 1 - - - 1753
Deferred acquisition costs 641 44 1 - - 886
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1. Segmental analysis {(continued)

{b) Secondary reporting format — Geographical segments

The geographical segments are the United Kingdom, Canada and International operations, which includes all other

geographic regions.

Revenues are allocated based on the country in which the contracts are issued, or products are sold. Total assets
and capital expenditure are allocated based on where the assets are located. There are no significant differences
between the geographical locations of assets, operations and the associated external revenues.

Segment revenue from
external customers

Segment assets

Capital expenditure on
intangible assets,

property and equipment and
deferred acquisition costs

£m £m £m
At 31 December 2005
United Kingdom 14,310 100,362 160
Canada 2,192 14,261 9
International 1,904 5,470 2
Unailocated items - 167 7
Total 18,406 120,260 178
At 31 December 2004
United Kingdom 11,261 86,528 544
Canada 1,876 11,626 67
Internaticnal 1,340 3,809 265
Unallocated items - 51 -
Total 14 577 102,014 876
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2. Net investment return

Group
12 menths to 13.5 months to
31 December 31 December

2005 2004
£m £m
{a) Financial instruments other than those at fair value through profit or loss
Interest income
Cash and cash equivalents 126 173
Loans and receivables 710 881
Held to maturity debt securities 9 1"
Other 1 -
846 875
Impairment losses (recognised)/reversed (1) 2
845 877
{b) Losses on foreign exchange (6) {26}
{c) Financial instruments at fair value through profit and loss
Net unrealised gains/{losses)
Equity securities 4,109 840
Debt securities 597 719
Derivative financial instruments (45) 217
Other - (10)
4,661 1,766
Net realised gains/{losses)
Equity securities 4,756 4,071
Debt securities 2,643 2,194
Derivative financial instruments {307) (376)
Other 7 (5}
7,009 5,884
(d) Investment property
Rental income 587 600
Net unrealised gains 991 674
Net realisgd gains 200 117
1,778 1,391
Total net investment return 14,377 9,892

Included within interest income is £1m (2004 : £1m) in respect of interest income accrued on impaired financial assets.

Included in net realised gains/(losses) on financial instruments at fair value through profit or loss are dividends on equity
securities of £1,121m (2004 : £620m) and interest income on debt securities of £2,021m (2004 : £1,985m).

The Group holds certain derivatives to economically hedge part of its investment portfolio. The gains/{losses}) of these
derivatives have been included in the unrealised and realised gains/{losses) of the respective underlying assets.

3. Fee and commission income

Group
12 months to  13.5 months to
31 December 31 December

2005 2004

£m £m

Fund management fee income on investment contracts at fair value 248 214
Fse income from third party funds under management 88 57
Reinsurance commission income 2 2
Other fee and commission income 22 23
Total fee and commission income 360 296
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4. Other administration expenses
Group

Notes 12 months to 13.5 months to
31 December 31 December
2005 2004
£m £m
Caommission expenses 410 632
interest expanse on customer accounts related to banking activities and deposits by banks 205 242
Interest expense on debt securities issued and mortgage backed fipating notes 324 260
Other interest expense 17 19
Staff costs and other employee related costs 5 545 624
Operating lease rentals 2 3
Other corporate expenses 29 8
Auditor’'s remuneration 3] 17 5
Other administration expenses 490 491
Depreciation of property and equipment 13 17 35
Impairment losses on property and equipment 13 9 18
Reversal of impairment on property and equipment 13 (8) -
Amortisation of intangible assets 8 7 5
2,064 2,343
Acquisition costs deferred during the year 9 (70) (686)
Amortisation of deferred acquisition costs 9 72 333
Impairment losses on deferred acquisition costs g - 44
Other* - 239
Total other administration expenses 2,066 2,273

* Effective 31 December 2004 the Group domesticated a substantial portion of the Canadian business (Note 42). The
impact of this was to reduce the deferred acquisition balance in Canada by £239m.

5. Staff costs and other employee related costs

Group

Notes 12 months to 13.5 months to

31 December

31 December

2005 2004
£m £m

The aggregate remuneration payable in respect of employees was:
Wages and salaries 440 492
Social security costs 39 47

Other pension costs:
Defined benefit scheme 26 63 82
Defined contribution scheme 26 3 3
Total staff costs and other employee related costs 4 5§45 624
Group

12 months to  13.5 months to

31 December

31 December

2005 2004
The average number of staff employed by the Group during the year was:
United Kingdom 8,324 10,032
Canada 2,352 2,265
International 644 932
Total average number of staff employed 11,320 13,229
Life and pensions 9,166 10,856
Healthcare and general insurance 671 776
investment management 688 698
Banking 795 899
Total average number of staff employed 11,320 13,229
The information required to be disclosed under the Companies Act 1985 in respect of directors’ remuneration Is
provided in the Report of the Remuneration Committee on pages 13 to 20.
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6. Auditor’s remuneration

Group
Notes 12 months to 13.5 months to
31 Dacember 31 December

2005 2004
£m £m

Audit services
Statutory audit 37 14
Audit related regulatory reporting 04 0.9
Other assurance services 10.8 18
Tax advisory services 2.2 1.3
Total auditor's remuneration 4 171 5.4

The auditors' remuneration in respect of statutory audit services for the Cormpany was £2.1m (2004 : £0.6m).

Fees in respect of non-audit services performed in the UK were £12.5m (2004 : £3.0m), including £7.9m (2004 : £1.8m)
in respect of the Strategic Review, preparation for the proposed demutualisation and the adoption of IFRS,

7. Tax expense
(a) Current year tax expense
Group
12 months to  13.5 months to
31 December 31 December
2005 2004
£m £m
Current tax:
United Kingdom 373 237
Canada and international 54 28
Adjustment to tax expense in respect of prior years {1 -
Total current tax 426 265
Deferred tax:
Deferred tax expenses arsing from the current period 105 88
Total deferred tax 105 88
53 353

Total tax expense

Unrecognised tax losses of previous years were used to reduce current and deferred tax expenses by £18m and £84m
respectively {2004 : £29m).

{b) Tax expense taken to unallocated divisible surplus

Group

12 months to
31 December

13.5 months to
31 December

2005 2004
£m Em
Deferred tax* - {76)
Aggregate tax effect of items credited directly to unallocated divisible surplus - {76)
* Includes the tax effect of adopting FRS 27 (refer Note 23}).
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7. Tax expense (continued)

{c) Reconciliation of tax expense

Group

12 months to
31 December

13.5 months to
31 December

2005 2004
£m £m
Result before tax 1,515 371
Tax at 30% 455 111
Permanent differences {72) (36)
Different tax rates {13} 12]
Different tax base of mutual life assurance 270 203
Adjustment to tax expense in respect of prior years N -
Recogpnition of previously unrecognised tax credit {102) (29)
Deferred tax not recognised (8) 94
Other - 17
Total tax expense for the year 531 353
8. Intangible assets
Group Company
Notes . 2005 2004 2005 2004
£m £m £m £m
Beginning of period
Cost 51 34 23 10
Accumulated amortisation and impairment (24) (18) (3) (2)
Opening net book amount 27 16 20 8
Additions 24 17 20 13
Amortisation charge 4 ) (6) {4) {1)
Closing net book amount 44 27 36 20
At 31 December
Cost 75 51 43 23
Accumulated amortisation and impairment (31) (24) (7) (3)
Clesing net book amount 44 27 36 20
Intangible assets relate to capitalised software development costs.
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9. Deferred acquisition costs

Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Beginning of period
Cost 636 3,180 506 3,037
Accumulated amortisation and impairment (367) {1,160} (296) {1,083)
Opening net book amount 269 2,000 210 1,944
Exchange differences 6 (13) - 11
Costs deferred 4 70 686 3 634
{mpairment charge 4 - (44) - (44)
Amortisation charge 4 (72} (333) (29) (286)
Cther* 17 {239) - (239)
FRS 27 adjustment 41 - (1,788) - {1,788
Closing net book amount 290 269 212 210
At 31 December
Cost 692 636 537 508
Accumulated amortisation and impairment {402) (367) {325) (296)
Closing net book amount 290 269 212 210

Included in deferred acquisition costs above are costs deferred on investment contracts (known as deferred origination

costs) amounting to £278m (2004 : £251m).

* Effective 31 December 2004 the Group domesticated a substantial portion of the Canadian business (Note 42).
Following domestication the insurance liabilities were valued (in accordance with Group accounting policies) in
accordance with CALM. An explicit deferred acquisition cost is not recognised under the CALM valuation basis. The
impact of this was to reduce the deferred acquisition balance in Canada by £239m.
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10. Investments in subsidiaries

Company

2005 2004

£m £m

Beginning of period 6,770 6,971
Fair value gains 2,135 637
Acquisition of controlling interest 17,994 1,189
Cessation of controlling interest or disposal of interest held (1,574) {2,732)
Impairment logses recognised - (27)
Other (11 722
At 31 December 25,314 6,770

Subsidiaries held at fair value amounted to £24,028m (2004 : £5,555m}, those at cost amounted to £1,286m (2004 :
£1,215m).

During 2005 the Company made changes to its investment mix that resulted in the transfer of £15,058m holdings in
bonds and property to unit trusts. These unit trusts are accounted for as subsidiaries of the Company and included
within 'acquisition of controlling interest’ above. The remaining additions relate to further investment into subsidiaries.
The ‘cessation of controlling interest or disposal of interest held' refates primarily to disinvestment in subsidiaries.

In 2004 £722m of 'Other' related to the Canadian domestication (Note 42). The Company's investment in the Spanish
subsidiary Prosperity was impaired by £27m in 2004 and subsequently disposed of in 2005,

The following are details of the Company’s principal subsidiaries which are unlisted entities except where indicated:

Name of subsidiary Country of % of interest held Nature of business

ingorporation or

registrationi
The Standard Life Assurance Company of Canada Canada 100 Life assurance
Standard Life Healthcare Limited England 100 General insurance
Standard Life Investments Limited Scotland 100  Investment management
Standard Life Bank Limited Scotland 100 Banking
Standard Life investment Funds Lirited Scotland 100 Life assurance
Standard Life Lifetime Mortgages Limited Scotland 100 Mortgage finance
Standard Life Pension Funds Limited Scotland 100 Life assurance
Standard Life Savings Limited Scotland 100 Investment management
Standard Life European Private Equity Trust PLC* ** Scottand 51 Investment trust
Standard Life (Asia) Limited Hong Kong 100 Life assurance
SL Finance PLC England 100 Finance company
SL MACS PLC England 100 Finance company
SL MACS (No. 2} PLC England 100 Finance company
Standard Life Employee Services Limited Scottand 100 Employee services

* Indicates listed entity.

** Indicates the entity has a different reporting date to the Group but has been consoclidated consistently at 31
December.

In certain instances, the Group sponsors the formation of special purpose entities primarily for the purpose of
securitisation of assets and for raising finance. The Group consolidates special purpose entities when the substance of
the relationship is that it controls or has the power to control the entity. In assessing and determining if the Group
controls such special purpose entities, judgement is made about the Group's exposure to the risks, benefits and the
ability to control the operating and financial decisions of the entity.
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11. Investments in associates and joint ventures

Group Company

2005 2004 2005 2004

£m £m £m £m

Beginning of period 1,891 1,832 1,606 1,334
Income arising from associates and joint ventures 93 86 67 71
Net increase in investment vehicle holdings 648 61 294 329
Additions 48 - 40 -
Disposals - (54) - (54)
Dividends received (30) (63) (72) {48)
Other 12 29 2 {26)
At 31 Decetmber 2,608 1,881 1,937 1,606

Income arising from associates and joint ventures includes £90m (2004 : £69m) arising from associates accounted for
at fair value through profit and loss in accordance with IAS 39.

Net increase in investment vehicle holdings relate to the purchase and sales of units in the Global Liguidity Funds.
The majority of additions and disposals relate to the purchase and sale of non-principal associates and joint ventures,

(a) Investments in associates

The following are particulars of the Group’s share of principal associates, all of which are held at fair value:

Name of associates Country of % Year- Nature Assets Liabilities Revenues Profit /
incorporation interest end of {Loss)
or registration held business

At 31 December 2005 £m £m £m £m

Standard Life Investments

{Global Liquidity Funds) PLC Ireland 44.0% 15 Nov* QEIC 2,475 59 92 a0

At 31 December 2004
Standard Life Investments
{Global Liquidity Funds) PLC Ireland 42.0% 15 Nov* QEIC 1801 38 71 69

* Indicates the entity has a different reporting date to the Group but has been accounted for consistently at 31
December.

The Group also owns certain investments where its holding exceeds 20% of the capital of the investees without being
able to exercise significant influence over their financial and operating policies. Certain investments held by mutual
funds, unit trusts and unit linked insurance funds are therefore not treated as associates and recorded within
Investment Securities. Their operations are not significant in relation to the financial statements of the Group.
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11. Investments in associates and joint ventures {continued)

{b) Investments in joint ventures

The following are particulars of the Group’s principal joint ventures, all of which are unlisted:

Name of joint ventures Country of %  Current Leng Current Long Income Expenses
incorporation interest  assets term liabilities term
or registration held assets liabilities
At 31 December 2005 £m £m £m £m £m £m
Castan Wateriront
Development Inc.* Canada 50.0% - 3 1 - 2 4
First Real Properties* Canada 49.0% 5 48 7 14 15 5
HDFC Asset Management
Company Limited* ** India 49.9% 3 20 3 - 4] 4
HBFC Standard Life
Insurance Company Limited**  India 14.8% 2 37 2 31 - 2
Heng An Standard Life
insurance Company Limited China 50.0% - 65 1 18 9 10
Name of joint ventures Country of % Current Long Current Long Income Expenses
incorporation interest  assets term [labilities term
or registration held assets liabilities
At 31 December 2004 £m £m £m £m £m £m
Castan Waterfront
Development inc.* Canada 50.0% - 28 - - - -
First Real Properties* Canada 49.0% 7 34 5 14 6 6
HDFC Asset Management
Company Limited* ** india 49.9% 3 20 3 - 7 5
HDFC Standard Life :
Insurance Company Limited**  India 18.6% 3 24 2 21 - -
Heng An Standard Life
China 50.0% 1 50 - 8 9 8

Insurance Company Limited

* Owned by a subsidiary of the Company.

** The Company also has a 9.4% (2004 : 14.3%) interest in Housing Development Finance Corporation Limited ("HDFC
Limited”). HDFC Limited owns 79.4% (2004 : 74.8%) and 50.1% (2004 : 50.1%) of HDFC Standard Life Insurance
Company Limited and HDFC Asset Management Company Limited respectively. This gives the Group an effective
interest in these entities of 22.2% (2004 : 25.5%) and 54.6% (2004 ; 57.1%) respectively. The Company does not

exercise significant influence over either of these joint ventures.
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12. Investment property

Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Beginning of period 8,779 7,094 6,005 5,248
Additions resulting from acguisitions 418 1,468 127 762
Additions resulting from subsequent expenditure 147 65 32 50
Transfers (to)from property and equipment 13 209 (14) 188 -
Foreign exchange adjustment 54 (11) 14 {27}
Net unrealised gains/{losses) 953 680 (878) 608
Disposals (622) (517) {1,069) (642)
Other {29} 14 {34) 6
At 31 December 9,907 8,779 4,385 6,005
The fair value of investment properties can be analysed as:
Freehald 7,857 7,109 3,536 4,521
Long leasehold 1,976 1,608 780 1,426
Short leasehold 74 62 69 58
Fair value investment property 9,907 8,779 4,385 6,005

investment property is stated at fair value. The properties in the UK, a sample of Canadian properties and certain
properties in other regions were independently valued in accordance with the Royal Institution of Chartered Surveyors’
guidelines on the basis of determining the open market vaiue of such properties. All properties are revalued up to three
months prior to the Balance Sheet date being 31 December.

The rental income arising from investment properties during the year amounted to £587m (2004 : £6800m), which is
included in net investment return. Direct operating expenses {included within other administration expenses) arising in
respect of such properties during the year amounted to £125m (2004 : £124m).
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13. Property and equipment

Group Company
Notes Land and  Equipment Total Land and Equipment Total
buildings buildings
£m £m £m £m £m £m

Cost
At 16 November 2003 481 228 709 406 219 625
Additions 157 16 173 142 15 157
Disposals - {52) {52} - (s1) (51)
Transfers from investment property 12 14 - 14 - - -
Revaluations 23 16 - 16 16 - 16
Impairment losses recognised* 4 {18) - (18) (11) - {11)
Foreign exchange adjustment (1) {2) (3) (1) (3) (4)
Transfer to Group subsidiary - - - (4) (40} {44}
Other 18 - 18 - - -
At 31 December 2004 667 180 857 548 140 688
Additions 75 9 84 42 1 43
Dispesals (11) {7 {18) (11) (129) {140}
Transfers to investment property 12 {209) - {209) (188) - (188}
Revaluations 23 11 - 11 7 - 7
Disposal of a subsidiary ) - (3] {2) - - -
Impairment losses recognised” 4 {1} - {1 {5} B (5)
Foreign exchange adjustment 2 & 8 - - -
Other 33 - 33 17 - 17
At 31 December 2005 567 196 763 410 12 422
Accumulated depreciation
At 16 November 2003 - {175) {175) - (172) (172)
Depreciation charge for the year 4 - (35) (35) - (33) {33)
Disposals - 51 51 - 51 51
Foreign exchange adjustment - 1 1 - 2 2
Transfer to Group subsidiary - - - - 37 37
At 31 December 2004 - {158) {158) - (115) (115)
Depreciation charge for the year 4 - {17} (17) - (2} (2)
Disposals - 7 7 - 110 110
Acquisition of a subsidiary 1 1 - : - -
Foreign exchange adjustment - {6) {6) - - -
At 31 December 2005 - {173) (173} - {7) {7)
Carrying amount
At 31 December 2004 667 32 699 548 25 573
At 31 December 2005 567 23 590 410 5 415

* Impairment losses recognised in the Income Statement were £1m (2004 : £18m). This arose due to reductions in the
market value of a number of properties offset by the reversal of impairments on properties in the prior year.

Where the expected residual value of owner-occupied property is in line with the current fair value, no depreciation is
charged.

Equipment primarily consists of computer equipment.

Land and Buildings consists of property occupied by the Group and property under development. The value of property
under development at 31 December 2005 was £286m (£2004 : £394m).

The properties in the UK, a sample of Canadian properties and certain properties in other regions were independently
valued in accordance with the Royal Institution of Chartered Surveyors’ guidelines on the basis of determining the open
market value of such properties. All properties are revalued up to three months prior to the Batance Sheet date being 31
December.

If the owner-occupied properties were measured using the cost model, the carrying values for Group and Company
would be £284m (2004 : £287m) and £204m (2004 : £209m) respectively.
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14. Tax assets and liabilities
Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Current tax recoverable 18 12 8 2 2
Deferred tax assets 75 43 59 15
Total tax assets 87 51 61 17
Current tax liabilities 240 100 147 62
Deferred tax liabilities 559 428 399 381
Total tax liabilities 799 528 546 443
(a) Recognised deferred tax
Group Company
2005 2004 2005 2004
£m £m £m £m
Deferred tax assets comprises:
Actuarial liabilities 281 195 81 25
Losses carried forward 98 49 BS 29
Realised losses on investments - 10 - 2
Depreciable assets 22 21 8 11
Employee benefils 38 18 14 18
Tax acquisition expenses 93 06 48 61
Other 23 25 10 7
Gross deferred tax assets 555 414 246 153
Less: offset against deferred tax liabilities {480) {371) (187} (138)
Net deferred tax assets 75 43 59 15
Deferred tax liabilities comprises:
Actuarial liabilities - 63 - 63
Unrealised gains on investments 896 620 549 434
Detferred gains on realisation 90 47 16 -
Deferred acquisition costs 32 28 16 15
Other 21 41 5 7
Gross deferred tax liability 1,039 799 586 519
Less: offset against deferred tax assels {480) {371) {187} {138}
Net defarred tax liabilities 559 428 399 381
Movements in net deferred tax assets/{liabilities) comprise:
Beginning of period {(385) (3€5) (366) {364)
Transfer to Canadian subsidiary - - - 12
Amounts (charged)/credited to net results {105) (88) 25 {57)
Amounts {charged)/credited to unallecated divisible surplus - 78 {3) 50
Exchange differences & {8) 4 (7)
At 31 December {484} {385) (340) {366)

A deferred tax asset of £98m for the Group (2004 : £49m} and £85m for the Company (2004 : £28m) has been
recognised in respect of the amount of losses of the German and Austrian branches and Canadian subsidiaries.
Deferred tax assets are recognised in respect of tax losses carried forward to the extent that is probable that the losses
will be capable of being offset against taxable profits in future periods. The value aftributed fo them takes info account
the certainty or otherwise of their recoverability. Their recoverability is measured against anticipated taxable profits.
The losses in Canada will expire between 2006 and 2015. The remaining losses do not have an expiry date. Current
tax is expected to be settled/recovered within 12 months.

{b) Unrecognised deferred tax

Due to uncertainty regarding recoverability, deferred tax assets have not been recognised in respect of cumulative
losses carried forward of £188m (2004 : £338m) for the Group and £167m (2004 : £318m) for the Company. These are
losses of the Irish, German and Austrian branches of the Company, and in respect of the QOverseas Life Assurance
Business of the Company in the United Kingdom.
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15. Loans and receivables
Group Company
2005 2004 2005 2004
£m £m £fm £m
Loans and receivables comprise:
Loans secured by mortgages 12,31 11,831 540 634
Loans secured on policies 129 134 120 128
Other 67 207 51 176
Gross loans and receivables 12,497 12,172 ™" 938
Less: Allowance for impairment losses (1) (1) - -
Net loans and receivables* 12,496 12,171 LAN 938

* Group loans and receivables with variable interest rates and fixed interest rates are £7,637m and £4,852m respectively
(2004 : £8,550m and £3,621m respectively). Company loans and receivables with variable interest rates and fixed
interest rates are £606m and £105m respectively (2004 : £715m and £222m respectively).

Included in loans secured by mortgages are mortgages subject to securitisations of £4,968m (2004 : £3,945m).

The allowance for impairment losses on loans and receivables as at 31 December 2005 is unchanged from 2004 at £1m
for Group and £nil for Company.

The amount of loans and receivables expected to be settled/recovered greater than twelve months is £11,617m {2004 :
£10,779) and for the Company is £650m (2004 : £753m).
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16. Derivative financial instruments

The Group's insurance business uses derivative financial instruments in order to match contractual iiabiiities, to reduce
the risk from potential movements in foreign exchange rates, equity indices, property indices and interest rates, or to
achieve efficient portfolio management.

The Group's banking business uses derivative financial instruments in order to match or reduce the risk from potential
movements in foreign exchange rates, equity indices and interest rates inherent in the banking book or to reduce credit
risk.

The contract amount is the notional principal. Amounts included in the Balance Sheet are the fair value assets and
liabilities.

Additional disclosures are provided in the risk management note (Note 31).

Group

2005 2004
Contract Fair value  Fair value Contract Fair value Fair value
amount assets liabilities amount assets liabilities
£m £m £m £m £m £m
Cash flow hedges 1,368 10 5 - - -
Fair value hedges 4,357 24 98 - - -
Held for trading 19,401 213 138 14,597 230 358
Total derivative financial instruments 25,126 247 241 14,597 230 358

From 1 January 2005, the Group designated certain derivative financial instruments as cash flow hedges and fair value
hedges.

Company
2005 2004
Contract Fair value  Fair value Confract Fair value Fair value
amount assets liabilities amount assets liabilities
£m £m £m £m £m £m
Total derivative financial instruments 13,135 158 120 8,457 196 136

With respect to the Company, all derivative financial instruments are classified as held for trading.
{a) Cash flow hedges

The Group designates as cash flow hedges those currency forwards and currency swaps used to reduce the exposure
to variability in cash flows arising from the foreign exchange risk associated with foreign currency borrowings.

Cash flows in respect of these transactions are expected to occur at various dates between the Balance Sheet date and
October 2008,

The Group also designates as cash flow hedges those interest rate swaps used to reduce the exposure to variability in
cash flows arising from the interest rate risk associated with floating rate borrowings.

Cash flows in respect of these transactions are expected to oceur at various dates between the Balance Sheet date and
July 2010.

Group Company
2005 2005
Contract Fair value Fair value Contract Fair value Fair value
amount assets liabilities amount assets liabilities
£m £m £m £m £m £m
Foreign exchange derivatives:
Forwards 918 10 1 - - -
Interest rate derivatives:
Interest rate swaps 450 - 4 - - -
Total cash flow hedges 1,368 10 5 - - -
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16.  Derivative financial instruments (continued)
{b) Fair value hedges

The Group designates as portfolio fair value hedges those interest rate swaps used to hedge changes in the fair value
of the Group's fixed rate mortgage book arising from interest rate risk.

The Group also designates as fair value hedges those currency swaps used to hedge changes in the fair value of
foreign currency borrowings arising from exchange rate risk.

Group Company
2005 2005
Contract Fair value Fair value Contract Fair value Fair value
amount assots liabilities amount assets liabilities
£m £m £m £m £m £m
Foreign exchange derivatives:
Cross currency swaps 2,079 21 83 - - -
Interest rate derivatives:
Interest rate swaps 2,278 3 15 - - -
Total fair value hedges 4,357 24 98 - - -

At 31 December 2005, the fixed interest rates vary from 3.85% to 6.69%.

(c) Held for trading

Derivative financial instruments that are not accounted for as effective hedging instruments are classified as held for
trading.

Held for trading includes derivative financial instruments that the Group holds as economic hedges of financial
instruments that are measured at fair value. HMeld for trading also includes derivative financial instruments that the
Group holds to match contractual liabilities that are measured at fair value or to achieve efficient portfolio management
in respect of instruments measured at fair value.

Group
2005 2004
Contract Fair value Fair value Contract Fair value Fair value
amount assets liabilities amount assels liabilities
£m £m £m £m £m £m
Equity derivatives:
Equity swaps 4 - - 4 - 1
Futures 2,796 5 35 1,395 5 22
Options 1,800 54 4 1.606 61 -
Interest rate derivatives:
Interest rate swaps 7,982 41 28 347 8 15
Forward rate agreements 60 - - 60 - -
Futures 1,202 8 3 401 2 2
Options 541 35 - 555 28 -
Foreign exchange derivatives:
Cross currency swaps 533 54 1 2,721 80 208
Forwards 4,025 16 53 3,895 46 101
Futures 28 - - - - - -
Opticns 247 - - 255 - -
Other derivatives:
Property index swaps 126 - 12 117 - 4
Property index forwards 48 - 2 117 - 5
Credit default swaps 8 - - - -
Total derivative financial
instruments held for trading 19,401 213 138 14,597 230 358
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16. Derivative financial instruments (continued)
Company
2005 2004
Contract Fair value  Fair value Contract Fair value Fair value
amount assets liabilities amount assets liabilities
£m £m £m £m £m £m
Equity derivatives:
Futures 2,705 .4 35 1,370 1 22
Options 1,559 8 - 1,489 43 -
Interest rate derivatives:
Interest rate swaps 4,016 3 24 614 8 5
Futures 1,202 8 - 378 2 2
Options 541 35 - 555 28 -
Foreign exchange derivatives:
Cross currency swaps 517 54 - 534 79 -
Forwards 2,164 15 47 3,028 35 99
Options 247 - - 255 - -
Other derivatives:
Property index swaps 126 - 12 117 - 3
Property index forwards 49 - 2 117 - 5
Credit default swaps 8 - - - - -
Total derivative financial
instruments held for trading 13,135 158 120 8,457 196 136

The amount of derivative fair value assets expected to be settled/recovered greater than
(2004 : £131m) and for the Company £128m (2004 : £112m),

The amount of derivative fair value liabilities expected to be settled/recovered greater than
{2004 : £255m) and for the Company £44m {2004 : £50m).

twelve months is £201m

twelve months is £145m

17. Investment securities
Group Company
2005 2004 2005 2004
£m £m £m £m
Equity securities and interests in pooled investment funds:
Listed 42747 34,754 28,345 24,876
Uniisted 854 74G 6,721 5,362
Equity securities and interests in pooled investment funds 43,601 35,494 35,067 30,238
Debt securities al fair value through profit and loss:
Listed 37,366 32,596 21,555 30,472
Unlisted 6,386 4,834 434 364
Held te maturity debt securities:
Listed 78 132 - -
Debt securities 43,830 37,562 21,989 30,836
Total investment securities 87,431 73,056 57,056 61,074

Included in the equity securities and interests in pooled investment funds of the Company are amounts relating to

investment contracts with Standard Life Investment Funds, which is a subsidiary of the Group.

The amount of debt securities expected to be settled greater than twelve months is £41,918m (2004 : £35,360m) and

for the Company £21,211m (2004 : £29,446m).
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18. Other debtors

Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Insurance business:
Ampounts receivable on direct insurance business 108 120 28 35
Amounts receivable on reinsurance contracts 4 5 4 1
112 125 32 36
Investment securities:
Qutstanding sales of investment securities 111 177 51 121
111 177 51 121
Other:
Current tax recoverable 14 12 8 2 2
Due from related parties - - 41 S0
Prepayments 24 15 - -
Accrued income 710 677 411 561
Other 373 390 170 229
1,119 1,090 624 882
Total other debtors 1,342 1,392 707 1,039

The carrying amounts disclosed above reasonably approximate the fair values as at the year-end.

The amount of other debtors expected to be received greater than twelve months is £12m (2004 : £11m) and for the

Company is £11m (2004 : £11m).

19. Cash and cash equivalents
Group Company
2005 2004 2005 2004
£m £m £m £m
Cash at bank and in hand 320 177 147 26
Balfance with central bank 7 7 - -
Money at call and short notice 742 691 24 54
Demand and term deposits with original maturity of <3 months 1,808 1,068 1,470 959
Debt investments with original maturity of <3 months 1,574 897 788 176
Total cash and cash equivalents 4,451 2,840 2,429 1,215
Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Cash and cash equivalents 4,451 2,840 2,429 1,215
Bank overdrafts 24 {105) {144) (68) (124}
Total cash and cash equivalents for cash flow 4,346 2,696 2,361 1,091

Balances with the central bank includes mandatory reserve deposits of £7m {2004 : £7m) which are not available for

use in the Group's day-to-day operations.

Cash in hand and balances with the central bank and mandatory reserve deposits are non-interest bearing. Money at
call and short notice and deposits are subject to variable interest rates.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods

insurance and investment contract liabilities include unitised, non unitised, conventionat and annuity business. Unitised
contracts are those where the contractual benefits are determined with reference to units allocated to the contract; non-
unitised contracts consist primarily of bonds where the benefits are linked to chosen indices although no units are
allocated; annuity contracts are those where regular payments are made depending on the survival of live(s) or for a
certain period of time and all other contracts are classed as conventional business.

The following sections give details of these main classes of business:
1. (a) UK Insurance and investment contract liabilities - terms

This section describes the terms of the Life and Pensions business in the UK. It also gives details on significant options
and guarantees that have the potential to increase the benefits paid to policyholders. Under some options and
guarantees the benefits paid depend on the behaviour of financial variables such as interest rates and equity returns.
The significant options and guarantees that are not valued at fair value are disclosed below.

Unitised pensions business

This class of business comprises single or regular premium contracts under which a percentage of the premium is used
to allocate units in one or more internal linked funds, or on a participating basis. Most of this business is classified as
investrent contracts although there are some contracts that are classified as insurance, for example those with
guaranteed minimum pensions. The major unitised pension products include Individual and Group Personal Pension
business, Executive Pensions, Stakeholder, and Self Invested Personal Pensions.

Provision for additiona! death benefits may be provided by canceilation of units or through supplementary term
assurance contracts,

The Company recovers costs out of policies invested in internal linked funds by a fund management charge. Under
Stakeholder contracts, this fund management charge has a maximum limit.

The most significant options and guarantees under these contracts are the following:

. participating contracts where, subject to specified conditions, it is guaranteed either that the unit price will rise
at an annual rate of at least 4% a year or that the unit price will not fall, and, that there will be no unit price
adjustment {UPA) at specified retirement dates or death;

. certain participating Trustee Investment Plan policies where, subject to specified conditions and limits, it is
guaranteed that there will be no UPA when units are encashed;

. single premium pension policies where a minimum pension is guaranteed. Under these contracts a minimum
investment in the participating fund is stipulated at inception with any excess over this minimum being avaitable
for investment in internal finked funds. The total investment is available to meet the guaranteed pension,

At 31 December 2005 the value of those single premium pension policies with a8 guaranteed minimum pension is
£662m, where £83m relates to non-participating policies and £579m relates to participating policies. This represents
about 1.5% of the total UK pension business. These pensions are valued on the regulatory basis if non-participating
and on the realistic basis if participating.

If the market moves in line with the adverse scenario |l as shown in the Sensitivity Analysis, Note 22 (market value of
equities -13%, change in property values -12.5%, change in vields on 15 year gilt fixed interest bonds of -17.5%) then
the impact on the unallocated divisible sumplus from these contracts and the corresponding assets is -£14m ie. a
reduction in surplus.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets - terms, assumptions and methods {continued)

Conventional pensions business

Conventional pension business comprises contracts where a minimum level of benefit is set at outset and applies at the
date(s} specified in the policy, for exampte Pure Endowment contracts. Regular bonuses may be added to this initial
minimum over the term of the policy and in addition, a final bonus may be paid. These contacts are classified as
insurance contracts.

Guaranteed annuity options providing for payment of a minimum annuity, in lieu of a cash sum, are available under pure
endowment contracts. Under some of these contracts the guarantee applies only at the maturity date.

Under other contracts, the option also applies for a specified period proceeding the maturity date in which case, the sum
assured and bonuses are reduced by specified factors and different guaranteed annuity rates apply.

Unitised life business

Unitised life business comprises single or regutar premium endowment and whole life contracts under which a
percentage of the premium is used to allocate units in one or more internal linked funds or on a participating basis.
Some of this business is classified as insurance contracts, for example Homeplan and With Profits Bonds. Others are
classified as investment contracts, for example Capital Investment Bonds.

The most significant options and guarantees under these contracts are the following:

. participating contracts where, subject to specified conditions, it is guaranteed on death and maturity either that
the unit price will rise at an annual rate of at least 3% a year or that the unit price wilt not fall, and, that there will
be no unit price adjustment (UPA) at maturity;

. for participating bonds it is guaranteed that no UPA will apply on regular withdrawals up to certain specified
limits.

The death benefit under regular premiurm contracts is the greater of the bid value of units allocated and sum assured
under the contract. Some contracts also contain critical illness cover providing for payment of a critical illness sum
assured on diagnosis of certain defined serious illnesses. Under single premium contracts, the death benefit equals
101% or 100.1% of the bid value of units depending on the type of contract and when it is taken out.

Under contracts effected in connection with house purchase the death benefit is guaranteed. Under other contracts, at
any time after the first ten years, the Company may review the status of the contract and, if it deems it necessary,
reduce the sum assured within the limits permitted.

Under some contracts effected in connection with house purchase, provided the original contract is still in force the
following options can normally be exercised at any time before the 55th birthday of the life assured:

. Future insurability option under which a new contract can be effected on then current premium rates, in
connection with a further loan, up to the level of life and basic critical illness cover available on the original
contract, without any further evidence of health;

. Term extension option on then current premium rates under which the term of the contract may be extended by
an integral number of years if the lender agrees.

Non unitised life business

The non unitised business largely comprises single premium policies where the maturity value is linked to increases in
the FTSE 100 Index subject to minimum maturity values established when the policies commenced. These bonds are
classified as investment contracts.

The potential value of the minimum maturity values has been determined at amortised cost.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

Conventional life business

Conventional business consists of single or regular premium endowment, whole life and term assuranice contracts
where guaranteed benefits are payable on death and under some products on permanent and total disability or on
diagnosis of a critical illness. These contracts are classified as insurance contracts. Under participating contracts,
regular bonuses may be added to the guaranteed sum assured over the term of the policy and in addition, a final bonus
may be paid on death and maturity. Certain endowment assurances have minimum surrender value provisions and
minimum paid-up values.

Annuities

This class of business consists of single premium contracts that provide guaranteed annuity payments and are
classified as insurance contracts. The payments depend on the survival of a life or lives with or without a guaranteed
period and may reduce on a specified death or increase each year at a predefined rate or in line with the increase in the
UK Retail Price Index (RPI).

For those annuities which increase at a predefined rate the total liability at 31 December 2005 is £3,485m and this
represents about 30% of the total UK annuity business. These are valued on the regulatory basis with alliowance for the
predefined rate of increase.

If the market moves in line with the adverse Scenario Il as shown in the Sensitivity Analysis, Note 22, (market value of
equities -15%, change in property values -12.5%, change in yields on 15 year gilt fixed interest bonds of -17.5%) then
the impact on the unallocated divisible surplus from those annuifies with a predefined rate of increase and the
corresponding assets is £15m i.e. an increase in surplus.

There is a subset of annuities where the RPI linked annuity payment cannot fall or is guaranteed to increase at a
minimum rate; the majerity of such annuities are those whose payment cannot fall.

The total liability at 31 December 2005 for RP1 linked annuities (including any guaranteed minimum rate of escalation) is
£1,994m and this represent about 17% of the total UK annuity businass. These are valued on the regulatory basis with
allowance for a positive rate of RP! escalation (greater than 0%).

The RPI annuities are backed by index linked securities and so if the market moves in line with the adverse scenario Il
as shown in the Sensitivity Analysis, then the impact on the unallocated divisible surplus from these annuities is not
significant.

However if the rate of RPl increase is -1% for a year then for most RPI linked annuities the payment would not fall and in
these circumstances there would be an additional cost of approximately £1m. If the rate of RPI increase continued
negatively over a longer period then the cost would increase significantly.

For some participating deferred annuity poficies, at maturity the annuity income can be converted to cash on guaranteed
minimum terms.

The Participating Pension annuity is an annuity contract under which changes to the level of annuity are based on a rate
of return declared by the Company but reductions in the level of the annuity are limited.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

1. (b) UK Insurance and investment contract liabilities — methods
Calculation of liabilities

The FSA’s realistic reporting regime seeks to place a realistic and market consistent value on both assets and liabilities
for participating insurance and investment contracts. In particular, the liabilities reflect discretionary benefits such as
future bonuses as well as both the intrinsic value and the time value of options and guarantees and allow for possible
future management actions. The assets include the value inherent in the existing in force policies.

The realistic liabilities are based on the aggregate value of individual policy asset shares that reflect the actual premium,
expense and charge history of each policy. For example the investment return credited to the asset shares is consistent
with the return achieved on the assets backing participating business; any mortality deductions are based on published
mortality tables; for those asset shares on an expense basis the allowance attributed to the asset share is as far as
practical the appropriate share of the actual expenses; for those on a charges basis the allowance is consistent with that
for an equivalent unit linked policy.

Other components of the realistic liability reflect policy related liabilities such as policy guarantees, options and future
bonuses, which are calculated using a stochastic model that simulates future investment returns, asset mix and benus
strategies. In these financial statements these liabilities also reflect the present value of future profits on non-
participating insurance and investment contracts written in the participating fund.

The liabilities for non-participating conventional insurance contracts are calculated using the gross premium method.
The method brings into account full premiums receivable under the contracts, estimated renewal and maintenance costs
and contractually guaranteed benefits.

The liabilities for annuity contracts are calculated by discounting the expected future annuity payments together with an
appropriate estimate of future expenses at an assumed rate of interest derived from the yields on the underlying assets.
The liabilities include allowances for changes to maximum pension limits due to expected changes in the UK pension
regulations {A-day).

For contracts with guaranteed insurability options, the calculated iiabilities have been subjected to minimum values on a
contract-by-contract basis that exceed those required on the assumption that the options are foregone by those
experiencing the select mortality of newly underwritten lives. For Lifetime Protection Series term assurance business,
the liabilities include an allowance for whichever options the policyholder has exercised.

For unitised non-participating insurance contracts and investment contracts the liability is based on the value of the
underlying assets supporting the contracts. For non unitised non-participating investment contracts, the liability is
measured at amortised cost using the effective interest method. The effective interest rate is that which discounts
estimated future cash flows through the expected life of the liability. The estimation of cash flows incorporates all
contractual terms relating to the instrument.

Participating contracts allocations

Regular bonuses are declared at the discretion of the Board in accordance with the Company’s Regulations and are set
at levels, which aim to achieve a graduat build-up in guaranteed participating policy benefits whilst not unduly
constraining investment freedom and the prospects for final bonuses. In setting these rates, the financial position (both
current and projected) of the Company is taken into account. Were it necessary, regular bonus rates would be set to
zero. Regular bonus rates are set for each relevant class of participating policy andfor internal fund and reflect its
characteristics, including any guaranteed rates.

For seme contracts final bonuses may also be paid. These bonuses are not guaranteed and can be withdrawn at any
time.

The Board is not required by Standard Life’s Regulations to pay out, use, transfer or allocate any part of the available {or
expected) surplus. The Board is entitled to decide that the whole or any part of the available (or expected) surplus be
left in the fund.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

Participating contracts payouts

The Company's aim is that, subject to meeting all contractual obligations and maintaining adequate financial strength,
payouts on a participating policy {including any final bonus applying) should fairly reflect the experience of the Company
applicable to such a policy, after any adjustments for smoothing.

When setting payout levels, the Company seeks to ensure fair treatment between those participating policyholders who
choose to withdraw and those who remain.

Asset shares are used as a tool to determine fair treatment. The calculation of asset shares varies between products,
for example calculations can be on the basis of representative policies or on an individual policy basis. The calculation
of asset shares is described in more detail in the Company’s Principtes & Practices of Financial Management (PPFM).

The methodology and parameters used in payout calculations may, of necessity, involve some measure of
approximation. The Company reviews regularly the methodology and parameters used and sets parameters on bases
appropriate for the participating class and/or internal fund concerned.

in normal circumstances the Company seeks to offer some smoothing of investment retums to participating
policyholders at the time of claims due to maturity for life policies or for pension policies where the Company has no
right to reduce benefits as defined in the relevant contractual terms and conditions. The Company may, at its discretion,
also provide some smoothing of investment retums for death claims and some types of withdrawal at the time of
payment. The Company aims to operate smoothing of investment returns in such a way as to be neutral for participating
policyholders as a whole over time. The Board monitors the anticipated cost of smoothing on a regular basis and, in
some circumstances, it may be appropriate to reflect the costs in asset shares and/or adjust the approach to smoothing.

When calculating asset shares, the Company may at its discretion make fair deductions to reflect its assessment of the
cost of guarantees. tn April 2004 the Company announced that it would take an allowance for the assessed costs of
guarantees when determining final bonuses payable on claims, calculating policy switch values and calculating
surrender and transfer values. These allowances vary between types of policies, reflecting the nature of the guarantees
provided. This was in line with the intention to reflect the costs of guarantees, should they become significant, in the
returns credited to participating policies. In the past, these costs had been relatively insignificant and had been met
from the fund's capital. These allowances are kept under raview.

If the Board considers it necessary then fair deductions may be taken from the asset shares of participating policies in
order to maintain the inherited estate at a size appropriate for existing and future financial and business conditions and
obligations.

It has been the Company's practice to enhance payouts through the addition of discretionary amounts, known as
benefits of mutuality. This practice was reviewed during 2004 and as a resuit it was announced that these discretionary
payments would be reduced and that it was expected that these would be phased out over the two years from October
2004. Phasing out these payments will help protect the financial position of the Company and balance the interests of
all of the Company’s palicyhoiders.

In assessing the affordability of payouts and, in particular, the degree to which the Company should make discretionary
adjustments to them (including but not limited to smoothing), the Board will look at the financial position of the Company.
The Beard will take into account the existence of any regulatory capital issued by the Company, its terms and conditions
and the degree to which such regulatory capital is intended to be subordinated to the Company's obligations to
policyhaolders (including the requirement to treat customers fairly).
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

Mortgage endowment policies

The Company announced in September 2000 that, subject to certain conditions being satisfied, it would top up the
payouts at maturity on certain policies where there is a shortfall between the claim value and the mortgage amount
originally targeted. One condition is that there is sufficient growth in the capital of the Company for it to set aside regular
provisions to meet possible top up payments. The provisions held by the Company at 15 November 2003 were £393m.

During 2004 the Company concluded that the capital growth condition required for the promise had not been met, and a
detailed review of the Company’s financial position concluded that it would be in the best interests of the Company,
taking into account the interests of all its participating policyhalders, not to make further provision unless and until the
capital growth condition was actually met. Therefore no further provision was made for 2004.

An assessment of the appropriateness of the provision continues to be conducted annually. During 2005 the Company
again concluded that the capital growth condition had not been met and therefore no further provision has been made
for 2005. It is the Company’s intention that the provisions already held will be used to provide top up payments to
affected policyholders, as long as this is considered fair and prudent.

Appropriate provision has been made for potential compensation payments due to policyholders arising from the
Company's review of past sales of mortgage endowment policies.

The incidence and magnitude of payments will be influenced by the requirements of the FSA and by the actions of
industry bodies and policyholders. It is therefore not possible to estimate with certainty the final costs which will arise.

1. {¢) UK Insurance and investment contract liabilities — assumptions

Most guarantees on participating contracts and future bonuses are valued prospectively using a stochastic model, which
generates future investment returns. Within the projections, allowance is made for future bonus reflecting projected
investment conditions and the Company's PPFM. For guarantees on participating contracts not valued using the
stochastic model, the liability is calculated by applying the ratio of guarantee costs to the asset share for the product
most similar in nature with appropriate adjustments.

The economic assumptions for the calculation of the present value of future profits on non-participating insurance and
investment contracts are shown in the table below:

2005 2004
Risk Discount Rate 6.72%-7.07% 7.35%
Investment returns
Equities 4.22% 7.10%
Property 4.22% 7.10%
Fixed Interest — Gilts 4.19%-4.22% 4.55%-4.59%
Fixed Interest — Corporate 4.22%-4.87% 5.17%-5.35%
Expense Inflation 3.83% 3.80%
RPI 2.85% 2.80%

The table above shows the changes in the basis between 2005 and 2004. The 2005 risk discount rate is calculated on a
market consistent basis and is set equal to the risk free rate plus a margin to allow for the non market risks inherent in
the cash flows being discounted.

The investment returns for 2005 are the risk free rate of return that are used to value the non-participating business on a
market consistent basis.

The non-economic assumptions include expenses, mortality and withdrawals.

The expense and mortality assumptions are best estimate assumptions determined from the Company's recent
analyses. They are consistent with the assumptions for non-participating insurance coniracts with the explicit margins
for prudence removed.

A withdrawal investigation is carried cut each year and assumptions are set with reference to recent levels taking into
account any trends evident. However, in general the results for participating business are not particularly sensitive to
the overall level of withdrawals. For non-participating business, appropriate allowances are made for withdrawals only
where this would lead to an increase in the insurance and investment contract liabilities.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

For non-participating insurance contracts, the assumptions used to determine the liabilities are updated at each
reporting date to reflect the latest experience. Material judgement is required in calculating these liabilities and, in
particular, in the choice of assumptions about which there is uncertainty over future experience. These assumptions are
determined as appropriate estimates at the date of valuation. The basis is considered prudent in each aspect. In
particular, options and guarantees have been provided for on prudent bases and no credit is taken for possible
beneficial effects on liabilities of voluntary withdrawals.

The principal assumptions for the main UK non-participating insurance contracts are as follows:

Valuation interest rates

The valuation interest rates used are determined in accordance with the FSA Integrated Prudential Sourcebook.

The process used to determine the valuation interest rates used in the calculation of the liabilities comprises three
stages: determining the current yield on the assets held after allowing for risk and tax, hypothecating the assets to
various types of policy and determining the discount rates from the hypothecated assets.

For equity assets, the current earnings and dividends are considered and, if necessary, a deduction is made to reflect
sustainability. Similarly, a deduction to the yields on property assets is made where necessary, to allow for the
possibifity of rental defaults. For corperate bonds, a deduction is made for the risk of default. The yield for each
category of asset is taken as the average adjusted yield weighted by the market value of each asset in that category.

The valuation interest rates used are:

Non-participating_ 2005 2004
1. Assurances
Pensions 3.75% 4.25%
Other 3.00% 3.25%
2. Annuities
Individual/Group
- life 4.00% 4.25%
- pension 4.50% 4.90%

- linked to RPI 1.30% 1.70%

Mortality rates

The future mortality assumptions are based on historical experience with an allowance for future mortality improvement
in annuities. The Company’s own mortality experience is regularty assessed and analysed, and the farger industry-wide
investigations are also taken into account.

Mortality tables used 2005 2004
1. Assurances AMI2 ult - 3.5 years AM92 ult - 4 years
2. Annuities
Individual and group in deferment AMO2 ult - 3.5 years AMIZ ult - 4 years
Individual after vesting 103% IMA 82 M04 / 105% IFA 92 M04 73% IMAS92 C10 ult / 89% IFA92 C10 ult
Group after vesting 104% PMA 92 MO4 / 123% PFA 92 M04 80% PMASZ C10 ult/ 91% PFA92 C10 ult

A significant assumption is the rate at which future mortality is expected to improve for annuitants. The mortality
improvement factors assumed for the males are in fine with the projection basis underlying the above tables published
by the CMI with a minimum improvement of 1.5% per annum. The improvement factors assumed for females also
reflect the projection basis underlying the above tables published by the CM! but to a lesser extent and with a different

underpin.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods {continued)

Expenses

The assumptions for future policy expense levels are determined from the Company's recent expense analyses. No
allowance has been made for potential expense improvement, and the costs of projects to improve expense efficiency
have been ignored. The assumed future expense levels incorporate an annual inflation rate allowance of 3.83% for UK
business derived from the expected Retail Price Index {RPI) implied by current investment yields and an additional
allowance for earnings inflation.

For non-participating immediate and deferred annuity contracts, an expense loading is made in respect of renewal
expenses, an explicit allowance is made for termination expenses and an implicit allowance is made for fund
management expenses, by reducing the valuation rate used.

For conventional non-participating insurance contracts, an explicit allowance for renewal, and termination expenses is
included in the liabilities. An allowance for investment expenses is reflected in the valuation rate of interest.

In calculating the liabilities for unitised life contracts, the administration expenses are assumed to be identical to the
expense charges made against each policy. Similar assumptions are made, where applicable, in respect of mortality,
morbidity and the risk benefit charges made to meet such costs.

2. (a) Canadian business - terms
Annuities

These contracts are similar to those issued in the UK and provide a guaranteed annuity payment based on the survival
of a life or for a specified period. The maijority of the portfolio are life contingent annuities and are classified as life
insurance. However there are some term certain annuities classified as investment contracts. Most of the annuity
portfolio is written on a non-participating basis. The benefits may increase each year at a pre-defined rate or in line with
increases in the Canadian Consumer Price Index (CPI) and will not decrease in periods of deflation.

For those annuities which increase at a predefined rate the total liability at 31 December 2005 is £389m and these
represent about 11% of the total Canadian annuity business. The liability for annuities linked to CPl-index is
approximately £265m. This represents about 7% of the total Canadian annuity business.

The annuity liabilities, including these guarantees, are valued using the Canadian Asset Liability Method (CALM). The
value held is the maximum of various economic scenarios including changes in the interest rate environment and
inflation rates. For CPI-linked annuities, a 1% increase in the RPI! would increase liabilities by £7m. However, inflation
risk on these annuities is managed with assets linked to inflation.

Universal Life insurance

The main Universal Life product written by the Company is named Perspecta and is a non-participating life insurance
product. Perspecta are whole life assurance contracts, under which premiums may he invested on both an index linked
and non-linked basis. Premiums invested on a non-linked basis are placed on deposit at rates of interest guaranteed for
periods from 1 day to 20 years. The rate offered is determined with reference to the financial conditions at the time of
premium payment. The contract provides life cover, and in addition, on death the value of the index linked funds is
guaranteed never to be less than 75% of premiums deposited into those funds, adjusted for expense charges and any
withdrawals. The liability for these policies is £425m at 31 December 2005.

Perspecta contracts issued up to November 2003 provided the following interest rate guarantees:

. 0% for the Daily Interest Fund.

For each term investment fund (TIF), the greater of 90% of the Government of Canada Bond rate for the same term,
less 1.75%, and:

. 0% for the 1-year TIF

1% for the 3-year TIF

2% for the 5-year TIF

3% for the 10, 15 and 20-year TIF.

Furthermore, it was guaranteed that at least one TIF at a minimum guaranteed interest rate of 3% would be offered as
long as the policy is in force.

Perspecta contracts issued after November 2003 provide lower interest rate guarantees for terms of at least 3 years,
there Is no guarantee that a term with a 3% minimum guaranteed rate will be offered and the TIF investment option can
be withdrawn.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

2. (b) Canadian business - methods

The liabilities for participating insurance contracts are calculated on a realistic basis consistent with the methodology
and assumptions used to calculate liabilities for the UK participating business.

The liabilities in respect of non-participating business are determined in accordance with methods prescribed by
Canadian regutations, adjusted where appropriate to comply with UK accounting principles.

Under Canadian regulations, liabilities are determined according to the Canadian Asset Liability Method (CALM). The
Company's assets and liabilities are projected under a number of different economic scenarios. These scenarios
include the current yield curve as at the valuation date and a number of various rising and falling interest rate
environments. Under each scenaric the assets required to support the liabilities are the value of assets which will
achieve zero surplus at the end of the projection period. The liability is set equal to greatest value across all scenarios
of the required assets.

2. {¢) Canadian business - assumptions
The Canadian economic environment at 31 December 2005 is used to determine the expected interest rates for the

current valuation. The expected experience scenario of risk free rates is derived from the yield curve of Canadian
federal bonds at that date, as summarised below:

Yield curve — by duration 2005 2004
6 months 3.65% 2.54%
1 year 3.91% 2.69%
2 years 3.81% 3.00%
3 years 3.84% 3.20%
5 years 3.89% 3.68%
7 years 3.92% 4.00%
10 years 3.94% 4.31%
20 years 4.07% 4.74%
30 years 4.02% 4.85%

The following table shows the other key investment returns used in the asset and liability projections under CALM:

Investment returns 2005 2004
Equities 7.00% 7.04%
Property 65.91% 6.91%

These investment returns are net of investment expenses and are prudent assumptions as they include risk margins
determined in line with Canadian standards of practice. A further drop in the asset values of 30% for equities and 25%
for property is applied to allow for adverse deviations in projecting cash flows for non-fixed income assets.
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20. insurance contract liabilities, investment contract liabilities and reinsurance
assets — terms, assumptions and methods (continued)

Mortality assumptions have a significant impact on the liabilities and are shown below:

Mortality tables used 2005 2004

1. Assurances

Perspecta Universal Life and Term Life 65%-120% of base table : 65%-120% of base table

{where base table is 71%-83% of C1A 86-92) (where base table is 75%-85% of CIA 86-92)

Participating and non-participating Life, 69%-83% of ClA 86-82 65%-85% of CIA 86-92
closed to new business

2. Annuities

Individual - after vesting 86%-88% of IAMB3M / IAMB3F with 87%-92% of IAM83M / IAMB3IF with

projection scale AA projection scale AA

Group - after vesting 75%-124% of GAMB3M / GAMB3F with T7%-124% of GAMB3M / GAMB3F with

projection scale AA projection scale AA

Mortality assumptions are derived from studies performed during 2004 and 2005 using a blend of industry and Company
experience. The rates are expressed as a percentage per the tables shown. For assurance business the percentages
vary depending on the underwriting classification and the duration of the contracts. For annuity business the
percentages vary depending on whether the contract is in payout or in deferment, and on the gender of the annuitant.

Margins for adverse deviation are added and vary depéanding on the nature of the products and the strength of the
underwriting criteria. These margins are consistent with Canadian actuarial standards of practice for use in local
regulatory reporting.

3. European Business - terms, methods and assumptions
Republic of Ireland

The contracts issued in the Republic of Ireland have features similar to those in the UK. The contracts issued are
mainly participating business. The options and guarantees are also similar to those in the UK, including guaranteed
sums assured on some conventional life business, no unit price adjustments (UPA) at maturity or on regular withdrawals
on some unitised participating contracts and guaranteed annuity options on some pension business.

The liabilities are calculated using a methodology and basis consistent with the UK approach but using assumptions
appropriate to the market.

The value of options and guarantees on the Irish business are measured using a methodology consistent with the UK.
However, the basis used is calibrated for the Irish market.

Germany

The contracts issued in Germany mainly consist of unitised participating endowment assurances and deferred annuities,
under which a percentage of each premium is applied to purchase units in the German With Profits Fund. Certain unit
prices in the German With Profits Fund are guaranteed not to decrease. The death benefit under endowment
assurances is the greater of the sum assured on death or 105% of the current surrender value. The death benefit under
deferred annuities is the greater of the sum assured on death, 100% of the current surrender value and, for regular
premium paying contracts and certain single premium contracts, a refund of premiums,

Provided all premiums have been received to date, the maturity value, and for certain contracts the surrender benefits,
are subject to guaranteed minimum amounts. For some participating unitised policies it is guaranteed that there will be
no UPA on claims on or after the surrender option date. Some of these policies guarantee that the premium reguired for
a given level of benefit will not exceed a specified amount. Deferred annuities have a guaranteed annuity at the
Seiected Benefit Date and the annuify start date. [n addition certain contracts are subject to guaranteed annuity
amounts.

The liabilities are calculated using a methodoleogy basis consistent with the UK approach but using assumptions
appropriate to the markets.

The value of options and guarantees on the German business are measured using a methodology consistent with the
UK. However, the basis used is calibrated for the German market.
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20. Insurance contract liabilities, investment contract liabilities and reinsurance
assets —- terms, assumptions and methods (continued)

4, Healthcare business - terms, methods and assumptions

The contracts issued by Standard Life Healthcare mainly consist of individual and corporate private medical insurance
products that include a range of benefit options. All contracts are written on an annual renewal basis and accordingly
are accounted for on an annual premium income basis. A provision for unearned premiums is calculated on a daily
basis as the most accurate method for calculating the proportion of premium accounted for in periods up to the
accounting date that is attributable to subsequent periods.

Claims incurred comprise claims paid in the year and changes in the provision for outstanding claims, whether reported
or not, together with any other adjustment to claims from previous years.

Qutstanding claims comprise provisions for the claims incurred up to, but not paid at, the Balance Sheet date, whether
reported or not.

Commission payable is deferred on the same basis as unearned premiums.

5. Reinsurance — terms, methods and assumptions

The Group fimits its exposure to loss within insurance operations through participation in reinsurance arrangements.
The majority of the business ceded is placed on a quota-share basis with retention limits varying by product line and
territory. Amounts recoverable from reinsurers are estimated in a manner consistent with the methods and assumptions
used for ascertaining the underlying policy benefits and are presented in the Balance Sheet as reinsurance assets.

Even though the Group may have reinsurance arrangements, it is not relieved of its direct obligations to its policyholders
and thus a credit exposure exists with respect to reinsurance ceded, to the extent that any reinsurer is unable to meet its
obligations assumed under such reinsurance agreements.

The Group is not dependent on a single reinsurer nor are the operations of the Group substantially dependent upon any
reinsurance contract.
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21. Insurance contract liabilities, non-participating investment contract liabilities,
participating investment contract liabilities and reinsurance assets

Participating insurance contract liabilities primarily includes conventional life and pension products and unitised life
(With Profit Bonds and Homeplan).

Non-participating insurance contract liabilities consist primarily of conventional term asgsurances (Lifetime Protection
Series or LP8), life contingent annuities, Perspecta universal life in Canada, and a small amount of linked Homeplan
business.

Participating investment contract liabilities include unitised pension products, both individual and group, ingluding Self
invested Personal Pension (SIPP).

Non-participating investment contract liabilities cansist primarily of unit linked business, including fnvestment Bonds
(Capital Investment Bonds), non-linked bonds including Canadian Ideal Solution for Savings and SLX, and term certain
annuities.

(a) The movement during the year in insurance contfract liabilities, participating investment contract liabilities and
reinsurance assets is as follows:

Group
Participating Non-  Participating Total Reinsurers Net
ingurance participating investment insurance share of 2005
contract insurance contract and liabilities
liabifities contract liabilities  participating (reinsurance
liabilities contracts asset)
£m £m £m £m £m £m
At 1 January 2005 18,264 18,854 15,929 53,047 (617) 52,430
Expected change (430) {275) (161) {866) (62) {928)
Methodolegy/modelling changes 202 (46) (71) 85 22 107
Effect of changes in:
Economic assumptions 336 679 336 1,351 (12) 1.339
Non-economic assumptions (95) 186 (66) 25 {486} (21}
Effect of:
Economic experience 1,131 342 931 2,404 (28) 2,376
Non-economic experience 205 (62) 1,062 1,205 29 1,234
New business 30 781 152 963 _{15) 948
Total change in insurance contract
liabilities 1,379 1,605 2,183 5,167 {112} 5,055
Foreign exchange adjustment (10) 699 {36) 653 (50 803
At 31 December 2005 19,633 21,158 18,076 58,867 _{779) 58,088
Company
Participating Non-  Participating Total Reinsurers Net
insurance participating investment insurance share of 2005
contract insurance contract and liabilities
liabilities contract liahilities participating  (reinsurance
liabilities contracts asset)
£m £m £m £m £m £m
At 1 January 2005 18,264 14,761 15,929 43,954 (978) 47,976
Expected change {430) (130) (161) (721) (60) (781)
Methodology/modelling changes 202 {90) (71) 41 22 63
Effect of changes in:
Economic assumptions 336 627 3368 1,299 {12) 1,287
Non-economic assumptions (95) 238 (66) 77 {48) 31
Effect of:
Economic experience 1,131 243 931 2,305 (28) 2,277
Non-economic experignce 205 {62} 1,062 1,205 3 1,236
New business 30 308 152 490 {15) 475
Total change in insurance contract 1,379 1,134 2,183 4,696 {108) 4,588
liabilities
Foreign exchange adjustment (10) 39 (36) (N {18) (25)
At 31 December 2005 19,633 15,934 18,076 53,643 {1,104) 52,539

r
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21. Insurance contract liabilities, non-participating investment contract
liabilities, participating investment contract liabilities and reinsurance assets

(continued)

Economic assumptions reflect changes in fixed income vyields, leading to lower valuation rates on non-participating
business, and other market movements. Experience changes in 2005 primarily represent higher than expected

investment returns, increasing the participating liabilities.

Non-economic assumptions cover mortality, persistency and expenses.

Experience changes in 2005 primarily
represent lower than expected claims {including deaths, surrenders, maturities and lapses).

Changes in methodology and models include refinement of the realistic liability models, including enhanced modelling

of the cost of guarantees for Germany.

(b} Change in the present value of future results on non-participating contracts:

Group Company

2005 2005

£m £m

At 1 January 2005 1,041 1,041

Expected change, including unwind of discount (25) (25)

Methodology/modelling changes 303 303

Effect of changes in economic and non-economic assumptions (122) {122)

Effect of economic and non-economic experience 88 88

New business 244 244

Foreign exchange adjustment {1) {1}

At 31 December 2005 1,528 1,528
{c)  Change in non-participating investment contract liabilities:

Group Company

Non-participating
investment contract

Non-participating
investment contract

liahilities liabilities

£m £m

At 1 January 2005 30,597 25,055
Contributions 6,952 5,893
Initial charges and reduced allocations €3] 7
Account balances paid on surrender and other terminations in the year (3.407) (2,518)
investment return credited and related benefits 5,996 5,380
Foreign exchange adjustment 913 21
Other 71 g7
Recurring management charges (186) (186)
At 31 December 2005 40,929 33,735

Refer to Note 31 — Risk Management policies for an indication of the term to contracted maturity/repricing date for
insurance and investment contract liabilities. Reinsurance contracts are generally structured to match liabilities on a
class of business basis. This has a mixture of terms. The reinsurance assets are therefore broadly expected to be
realised in line with the settlement of liabilities {(as per the terms of the particular treaty) within a reinsured class of
business.
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22. Impact of assumption changes on unallocated divisible surplus

The unallocated divisible surplus and the value of corresponding assets and liabilities depend on a number of key
assumptions and any variation in these assumptions could significantly change the unallocated divisible surplus - this is
illustrated in the tables in this section.

The subordinated debt and the subordinated members’ accounts are valued in these statements on an amortised cost
basis and so are independent of assumptions. The value of these will vary with exchange rates.

Changes in assumptions which impact insurance and investment contract liabilities could impact the unallocated
divisible surplus. Whether and how much of an impact each change has depends on the methodology and key
assumptions of the liability.

For participating business, the fiability calculated on a realistic basis consists primarily of the inherent value in the policy
(for example, the asset share), and the assets supporting it, which are not impacted by changes to non-economic
assumptions such as mortality, lapses and expenses. However, other components of the realistic liability, such as
policy guarantees, options and future bonuses, are impacted by changes in these assumptions.

Four key assumptions in the calculation of non-participating insurance contract liabilities are mortality, interest rates,
expenses and lapse/withdrawal rates.

Mortality

For non-participating business the main insurance risk results from changes in mortality. The risk depends on the
assumptions made and the type of contract involved. The mortality rates are based on published mortality tables,
adjusted to reflect actual, and expected future, experience. |f morality rates were assumed to be lower this would lead
to an increase in the insurance contract liability for annuities and a decrease in that for assurance.

Valuation interest rates

For non-participating business the valuation inferest rates used to discount liabiiities are determined in accordance with
the FSA Integrated Prudential Sourcebook. The valuation interest rates are determined with reference to market rates
and so changes in the market rates will impact the value of both assets and liabilities.

Expenses

For non-participating business the current level of expenses adjusted for inflation is taken as the appropriate expense
base. An increase in the level of expenses would result in fewer assets being available to meet obligations and 50
would reduce the unallocated surplus.

Withdrawal and lapse rates

For non-participating business, although lapses and withdrawals prior to the original contract end date do impact on the
timing of our cash flows, the value placed on non-participating liabilities is mostly independent of these considerations.
This is because the values represent the greater of the prospective reserve or the surrender value (withdrawa! value).

For participating palicies (both insurance and investment contracts) the realistic value includes an explicit assumption
for lapses and withdrawals. Our Principles and Practices of Financial Management (PPFM) state that when setting
payouts the Company will seek fo ensure fair treatment between those participating policyholders who choose to
withdraw and those who remain, so changes in volumes of withdrawals do not necessarily impact on our available
capital.

The tabte below demonstrates the effect of change in key assumptions, including market movement, on the unallocated
divisible surplus whilst other assumptions remain unchanged. Only first order effects are shown.
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22, Impact of assumption changes on unallocated divisible surplius (continued)

The market movement scenarios affect the value of both assets and liabilities, whereas the other movements only impact
the liabilities. The changs in the liabilities allowing for Scenario | is £305m and under Scenario Il is (£156m).

2005
Sensitivity analysis - Insurance Contracts Change in Impact on impact on
assumption unaliocated unallocated
divisible surplus divigible surplus
% £m £m
Group Company
Insurance contracts (direct written and reinsurance accepted):
Market movement (see note below) Scenario | 352 352
Scenario |l {293) (293}
Expense assumplions +10% {95} (84}
-10% 87 76
Morbidity/mortality assumptions + 10% 280 282
- 10% (345) (344}
Withdrawal and lapse rate assumptions +10% 19 3
- 10% {27 {(11)
Reinsurance contracts {ceded):
Market movement (see note betow) Scenario | (8) (8)
Scenario Il 9 9
Expense assumptions +10% 1 2
- 10% (1) (2}
Morbidity/mortality assumptions +10% 24 N
-10% (17) {@1)
Withdrawal and lapse rate assumptions +10% 4 -
- 10% {4) -
Net insurance contracts:
Market movement (see note below) Scenario | 343 343
Scenario 1l (283) {283)
Expense assumptions +10% (91) (81)
-10% 83 73
Morbidity/mortality assumpticns + 10% 438 373
- 10% (508) (434)
Withdrawa! and lapse rate assumptions +10% 15 3
-10% {23) (11}
2005
Sensitivity analysis — Investment Contracts Change in Impact on Impact on
assumption unallocated unallocated
divisible surplus divisible surplus
% £m £m
Group Company
Participating investment contracts:
Market movement (see note below) Scenario | 205 205
Scenario l (291) (281)
Expense assumptions + 10% (45) (45)
- 10% 45 45
Morbidity/mortality assumptions + 10% - -
- 10% - -
Withdrawal and lapse rate assumptions +10% 4) (4}
-10% 5 5
Non-participating investment contracts:
Market movement (see note below) Scenario | (10) {(1d)
Scenatio Il 1+ 11
Expense assumptions +10% - -
- 10% - -
Morbidity/mortality assumptions +10% - -
- 10% - -
Withdrawal and lapse rate assumptions +10% - -
-10% - -
m
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22. impact of assumption changes on unallocated divisible surplus (continued)
Market movement note

Since unallocated divisible surplus is impacted by economic conditions, two scenarios are considered reflecting the
movement in the underlying asset values in the analysis. Scenario | allows for the combined impact of three
components — a change in market value of equities of +15%, a change in property values of +12.5% and a change in
yields on 15-year gilt fixed interest bonds of +17.5% and scenario I allows for the negative combination of these
changes. These changes do not impact the various valuation interest rates to the same extent but can be broadly
translated to an +/~ 0.75% change in valuation interest rates where applicable. It has also been assumed that the
valuation interest rates have moved in line with the movermnents in asset values.

This movement is similar in nature to the risk capital margin calculation required by the FSA. This calculation allows for
certain management actions and for consistency, allowance for these actions, is also included in this analysis.

In calculating the above figures the following main management actions have been assumed for participating business:

. Regular bonuses are modelled dynamically, where the decision algorithm allows for the projected affordability
of the banuses in the portfolio and takes into account policyholders’ reasonable expectations with respect to
movements in the regular bonus rates over time.

. Investment mixes are dynamically controlled within the model. Fixed interest assets are assumed {o be held
broadly reflecting the nature of the undertying liabilities. Exposure to equities and property is gradually reduced
as adverse scenarios unfold.

. Additional payments from the capital set aside under the Mortgage Endowment Promise may cease under
certain adverse conditions, with payment only being resumed once the capital growth condition under the
Promise had been met.

. The size of the deducticn for guarantees taken from asset shares currently varies depending on the business
being valued. However under stressed conditions it is assumed that an additional uniform deduction would be
applied to all relevant contracts subject to certain limitations to reflect the loss arising under such conditions.

It should be noted that these sensitivities are non-linear and targer or smaller impacts should not be derived from these
results. Also it should be noted that the sensitivity analysis represents a snap shot of the impact that the changes in
assumptions can have.

The sensitivity analysis does not take into account the fact that the assets and liabilities are actively managed and may
vary at the time that any actual market movement occurs. Other limitations in the above analysis include the use of
hypothetical market movements to demonstrate potential risk.
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24, Borrowings
Group Company
Notes 2005 2004 2005 2004
£m £m £m £m
Certificates of deposit, commercial paper and medium term notes  24(a) 1,963 2,221 - -
Securitisations 24(b} 4,025 3,204 - -
Bank overdrafts 19 105 144 68 124
Other 140 132 - -
Total borrowings 6,233 5,701 88 124
(a) Certificates of deposit, commercial paper and medium term notes

The Group has issued sterling denominated certificates of deposit through a subsidiary into the UK market. The Group
has also issued commercial paper and medium term notes through Standard Life Funding B.V., a wholly owned
subsidiary of Standard Life Bank. Standard Life Bank has guaranteed the liabilities of its subsidiary in relation to the
issuance of this debt. The guarantee is in respect of notes issued and is for a maximum of US$2bn and Euro 4bn in
relation to the US commercial paper and Euro commercial paper programmes respectively, and Euro 4bn in respect of

the medium term note programme. Generally, borrowings are short term variable rate instruments.

Group

Average interest rates Carrying amount
2005 2004 2005 2004
£m £m

Due within 1 year
Standard Life Bank certificates of deposit - GBP 4.45% 4.80% 789 833
Standard Life Funding B.V. Commercial Paper — GBP 4.60% 4.90% 196 30
Standard Life Funding B.V. Commercial Paper — USD 4.43% 2.40% 440 150
Standard Life Funding B.V. Commercial Paper - JPY 0.09% - 20 -
Standard Life Funding B.V. Commercial Paper — EUR 2.45% 2.20% 341 515
Standard Life Funding B.V. Medium term notes - GBP 5.60% 5.00% 15 201
Standard Life Funding B.V. Medium term notes — USD 4.58% - 58 -
Standard Life Funding B.V. Medium term notes — EUR - 2.30% - 211
1,859 2,040

Due between 1 and 5 years

Standard Life Funding B.V. Medium term notes — GBP 4.80% 5.20% 12 27
Standard Life Funding B.V. Medium term notes — USD - 2.60% - 52
Standard Life Bank certificates of deposit - GBP 4.54% 4.890% 5 15
17 94

Due after 5 years
Standard Life Funding B.V. Medium term notes — EUR 2.70% 2.40% a3 87
Standard Life Funding B.V. Medium term notes — GBP 4.63% - 4 -
87 87
Total certificates of deposit, commercial paper and medium term notes 1,963 2,221

The carrying amounts disclosed above reasonably approximate the fair values as at the year-end.
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24. Borrowings (continued)

(b) Securitisations

Loans are issued by the Group which are secured by mortgages subject to securitisation (Note 15). Under this
arrangement, the beneficial interest in these mortgages is transferred to special purpose entities. The issue of
mortgage backed floating rate notes by the special purpose entities has funded the purchase of the mortgages. The
Company and its subsidiaries are not obliged to support any losses suffered by the note holders and do not intend to
provide such support. The notes were issued on the basis that note holders are only entitied to obtain payment, of
both principal and interest, to the extent that the available resources of the respective special purpose entities
including funds due from customers in respect of the securitised morigages, are sufficient and that note holders have
no recourse whatsoever to the Company or its subsidiaries. This has been clearly stated in the legal agreements with
note holders.

The mortgage backed floating rate notes at year-end are as follows:

Group
Average interest rates Carrying amount
2005 2004 2005 2004
£m £m
Lothian Mortgages No. 1 PLC — USD — Maturity 2017 4.62% 2.40% 215 252
Lothian Mortgages No. 1 PLC — GBP - Maturity 2035 5.09% 5.30% 570 568
Lothian Mortgages No. 2 PLC - USD — Maturity 2018 - 2.30% - BO
Lothian Mortgages No. 2 PLC ~ GBP — Maturity 2038 4.93% 5.10% 202 201
Lothian Morigages No. 2 PLC — USD — Maturity 2038 4.56% 2.30% 333 382
Lothian Mortgages No. 2 PLC - EUR — Maturity 2038 2.62% 2.50% 522 537
Lothian Mortgages No. 3 PLC — USD - Maturity 2019 4.49% 2.30% 295 400
Lothian Mortgages No. 3 PLC — GBP — Maturity 2039 4.95% 5.30% 786 784
Lothian Mortgages No. 4 PLC — USD — Maturity 2006 4.41% - 57 -
Lothian Mortgages No. 4 PLC - EUR — Maturity 2040 2.33% - 476 -
Lothian Merigages No. 4 PLC — GBP — Maturity 2040 4.81% - 569 -
Total securitisations 4,025 3,204
25. Subordinated liabilities
Group Company
2005 2004 2005 2364
£m £m £m £m
Subordinated guaranteed bonds
6.75% £500,000,000 Fixed rate perpetual reset subordinated guaranteed bonds
2027 505 505 505 505
6.375% €750,000,000 Fixed/floating rate subordinated guaranteed bonds 2022 527 542 527 542
Subordinated members’ accounts
6.546 % £300,000,000 Mutual Assurance Capital Securities 319 299 319 299
5.314 % €360,000,060 Mutuat Assurance Capital Securities 260 254 260 254
Subordinated notes
6.14% £265,000,000 Fixed rate undated subordinated notes 2015 267 - - -
Total subordinated liabilities and members' accounts 1,878 1,600 1,611 1,600

Subordinated guaranteed bonds

The 6.75% Sterling Fixed rate perpetual reset subordinated guaranteed bonds and the 6.375% Euro Fixed/floating rate
subordinated guaranteed sterling bonds 2022 were issued on 12 July 2002 by SL Finance PLC, a wholly owned
subsidiary of the Company. The payment of principal and interest in respect of the bonds has been irrevocably and
unconditionally guaranteed by the Company. The claims of the bondhelders to payment under the guarantee will rank
below the claims of all senior creditors of the Company including policyholders,

The Sterling bonds are redeemable at par at the option of the issuer on 12 July 2027 and on every fifth anniversary
thereafter. If the Sterling bonds are not redeemed on 12 July 2027, the interest rate payable will be reset to 2.85% over
the gross redemption yield on the appropriate 5-year benchmark gilt on the reset date.

The Euro bonds are redeemable at par at the option of the issuer on 12 July 2012 and on any inferest payment date
thereafter until maturity. From 12 July 2012 the Euro bonds will bear interest quarterly in arrears at a floating rate
determined by the 3 month Euro deposit rate.
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25. Subordinéted liabilities (continued)

Subordinated members' accounts

During 2004, SL MACS PLC and SL MACS (No.2) PLC (“the Issuers”), subsidiaries of the Company, raised
finance through the issue of Mutual Assurance Capital Securities (MACS). The MACS are perpetuai securities of
the Issuers and as such have no fixed date for redemption. The gross proceeds of the issue of MACS were
made available to the Company pursuant to two Subordinated Members’ Account (SMA) agreements between
the Company and the Issuers. The obligations of the Company under the SMA agreements constitute direct,
unsecured and, save as to subordination, unconditional ebligations of the Company. The claims of the Issuers
would, on a winding up of the Company, be subordinated and rank junior to the full satisfaction of the claims of {i)
all unsubordinated creditors of the Company, including all policyholders, and (i} the subordinated Guaranteed
Bonds shown above.

There is no fixed date for the repayment of the amounts under the SMA agreements and accordingly there is no
fixed due date for redemption of the MACS. Under the respective SMA agreements, the Company may elect to
repay all amounts payable together with the acerued interest up to (but excluding) the first redemption date of 6
January 2020 for the sterling denominated MACS and 6 January 2015 for the euro denominated MACS or any
interest payment date thereafter. In certain circumstances the Company may also elect to repay all amounts
payable under the respective SMA agreements prior to the applicable first optionat redemption date noted above.

The sterling denominated MACS started accruing interest from 4 November 2004 and bear interest at a rate of
6.546% per annum payable annually in arrears on 6 January each year, commencing on 6 January 2006. From
and including 6 January 2020 and every fifth anniversary thereafter, these MACS will bear interest annually in
arrears hased on the aggregate of a margin plus the gross redemption yield of the specific gilts.

The Euro denominated MACS started accruing interest from 4 November 2004 and bear interest at a rate of
5.314% per annum payable annually in arrears on 6 January, commencing on 6 January 2006. From and
including 6 January 2015, these MACS will bear interest quarterly in arrears, commencing 6 Aprit 2015, at a
floating rate of interest to be calculated quarterly based on the aggregate of a margin plus the rate for three
month euro deposits.

Each SMA agreement effectively provides that interest is payable by the Company to the applicable Issuer at the
same rate and in the same amount as that paid by that Issuer in respect of the MACS.

The payment of interest by the Company to the Issuers under the SMA agreements may be deferred in certain
circumstances, in which case the payment of interest by the Issuers under the MACS would also be deferred. If
interest is deferred under the SMA agreement, the Company may elect to capitalise the amount deferred in
certain circumstances and in other circumstances, this occurs automatically. If such deferred interest is
capitalised under the SMA agreement then a corresponding amount would be capitalised under the applicable
MACS.

If a demutualisation takes place, the SMA agreements contain provision for conversion into a replacement
instrument, or under certain circumstances provides that the Company will repay the SMA, resulting in the
redemption of the MACS.

Subordinated notes

On 29 June 2005, Standard Life Funding B.V. (*SLF B.V."), a wholly owned subsidiary of Standard Life Bank
(“SLB"), issued £265m of undated subordinated notes (the “Subordinated Notes™). Within a Suberdinated Deed
of Guarantee, SLB guarantees the payment of all sums payable by SLF B.V. under the Subordinated Notes. The
rights and claims of all Subordinated Noteholders are subordinated to the claims of ali senior creditors of both
SLF B.V. and SLB.

The Subordinated Notes are redeemable at par at the option of the issuer on 29 June 2015, but if they are not
redeemed on 29 June 2015, then the interest rate payable will be reset to 2.80% over the gross redemption yield
on the appropriate benchmark gilt on the reset date.
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26. Pension and other post retirement benefit provisions
The Group operates defined contribution and defined benefit schemes for staff employed by the Group.

Defined contribution schemes

in the UK with effect from 16 November 2004, new employees are eligible to join a defined contribution scheme.
The assets of the scheme are held separately from those of the Company in an independently administered fund.
In Canada employees have the coption to have their current year of service credited on a defined contribution
basis. The contributions under this option are equivalent to the amount that the Group would have otherwise
determined using the projected unit credit valuation method under the defined benefit scheme, £3m (2004 :
£3m) is included as an expense in the Income Statement in respect of defined contribution schemes,

Defined benefit schemes

The Group operates defined benefit schemes for its employges in Europe and Canada. Within Europe defined
benefit schemes operate in the UK, Irefand and Germany with the vast majority refating to the UK. With eiffect
from 16 Naovember 2004 the UK scheme was closed to new entrants. Updates to the valuations on which the
pension liability of £386m (2004 : £472m) was based were at 31 December 2005 for all schemes. The European
schemes accounted for £217m (2004 : £349m) of the total pension liability and £169m (2004 : £123m) related to
the Canadian scheme. The Group expects to contribute £46m to its defined benefit pension schemes in 2006
and the Company expects to contribute £43m.

In Canada certain of the scheme plans provide employees with post retirement medical benefits. A one
percentage point increase or decrease in the assumed medical cost trend rates on the accumulated post-
employment benefit obligation for medical cost is £3m (2004 : £2m) and £2m (2004 : £2m) respectively.

(a) Analysis of amounts recognised in the Income Statement

The amounts recognised in the Group Income Statement for defined contribution and defined benefit schemes
are as follows:

Group
Notes 12 months to  13.5 months to
31 December 31 December
2005 2004
£m £m
Current service cost (61) {72)
Interest cost on benefit obligation (68) (68)
Expected return on plan assets 63 51
Past service cost - (11)
Gains on curtailment - 15
Expense recognised in the Income Statement 5 {66} {89)
(b) The reconciliation of actuarial gains and losses:
Group

12 months to  13.5 months to
31 December 31 December

2005 2004
£m £m
Actual return less expected retum on plan assets 137 23
Experience gains arising on schemes’ liabilities 15 g
Changes in assumptions underlying schemes’ liabilities {130) (74)
Actuarial gains/{losses) in the Statement of Recognised Income and Expenses 22 {42)
86
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26. Pension and other post retirement benefit provisions (continued)

{c) Analysis of amounts recognised in the Balance Sheet

The amounts recognised in the Balance Sheet of the Group are as follows:

Group
2005 2004
£m £m
Europe Canada Total Europe Canada Total
Present value of funded cbligation (1,265} (126} (1,391) (1,082) {90) {1,172)
Fair value of plan assets 1,051 - 1,051 735 - 735
Present value of unfunded obligations {3 {43} {46} (2) {33) {35)
Net liability on the Balance Sheet {217) {169) (3886) (348) (123) {472)

- The definition of plan assets excludes non-transferable financial instruments issued by the reporting entity.

Investments that do not meet the definition of plan assets are not deducted from the defined benefit pension
scheme obligation. In 2005 certain of these non-transferable financial instruments relating to the Europe scheme
were amended to enable transferability. The remaining excluded assets relate to the Canadian schemae,

The present value of the defined benefit obligation including all assets backing the scheme is as follows:

Group
2005 2004
£m £m
Defined benefit pension deficit recognised on the Balance Sheet {386) (472}
Investment by pension scherne in non-transferable financial instruments 111 181
Present value of the defined benefit obligation less the fair value of gross scheme assets {275) {291}
The amounts recognised in the Balance Sheet of the Company are as follows:
Company
2005 2004
. £m £m
Europe Canada Total Europe Canada Total
Present value of funded cbligation {1,265) - (1,265) {1,081) - (1,081)
Fair value of plan assets 1,051 - 1,051 735 - 735
Present value of unfunded obligations (2) - (2) (2) - {2)
Net liability on the Balance Sheet (218) - (216) (348) - {348)
(d) Defined benefit obligation
The movement in the present value of defined benefit obligation is as follows:
Group Company
2005 2004 2005 2004
£m £m £m £m
Beginning of period 1,207 1,063 1,083 1,063
Exchange differences 18 (6) (1) (6)
Service cost 58 80 58 70
Interest cost 68 68 80 &7
Actuarial {gains) 115 65 93 &0
Gains on curtailments - (15) - {15)
Benefits paid (29) (48) (26) (37
Transfer on Canadian domestication - - - (119)
At 31 December 1,437 1,207 1,267 1,083
-~
87

STANDARD LIFE

L AR BN BN BN O BN BN B BN B B BN BN O N BN BN BN NN NN




26. Pension and other post retirement benefit provisions (continued)

{e) Plan assets

The changes in the fair value of plan assets are as follows:

Group Company

2005 2004 2005 2004

£m £m £m £m

Beginning of period 735 635 735 635
Recognition of plan assets 96 - 96 -
Expected return 63 51 63 51
Actuarial gaing 137 23 137 23
Contributions by employer 46 63 46 63
Benefits paid (26) {37) (26) {37)
At 31 December 1,051 735 1,051 735

The difference between the Group benefits paid disclosed in Table d and Table e is due to the exclusion of

Canadian assets in Table e.

In 2005 the Group entered into futures contracts in order to increase exposure to bonds and reduce exposure to

equities.

The distribution of the fair value of the plan assets at year-end is as follows:

Group
2005 2004
£m £m
Equities 871 628
Bonds 99 80
Other a1 27
1,051 735

The expected return on plan assets is based on market expectations at the beginning of the period for returns over
the entire life of the related benefit obligations. The actual return on plan assets during 2005 was £200m (2004 :

£74m).

(f) Principal assumptions

The ptincipal assumptions used in determining defined benefit pension obligations for the Group’s schemes are as

follows:

Group

12 months to
31 December
2005

13.5 months to
31 December
2004

Rate of increase in salaries
Rate of increase in pensions
Discount rate

Inflation assumption

2.85% - 4.00%
2.25% - 2.85%
4.80% - 5.25%
2.25% - 2.85%

4.50% - 5.00%
2.25% - 2.75%
5.50% - 6.00%
2.25% - 2.75%

Rate of return on plan assets 6.45% 7.45%
Mortality tables used for the UK defined benefit pension obligations:

Post-retirement - males PMAQZ PMAG2
Post-retirement - females PFAQ2 PFA92
Pre-retirement - males AM92 - 5 years AMBO2 - 5 years
Pre-retirement - females AF92 - 5 years AF92 - 5 years

The change in the assumption rate for the increase in salaries reflects management action regarding future

salary increases which impact the UK scheme.

-
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27. Deferred income
Group Company

2005 2004 2005 2004
£m £m £m £m
Beginning of period 234 232 221 220
Additions during the year 39 40 Ky 35
Released to the Income Statement as fee income (35} (38) {29) {34)
At 31 December 238 234 223 221

28. Customer accounts related to banking activities and deposits by banks

Group Company

2005 2004 2005 2004

£m £m £m £m

Cumrent/demand accounts 2,217 2,283 - -

Termn deposits 2,040 2,000 - -

Deposits by banks B77 864 - -
Total customer accounts related to banking activities and

deposits by banks 5134 5,147 - -

Current/demand accounts are subject to variable interest rates. Term deposits are subject to fixed interest rates.
The carrying amounts disclosed above reasonably approximate the fair values as at the year-end.

Interest rates on current/demand accounts ranged between 3.40% and 5.95% and those on term deposits ranged
between 3.75% and 5.35%.

All amounts are expected to be settled within 12 months.

29. Other liabilities

Group Company
2005 2004 2005 2004
£m £m £m £m
Insurance business:
Amounts payable on direct insurance business 452 451 408 411
Deposits received from reinsurers 54 47 37 25
Amounts payable on reinsurance contracts 12 12 43 5
518 510 489 441
Investment securities:
Qutstanding purchases of investment securities 204 185 128 165
204 185 128 165
Other:
Due to related parties - - 87 84
Accruals 276 177 166 104
Provisions 18 5 10 4
Other 544 489 227 271
836 671 430 463
Total other liabilities 1,558 1,366 1,047 1,069

Provisions comprise obligations in respect of compensation, litigation, staff entitlements and reorganisation that
are uncertain as to the amount and timing of outflow. Additional provisions made during the year were £11m
(2004 : £3m} and £6m (2004 : £3m) for Group and Company respectively. The amount of other liabilities expected
to be settled greater than twelve months is £171m {2004 : £266m) and for the Company £84m (2004 : £176m).
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30. Net increase/(decrease) in operating assets and liabilities
Group Company
12 months to 13.5 months to 12 months to  13.5 months to
31 December 31 December 31 December 31 December
2005 2004 2005 2004
£m £m £m £m
(Increase)/decrease in operating assets:
Deferred acquisition costs (87) (448) (32) (424)
Investment in subsidiaries” - - {947) 1,649
Investment in associates™ {558) (2) (222) {281)
Investmant property (919) (1,455) (522) (1,084)
Reinsurance assets {50} (99) {29) (713}
Loans and receivables {108) (1,383) 237 124
Derivatives net assets/(liabilities) 21 (456) 40 (331)
Investment securities (12,857} {8.359) (10,818) (8,759)
Other debtors {79) 132 12 (26}
{14,637) {12,080) (12,281) (9,845)
Increase/{decrease) in operating liabilities:
Insurance contract liabilities 2,947 1,373 2,482 1,570
Investment contract fiabilities 11,634 8,180 10,832 7,694
Certificate of deposits, commercial paper and medium term notes 287 808 - -
Current, demand and term deposits and deposits by banks 13 6810 - -
Pension and other post retirement benefit provisions {28) 48 {46) 40
Deferred income 6 2 3 4
Customer accounts related to banking activities (26) (316) - -
Other liabilities 156 140 461 258
Change in liability for third party interest in consolidated funds 43 16 - -
15,032 10,961 13,732 8,566
Net (increase)/decrease in operating assets and liabilities 395 {1,119} 1,451 (279)

* Investment in Standard Life Investments (Globa! Liguidity Funds) PLC and certain unit trusts have been classified as
operating activities due to the nature of the underlying transactions.
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31. Risk management policies
{a) Governance framework

Standard Life's Group Risk Management Policy ensures that the risks taken in meeting the Group's corporate,
financial and regulatory abjectives are identified and managed in accordance with the approved risk framework.

The Group takes and manages risks to achieve its corporate, financial and regulatory objectives. The types of
risk inherent in the pursuit of these objectives and the extent of exposure to these risks form the Group risk
profile. The risk profile of the individual business units within the Group is similarly set by reference to its
objectives.

The Group manages risks through the group risk management framework, which allows for the identification,
assessment, control and monitoring of risks across the Group. The Group and each individual business unit
establish effective risk management systems and controls within the framework for the following high-level
categories of risk: insurance, credit, liquidity, market and operational.

The Board annually approves a separate Group Risk Policy for each category of risk specifying the procedures to
be taken across the Group to identify, assess, control and monitor the risk. The governing body of each
individual business unit also approves, as applicable, its own risk policies in line with the applicable Group Risk
Policy. Each Group Risk Policy sets out minimum standards to which each individual business unit should
adhere in constructing its own risk policies and procedures.

The Board delegates responsibility for the implementation of the day-to-day process to manage risk across the
Group, to the Group Chief Executive. The Group Chief Executive is supported in this role by the Group Executive
Committee and assisted by the Group Technical Risk Committee and the Group Operational Risk Committes.
These committees are constituted with formal terms of reference.

The Group has an established risk management function whose role is to support the Board, the Group Chief
Executive and the risk committees in meeting their risk management responsibilities. This centralised function is
headed by the Director, Group Risk & Compliance, who reports directly to the Group Finance Director and is the
FSA Approved Person charged with reporting to the Board on setting and controlling risk exposure across the
Group.

A consolidated Board report is prepared on a quarterly basis summarising the information reported to the Group
Risk Management Committees. The report comprises detailed sections on;
. Business Unit Risk Profiles;

. Strategic Risks;

. Group-wide Project Risks;
. Operational Risks;

. Technica! Risks.

(b) Insurance risk

Insurance risk arises from the inherent uncertainties as to the occurrence, amount and timing of insurance
liabilities. I is the risk of adverse deviations from the cash flows assumed when pricing or reserving for
insurance contracts.

Sensitivity to the main assumptions underlying insurance risk e.g. mortality, longevity, persistency and expenses,
can be seen in Note 22.

The Group sets the acceptable level of insurance risk through the Group Insurance Risk Policy.

The main features of the policy are:

. Insurance risk is only incurred in the pursuit of the Group's corporate and financial objectives, in
particular to grow the business subject to maintaining adequate financia! strength

. The writing of business only on approved rates, which have regard to experience of significant factors
such as expenses, persistency, mortality and morbidity

. The use of reinsurance

. The monitoring of the adequacy of reserves to cover insurance liabilities

. Regular monitoring of the overall capital of the Group and of the appropriate individual business units.

insurance risk is only undertaken within the permitted activities of each business unit.

1
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31. Risk management policies (continued)

{b) Insurance risk (continued)
Each business unit defines the classes and characteristics of insurance business that it is prepared to accept.

insurance liabilities are assessed in accordance with the Group's obligation to treat custormers fairly. Where
policy benefits are subject to discretion, the valuation of liabilities and pricing of policies will reflect any restriction
on that discretion arising from published documents such as The Principles and Practices of Financial
Management.

New business is written in accordance with approved pricing assumptions. Underwriting criteria is defined and
aligned to the approved pricing assumptions and to the identification of aggregations of risk with the policyholder.

Every product open to new business is reviewed annually to confirm, or otherwise, that pricing assumptions
remain appropriate.

The approach to the use of reinsurance or other means of risk transfer is defined.

Claim values and reinsurance reclaims are calculated using rigorously tested systems and well-documented
procedures. Controls over the claims process to mitigate invalid claims and claim payment errors, including
reinsurance recoveries, is considered under the Group Operational Risk Policy. Inefficiencies in the settlement
of claims is reflected in the periodic, but at least annual, analyses of expenses and claims.

Each business unit must ensure that relevant stress testing is carried out to help ensure that only acceptable
levels of insurance risk are undertaken.

The Group's concentration of insurance risk, measured by insurance liabilities, before and after reinsurance by
territory in retation to the type of insurance contract is as follows:

Group
Life & Healthcare Total Life & Healthcare Total
Pensions & General Pensions & General
insurance Insurance
2005 2005 2005 2004 2004 2004
£m £m £m £m £m £m
United Kingdom
Gross liabifities 32,115 153 32,268 30,277 163 30,440
Net liabilities 31,811 131 31,942 30,036 146 30,182
Canada
Gross liabilities 5,987 - 5,987 4,640 - 4,640
et liabilities 5,560 - 5,560 4,307 - 4,307
International
Gross liabilities 2,473 63 2,536 1,961 7 2,038
Net liabilities 2,471 39 2,510 1,951 61 2,012
Total gross liabilities 40,575 216 40,71 36,878 240 37,118
Total net liabilities 39,842 170 40,012 36,294 207 36,501

The Company’s concentration of insurance liabilities is similar to that of the Group, with a significant
concentration of insurance risk in the United Kingdom.

Where an embedded derivative is an insurance contract in its own right or is closely related to the host insurance
contract then separation is not required and the whole contract is treated as an insurance contract. At the year-
end all embedded derivatives were either insurance contracts in their own right or were closely related to the host
insurance contract and did not require separation.
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31. Risk management policies (continued)
{c) Credit risk

Credit risk is the risk incurred whenever the Group or individual business units are exposed to loss if a
counterparty fails to perform its contractual obligations, including failure to perform those obligations in a timely
manner. The Group sets the acceptable level of credit risk through the Group Credit Risk Policy.

The overriding prudential requirement of the policy, which covers all assets beneficially owned by the Group
excluding assets held in respect of linked liabilities, is that all assets are of sufficient quality and are sufficiently
well diversified to represent appropriate backing for its liabilities, capital and reserves. The policy also requires
compliance with all applicable legislation and regulation and sets further limits under specific types of financial
instruments, as summarised below.

Cash and cash equivalents

Maximum exposure limits are set with reference to long-term credit ratings issued by Standard & Poor's and
Moody's.

Derivative financial assets

Maximum exposure limits, net of collateral, are set with reference to long-term credit ratings issued by Standard
& Poor's and Moody's. The forms of collateral that may be accepted are also specified and minimum transfer
amounts in respect of margin deposits are also set by reference to the counterparty's rating.

Debt securities

Maximum exposure limits are set on the proportions of the total portfolio of debt securities, excluding those
secured on specific assets, which may be placed with counterparties rated beiow certain agreed long-term
ratings levels.

Loans and receivables

Portfolio limits are set by the individual business units. These limits specify the propartion of the vaiue of the total
portfolio of mortgage loans and mortgage bonds that are represented by a single or group of related
counterparties, geographic area, employment status, economic sector, risk rating and loan to value percentage.

Reinsurance assets

The Group's policy is to place reinsurance only with highly rated counterparties. The credit ratings are assessed
on an ongoing basis. Furthermore, the policy restricts the Group from assuming concentrations of risk with few
individual reinsurers by specifying certain limits on ceding and the minimum conditions for acceptance and
reténtion of reinsurers,

Other financial instruments

Property leases are entered into only after an assessment of the prospective tenant's ability to pay the rent. The
credit quality of the portfolio is monitared on an ongoing basis.

All intermediaries must meet minimum requiremenis defined by the business units. Standard terms of business
permit commission due to intermediaries to be netted off against amounts to be reclaimed.

Credit risk in respect of customer balances, incurred on non-payment of premiums or contributions will only
persist during the grace period specified in the policy document or trust deed, on the expiry of which the policy is
either paid-up or terminated.

Credit risk in respect of loans issued to holders of long-term business policies is mitigated by holding the policy
as security against the loan.
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31. Risk management policies {continued)
(c) Credit risk {continued)
Master netting arrangements

The Group has entered into a number of master netting arrangements with counterparties with which it transacts
significant volumes of transactions. Such arrangements do not generally result in the offset of Balance Sheet
liabilities against Balance Sheet assets as transactions are usually settled on a gross basis. However, the credit
risk associated with such balances is reduced in the event of default when assets held under the arrangement
are realised and balances settled on a net basis.

The extent to which the Group’s overall exposure to credit risk is reduced through a master netting arrangement
may change substantially within a short peried following the Balance Sheet date because the exposure is
affected by each transaction subject to the arrangement.

Credit ratings

The following tables provide information regarding the credit risk exposure of the Group at 31 December 2005, by
classifying the following financial assets, excluding those backing unit linked business, according to credit ratings
of the counterparties. AAA is the highest possible rating. Rated financial assets that fall outside the range of
AAA to BBB are classified as Below BBB.

31 December 2005 , Group
Credit rating Not rated Total
AAA AA A BBB Below BEB
£m £m £m £m £m £m £m
Reinsurance assets 210 265 180 - 11 113 779
Debt securities 25,277 3,604 5,426 1,334 124 1,536 37,301
Derivative financiat assets - 223 23 - - - 246
Cash and cash aquivalents 697 2,666 300 1 - - 3,664
Off-balance sheet financial assets”™ - - - - - 2,299 2,299
31 December 2004 ____Group
Credit rating Not rated Total
AAA AA A BBB Below BBB
£m £m £m £m £m £m £m
Reinsurance assets 183 213 144 - 10 67 817
Debt securities 22177 2,798 4,610 1,420 89 1,421 32,524
Derivative financial assets - 204 17 - - 1 222
Cash and cash equivalents 519 1,316 314 4 - - 2,153
Off-balance sheet financial assets” - - - - - 2,311 2,311

* Mortgage lending commitments.

The Company has a similar risk profile to that of the Group, with a significant concentration of AAA debt
securities.

For reinsurance assets, in the above tables, where a rating does not exist for a counterparty’s subsidiary
company then the rating of that subsidiary’s parent company has been used.

At 31 December 2005, credit risk is primarily concentrated in the United Kingdom within the Government and
Financial Services Industry sectors. Counterparty risk is monitored in accordance with the Group Credit Risk
Policy.

Included in the Investments in associates and joint ventures (Note 11) is the Group's investment in the Standard
Life Investments (Global Liquidity Funds) PLC, which is accounted for at fair value through the profit and loss in
accordance with IAS 38. This fund is rated as AAA.

Assets amounting to £7,317m (2004 : £5,733m) backing unit finked business have been exciuded from these
tables as the credit risk on such financial assets is borne by the policyholders.
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31. Risk management policies (continued)
(d} Liquidity or funding risk

Liquidity risk is the risk that the Group or individual business units, although solvent, do not have sufficient
financial resources available to meet their obligations as they fall due, or can secure them only at excessive cost.

The Group sets the acceptable level of liquidity risk through the Group Liquidity Risk Policy. The methods used
toc manage liquidity risk include:

. Limits on the velume of financial assets held which are both not quoted and not regularly
traded on a recognised exchange
. Committed third party funding facilities
. Establishing contingency funding plans to ensure adequate liquid financial resources are in place to

meet obligations as they fall due in the event of reasonably foreseeable abnormal circumstances.

The central Group Treasury function has responsibility for mitigating liquidity, interest rate and foreign exchange
risks across the Group and for arranging external financing.

{e) Market risk

Market risk is the risk that as a result of market movements the Group or individual business units may be
exposed to fluctuations in the value of its assets, the amount of its liabilities or the income from its assets.
Sources of general market risk include movements in interest rates, equities and foreign exchange rates.

Sensitivity to market risk can be seen in Note 22.
The Group sets the acceptable level of market risk through the Group Market Risk Policy.

The main features of the policy are;

. Market risk is only incurred in the pursuit of the Group's corporate and financial objectives, in particular,
its investment objectives

Asset allocation and portfolio limit structures are established for each asset class

Adequately diversified benchmarks set and approved

Control over derivatives and hedging activities

Aggregate exposure limits that are in line with the regulatory requirements.

Asset Liability Matching

Each quarter, an analysis is carried out to quantify the market risk that the Group is exposed to. The sensitivity
of the published statutory surplus to changes in market conditions is analysed, and consideration is given as to
whether the current investment strategy remains appropriate. Where necessary, changes to the current
investment strategy are recommended to the Board.

A market risk and investment strategy paper is prepared and presented to the Board each quarter setting out the
results of the above analysis and any recommendations to be made.

The market risk paper examines market changes that are considered to be significant, but reasonably
foreseeable, rather than worst-case scenarios. Worst-case scenarios, defined as scenarios that have a 1 in 200
year chance of occurring over a one-year period, are considered as part of the process to produce the
Company’s Individual Capital Assessment.

In addition, the financial position of the Group, Including exposure to changes in market conditions, is monitored
on an ongoing basis.

Use of derivatives

Derivative instruments are employed by the Group to not only match the liabilities but also for efficient portfolio
management in reducing market risk and currency risk. Such derivatives are either listed on regulated markets
or are with approved counterparties. At inception, the Group documents the purpose of the derivative instrument.
For derivatives whose purpose it is to hedge existing risk, this documentation includes the identification of the
hedged item and the risk being mitigated. During the life of the derivative instrument, the purpose the instrument
fulfils and its continued relevance is monitored. For derivatives whose purpose is to hedge existing risk, this
monitoring includes an assessment of the effectiveness of the risk mitigation. Further information on derivative
financial instruments can be found in Note 16.
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31. Risk management policies {continued)
{e) Market risk (continued)

Currency risk

The Group’s financial assets are primarily denominated in the same currencies as its insurance and investment
liabilities, which mitigate the foreign currency exchange rate risk for the overseas operations. Thus the main
foreign exchange risk arises from recognised assets and liabilities denominated in cutrencies other than those in
which insurance and investment liabilittes are expected to be settled, and net investment in foreign operations
when these are incorporated in the consolidated financial statements of the Group.

The Group’s market risk policy specifies that no more than 25% of the total assets and Ioéns representing local
currency liabilities or capital and reserves will be denominated in currencies other than the local currency. This
policy does not apply to unit linked contracts where the currency risk is borme by the policyholder.

The tables helow summarises the Group’s exposure to foreign currency exchange rate risks at 31 December
2005 and 2004 by categorising the carrying value of assets and liabilities by major currencies. Within other are a
wide range of other currencies due to the Group's investment strategy. These are stated after excluding
exposures related to unit linked business.

2005
Group
GBP Eure CAD Other Total
£m £m £m £m £m
Loans and receivables 10,734 1 1,638 2 12,375
Investment securities
Equity securities and interests in pooled investment funds 11,847 2,835 433 5,025 20,140
Debt securities 29,401 2,435 4,924 541 37,301
Other financial assets 4,135 305 406 146 4,992
Non-financial assets 009 1,364 551 1,081 3,905
Total assets excluding unit linked assets 57,026 6,940 7,952 6,795 78,713
Unit linked assets 41,6547
Total Group assets 120,260
Minority interest 229 111 - - 340
Subordinated liabilities 1,091 787 - - 1,878
Mon-participating contract liabilities
Nen-participating insurance contracts 13,772 410 4,464 26 18,672
Noen-participating investment contracts 244 5 2,175 2 2,426
Participating contract liabilities
Participating insurance contracts 17,056 2,101 476 - 19,633
Participating investment contracts 16,812 1,258 6 - 18,076
Present value of future results on non-participating contracts {1,505) (23) - - (1,528)
Net assets attributable to unit holders 279 - 79 - 358
Other financial liabilities 9,186 1,782 291 1,476 12,735
Non-financia! liabilities 1,008 113 173 2 1,206
Total liabilities excluding unit linked liabilities and
unallocated divisible surplus 58,172 6,544 7,664 1,506 73,886
Unit linked liabilitias 41,547
Unallocated divisible surplus 4,827
Total Group liabilities and minority interest 120,260
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31. Risk management policies (continued)
{e) Market risk (continued)

Currency risk (continued)

2004
Group
GBP Euro CAD Other Total
£m £m £m £m £fm
Loans and receivables 10,350 3 1,565 - 11,846
Investment securities
Equity securities and interests in pooled investment funds 10,479 2,018 288 5,085 17.870
Debt securities 26,024 2,476 3,773 251 32,524
Other financial assets 2,556 316 455 150 3.477
Non-financial assets 2,363 1,590 1,024 190 5,167
Total assets excluding unit linked assets 51,772 6,431 7,105 5,676 70,984
Unit linked assets 31,030
Total Group assets 102,014
Minority interest 145 105 - - 250
Subordinated liabilities 804 796 - - 1,600
Non-participating contract liabilities
Non-participating insurance contracis 12,827 415 3,545 9 16,896
Non-participating investment contracts 275 4 2,010 - 2,289
Participating contract liabilities
Participating insurance contracts 16,322 1,601 3N - 18,264
Participating investment contracts 14,906 1,029 3 - 15,929
Present value of future results on non-participating contracts (995) (46) - - (1,041)
Other financial liabilities 8,419 1,836 203 1,338 11,796
Net assets attributable to unit holders 31 - 46 - 77
Non-financial liabilities 949 157 140 - 1,246
Total liabilities excluding unit linked liabilities and
unallocated divisible surplus 53,783 5,888 6,288 1,347 67,306
Unit linked liabilities 31,030
Unallocated divisible surplus 3,678
Total Group liabilities and minority interest 102,014

Financial assets and liabilities exclude items falling ocutside the disclosure requirements of the relevant IFRS
standard. ltems such as investments in associates and reinsurance assets are included in non-financial assets.

The unallocated divisible surplus by nature is not attributed to currency categories.
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31. Risk management policies (continued)
{e) Market risk {continued}

interest rate risk
Interest rate risk refers to the potential variability in the Group's financial condition as a result of changes in interest rates.

Assets backing the fixed term insurance and investment liabilities may include those without fixed terms like equities and property,
included in N/A, as well as fixed term assets.

Liabilities without fixed terms such as most annuity business, may be backed by assets with fixed terms.

The following table sets out the time to contractual maturity or repricing date, whichever is the earliest, for the Group's assets and
liabilities exposed to interest rate risk:

31 December 2005 Group
Term to maturity/repricing
Within 1-5 5-10 10-15 15-20 >20 No fixed N/A Total
1 year years years years years years tarm
£m £m £m £m £m £m £m £m £m
Assets:
Financial assets:
Fair value interest rate risk 3,831 13,423 10,554 4,476 29415 6,677 1,117 - 42,993
Cash flow interest rate risk 9,407 52 15 - 349 566 124 - 10,513
Non-interest bearing financial instruments - - - - - - - 21,302 21,302
Nen-financial assets - - - - - - - 3,805 3,905
Total assets excluding unit linked assets 13,238 13,475 10,569 4,476 3,264 7,243 1,241 25,207 78,713
Unit linked assets 41,547
Total Group assets 120,260
Minority interest - - - - - - - 340 340
Liabilities:
Insurance and investment contract liabilities:
Fair value interest rate risk:
Insurance contracts 1,323 4,885 6,543 2,353 712 1,071 21,392 26 38,305
Investment contracts 1,626 4,949 3,774 3,017 2,813 4,247 76 - 20,502
Present value of future results on non-
participating contracts - - - - - - - (1,528) (1,528)
Unallocated divisible surplus - - - - - - - 4,827 4,827
Other financial liabilities:
Fair value interest rate risk 11 88 347 - 3 - 4 9 462
Cash flow interest rate risk 11,229 73 758 300 - 489 - 66 12,915
Neat assets attributable to unit holders - - - - - - - 358 358
Non-interest bearing financial instruments - - - - - - - 1,236 1,236
Non-financial liabilities - - - - - - - 1,296 1,286
Total liabilities excluding unit linked
liabilities 14,189 9,995 11,422 5,670 3,528 5,807 21,472 6,630 78,713
Unit linked liabilities 41,547
Total Group liabilities and minority
interast 120,260
Total assets less liabilities and minority
interest {951) 3,480 {853) (1,194) (264) 1,436  (20,231) 18,577 -
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31.  Risk management policies {continued)

{e) Market risk {continued}

Interest rate risk (continued)

31 December 2004

Group

Term to maturity/repricing

Within 1-5 5-10 10-15 15-20 >20 No fixed N/A Total
1 year years years years years years term
£m £m £m £m £m £m £m £m £m
Assels:
Financial assets:
Fair value interest rate risk 2,134 11,691 6,774 5,053 3,810 5,235 914 - 35,611
Cash flow interest rate risk 8,960 112 14 - 390 499 166 - 11,141
MNon-interest bearing financial instruments - - - B - - - 19,065 19,065
Non-financial assets - - - - - - - 5,167 5,167
Total assets excluding unit linked assets 12,094 11,803 6,788 5,053 4,200 5734 1,080 24,232 70,984
Unit linked assets 31,030
Total Group assets 102,014
Minority interest - - - - - - - 250 250
Liabilities:
Insurance and investment contract
liabilities:
Fair value interest rate risk:
Insurance contracts 975 3,978 5612 2,226 803 1,048 20,116 404 35,160
Investment contracts 1,142 4,084 3,941 3,107 2,321 3,314 356 (47) 18,218
Unallocated divisible surplus - - - - - - - 3,678 3,678
Present value of future profits on non-
participating contracts - - - - - - - {1,041) (1,041)
Other financial Habilities:
Fair value interest rate risk - 31 89 - 3 n 4 - 126
Cash flow interest rate risk 10,798 &1 788 300 - 489 - 62 12,498
Net assets attributable to unit holders - - - - - - - 77 77
Non-interest bearing financial instruments - - - - - - - 772 772
Non-financial liahilities - - - - - - - 1,246 1,246
Total liabilities excluding unit linked
liabilities 12,915 8,154 10,430 5,633 3,127 4,848 20,476 5,401 70,984
Unit linked liabilities 31,030
Total Group liabilities and minority
interest 102,014
Total assets less liabilities and minority
interest {821} 3,649 (3,642) (580) 1,073 886 (19,396) 18,831 -

The interest rate risk profile of the Company is simitar to that of the Group.

Included in non-financial assets is the Group's investment in the Standard Life Investment (Global Liquidity Funds) PLC, which is
accounted for at fair value through the profit and loss in accordance with IAS 39. This investment, disclosed in Note 11 —
investments in associates and joint ventures, will expose the Group to both fair value and cash flow interest risk as the underlying
investments within the fund are a mixture of fixed and floating rate cash investments.
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31. Risk management policies (continued)
(e) Market risk (continued)

Interest rate risk (continued)

Financial assets subject to interest rate risk include debt securities, loans and receivables and derivative financial
instruments. Non-interest bearing financial instruments include equity securities. [nsurance and investment
contract liabilities exposed to interest rate risk comprise with and without participating non-unit linked liabilities.
Other financia! liabilities subject to interest rate risk inciude bank customer accounts, derivative financial
instruments, subordinated liabilities and borrowings.

Financial instruments classified as exposed to fair value interest rate risk are those with a fixed rate of interest.
Financial instruments classified as exposed to cash flow interest rate risk are those with a floating interest rate,
which is reset as market rates change. For those contracts where part of the liability is exposed to fair value
interest rate risk then the whole contract is considered to be exposed to fair value interest rate risk.

The Group is also exposed to interest rate risk as a result of off-balance sheet credit commitments and
guarantees as detailed in Note 32. Under such arrangements, the Group is contractually obliged to extend
financing facilities to such counterparties at agreed terms and conditions. Such commitiments are subject to
counterparties continuing to satisfy certain conditions and are normally renewed on an annual basis.

The Group's range for weighted average effective interest rates is shown for selected assets and liabilities valued
at amortised cost. These weighted averages represent the weighted average interest rates across all currencies
in which the Group's business is conducted. The applicable rates are as follows:

Group
2005 2004
% %
Assets
Mortgage loans 6.04 6.73
Loans secured on policies 591 86.37
Loans secured by mortgages subject to securitisation 5.76 6.55
Held to maturity debt securities 7.33 7.79
Cash and cash equivalents 4.44 449
Group

2005 2004
ﬂb n/°

Liabilities
Customer accounts related to banking activities 4.1 4.28
Borrowings 418 458
Subordinated liabilities 6.51 6.57
Investment contracts at amortised cost: 541 5.45
Annuities 7.77 8.18
Term deposits 3.94 4.18
Guaranteed bonds 3.78 3.72

Unit linked contracts

For unit finked contracts, the unit prices (i.e. obligation to the policyholders) are based on fair values of
investments and other assets within the portfolio. Therefore, there is no interest rate risk for these contracts.
However, the Group's exposure to such contracts is the risk of volatility in asset management fees due to the
impact of interest rate and market price movements on the fair value of assets held in the linked funds, on which
asset management fees are based.

Within this category of contracts there are insurance contracts with guaranteed minimum death benefits that
expose the Group lo the risk of a reduction in the value of underlying investments as a result of changes in
interest rates.

All such contracts have embedded surrender options and unit linked features. These derivatives vary in
response o the change in financial variables (such as market interest rates). The Group is therefore required to
separate and fair value these derivatives when the instrument is not designated to be measured at fair value
through income and the embedded derivatives are not closely related to the host contract. At year-end, all
embedded derivatives within these liabilities were closely related to the host contract and did not require
separation.
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31. Risk management policies (continued)

{f Operationat risk

Operational risk is defined as the risk of loss, or adverse consequences for the business, resulting from
inadequate or failed internal processes, people and systems, or from external events.

The Group sets an acceptable level of operational risk through the Group Operational Risk Policy. The Policy
also requires compliance with applicable legislation and regulations.

The types of operational risk the Group is exposed to are identified using the following operational risk
categories: fraud or irregularities; regulatory or legal; customer treatment; business interruption; supplier failure;
planning; process execution; and people. Activities undertaken to ensure the practical operation of contrals over
financial risks {i.e. market, credit, liquidity and insurance risk) are treated as an operationat risk.

A strategy to control the operational risk exposures identified is based on a combination of one or alt of the
following: modify operations such that there is no exposure to the risk; accept exposure to the risk and choose
not to control the risk; or accept exposure to the risk and control the exposure by risk transfer or risk treatment.

The level of control and nature of the controls implemented is based on, amongst other things the:

Potential cause and impact of the risk

Likelihood of the risk happening in the absence of any controls

Ease with which the risk could be insured against

Cost of implementing controls to reduce the likelihcod of the risk occurring
Operational risk appetite.

Existing or newly implemented controls are identified, including key controls, documented and their performance
subject to self-assessment by business managers at least quarterly. A conclusion as to the adequacy of these
controls is documented and subject to ongoing self-assessment by business managers.

The assessment of operational risk exposures is performed on a quantitative and qualitative basis using a
combination of likelihood and customer, financial and reputational impact. As part of the development of their
business plan each Group company ensures that relevant stress testing is carried out, at least annually, to help
identify the exposure to operational risk.

The operational risks faced by each Group company and its exposure to these risks forms its operational risk
profile. Each Group company is required to understand and review its profile by monitoring its key operational
risk exposures, compliance with approved thresholds, ioss experience and the results of control self-assessment.

The impact of a new product, a significant change, or any one-off transaction on the operational risk profile of
each Group company is assessed and managed in accordance with established guidelines or standards.
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32. Contingencies
{(a) Legal proceedings and regulations

The Group and Company like other insurers are subject to legal proceeding in the normal course of business.
While it is not practicable to forecast or determine the final results of all pending or threatened legal proceedings,
management does not believe that such proceedings (including litigations) will have a material effect on the
results and financial position of the Group and Company.

The Group and Company are subject to insurance solvency regulations in all the territories in which they issue
insurance and investment contracts, and they have complied with all the local sclvency regulations. There are
no contingencies associated with the Group or Company's compliance or lack of compliance with these
regulations.

{b) Guarantees

Subordinated guaranteed bonds were issued by SL Finance PLC, a wholly owned subsidiary of the Company,
and are the subject of a subordinated guarantee from the Company {refer to Note 25). Under the terms of the
financial guarantee, the payment and interest in respect of the bonds has been irrevocably and unconditionally
guaranteed by the Company.

A Group subsidiary, Standard Life Bank Limited has guaranteed the liabilities of its subsidiary undertaking,
Standard Life Funding B.V,, in connection with the subsidiary undertakings issuance of commercial paper and
mediurmn term notes. The guarantee is in respect of notes issued and is for a maximum of US $2bn (2004 : US
$2bn) and €4bn (2004 : €4bn) in relation to the US commercial paper and Eurc commercial paper programmes
respectively, and €4bn (2004 : €4bn) on respect of the medium term note programme.

{c) Warranties

The Company has potential obligations in relation to certain warranties given in connection with the disposal of a
book of business during the 2005 financial year. The Company's total liability in respect of all relevant claims
under these warranties is limited to a total of €30m and extends to a maximum period of 30 months from 30
September 2005. The likelihood of payments being made under these warranties is considered to be Jow.

(d) Joint ventures and associates

The Group has entered into agreements to share in the assets and liabilities of joint venture and associate
investments. The directors do not anticipate any material losses from such investments, and the operations of
such investments are not material in relation to the operations of the Group.

The Group’s share of contingent liabilities of the joint ventures and associates is not significant in relation to the
operations of the Group.
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33. Commitments
(a) Capital commitments

The Group's capital commitments as at the year-end are;

Group Company
2005 2004 2005 2004
£m £m £m £m
Authorised and contracted for but not provided and incurred:
Investment properties 284 419 128 38
Property and equipment 55 74 54 74
Total capital commitments 319 485 182 110

£249m (2004 : £386m) and £15m (2004 : £1m) relates to the contractual obligations to purchase, construct, or
develop investment property and repair, maintain, or enhance investment property, respectively.
(b) Off-balance sheet financial instruments

The following indicates the contractual amounts of the Group’s off-balance sheet financial instruments that
commit it to customers and third parties, as at the year-end:

Group Company
2005 2004 2005 2004
£m £m £m £m
Guarantees and letters of credit 8 8 - -
Commitments to extend credit; maturity one year or less 2,299 2,311 - -
Qther commitments 505 390 357 482
Total off-balance sheet financial instruments 2,812 2,709 357 482

Included in 'Other commitments’ is £296m {2004 : £192m) committed by certain of the Group’s subsidiaries
which are not fully owned by the Group. These commitments are funded through (contractually agreed}
additional investments in the subsidiary by the Group and the minority interests. The levels of funding are not
necessarily in line with the relevant percentage holdings.

{c) Operating lease commitments

The Group has entered into commercial non-cancellable leases aon certain property and equipment. Such leases
have varying terms, escalation clauses and renewal rights.

The future aggregate minimum lease payments under non-canceliable operating leases are:

Group Company
2005 2004 2005 2004
£m £m £m £m
Less than one year 9 8 1 8
Between one and five years 15 22 2 21
More than five years 6 7 6 7
Total operating lease commitments 30 7 9 36

(d) Other commitments

On 20 September 2005 Standard Life Healthcare (SLH) announced that it was purchasing the private medical
insurance business of FirstAssist. As at 31 December 2005 the Group was committed to this purchase, however
the purchase was still subject to a Part VIl transfer, under the Financial Services and Markets Act 2000, as well
as High Court approval.
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34. Related party transactions

(a) Transactions with and balances due from/to related parties

In the normal course of business, the Group enters into transactions with related parties that relate to insurance,
banking and investment management business. Such related party transactions are at arms length.

Details of significant transactions with related parties during the year are as follows:

Group

12 months to 13.5 months to
31 December 31 December

2005 2004
£m £m
Sales to:
Associates 5,478 5,318
Joint ventures and other related parties 53 21
Total sales 5,531 5,339
Purchases from:
Assoclates 6,037 5,376
Joint ventures and other related parties 51 63
Total purchases 6,088 5,439

Transactions shown above relate primarily to the sale and purchase of holdings in a unit trust, Standard Life
Investments (Global Liquidity Funds) PLC, which is an associate of the Group.

At the year-end £241m (2004 : £191m) was due from reflated parties, primarily relating {o the Group’s defined
benefit pension scheme.

(b} Compensation of key management personnel

Key management personnel, comprising 21 people {2004 : 22 people) of the Group, include all directors, both
executive and non-executive and the direct reports of the Chief Executive Officer. Detailed disclosures of directors’
remuneration for the year and transactions in which the directors are interested are contained within the audited
section of the Remuneration Committee Report on pages 13 to 20.

Compensation of key management personne! is:

Group
12 months to 13.5 months to
31 Decamber 31 December

2005 2004

£m £m

Salaries and other short-term employee benefits 9 5
Post-employment benefits 5 5
Other : 1 2
Total compensation of key management personnel 15 12

The 12-menth equivalent figure for total compensation in 2004 is £11m.

(c) Transactions with and balances due from/to key management personnel

All fransactions between the key management and the Group during the year are on commercial terms which are
equivalent to those available to all employees of the Group.

The detailed disclosures of transactions with directors during the year and year-end balances arising from such
trangactions are contained within the audited section of the Remuneration Committee Report on pages 13 to 20.

During the period to 31 December 2005 key management personnel contributed £6.3m (2004 : £0.8m) to products
sold by the Group. This primarily relates to investments in SIPP products with the transfer of funds from an
external provider.

At 31 December 2005 key management personnel had outstanding loans of £39,592 (2004 : £75,857).
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34, Related party transactions {continued)

(d}) Company’s related party transactions and balances

Transactions between the Company and its subsidiaries have been eliminated on consolidation. However, for
presentation within the Company's separate financial statements, the following are details of significant
transactions with related parties (including subsidiaries) during the year:

Such related party transactions are at arms length.

Company
12 months to 13.5 months to

31 December

31 December

2005 2004
£m £m
Sales to:

Subsidiaries - Insurance contracts - 17
Subsidiaries 1,291 2615
Associates, joint ventures and other related parties 4,719 4,278
Total sales 6,010 6,910

Purchases from:
Subsidiaries - Investment contracts 547 273
Subsidiaries - Insurance contracts 24 -
Subsidiaries 18,042 1,097
Associates, joint ventures and other related parties 4,975 4,664
Total purchases 23,588 6,034

Amounts shown under ‘Sales to: Subsidiaries' relate primarily to the disposal of and dividends received from
subsidiary unit trusts.
Amounts shown under ‘Purchases from: Subsidiaries’ relate primarily to the transfer of holdings in bonds and
property to unit trusts.

The year-end balances arising from transactions with related parties are as follows:
Company

12 months to 13.5 months to
31 December 31 December

2005 2004
£m £m
Due from related parties:
Subsidiaries 1,555 1,369
Other related parties 119 97
Total due from related parties 1,674 1,466
Due to related parties:
Subsidiaries 1,943 1,684
Total due to related parties 1,943 1,684

Amounts due to/from related parties include loans to/from subsidiaries, intercompany receivables/payables and
amounts due from the defined benefit pension scheme.

35. Events after the Balance Sheet date

There are no significant post Balance Sheet date events.

36. Restructuring and demutualisation expenses
Included within administration expenses are restructuring and demutualisation expenses of £84m (2004 : £75m).

The 2005 expenses were mainly incurred in association with work undertaken preparing for the demutualisation
and public listing of the Group in 2006 {£68m). A portion of the additional costs (£16m) relate to implementation of
the 2004 strategic review, in particular redundancy costs.

The 2004 expenses were incurred in relation to the repositioning of UK L&P, focusing on more profitable lines of
business. This resulted in expenditure of £45m, consisting mainly of redundancy and pension augmentation
payments, The remaining costs were incurred as part of the strategic review and related mainly to redundancy
costs, lease expiry costs and preliminary demutualisation costs.
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37. Collateral

Collateral is accepted from and provided to certain market counterparties to mitigate counterparty risk in the event
of default. The use of collateral in these circumstances is governed by formal bilateral agreements between the
parties. The amount of collateral required by either party is calculated daily based on the value of derivative
transactions in accordance with these agreements and collateral is moved on a daily basis to ensure there is full
coilaterafisation. Any collateral moved under the terms of these agreements is transferred outright. With regard to
either collateral pledged or accepted the Group may request the return of, or be required to return, collateral to
the extent it differs from that required under the daily margin calculations. Furthermore alternative collateral may
be provided if acceptable to both parties.

At the year-end, the Group had pledged £184m {2004 : £131m)}, of which the Company pledged £155m (2004 :
£92m), of cash as collateral for liabilities.

At the year-end, the Group had accepted £1,801m (2004 : £434m) of cash and £6,900m (2004 : £1,684m) of
securities as collateral of which the Company accepted £1,114m (2004 : £434m) of cash and £3,042m (2004 :
£1,548m)} of securities as collateral. Included within these amounts is collateral which has been accepted in
relation to stock lending. At year-end the Group had accepted £1,749m (2004 : £367m) of cash and £6,878m
{2004 : £1,681m) of securities in relation to stock lending. None of the above securities were sold or repledged
at the year-end.

Where there is an event of default under the terms of the agreements, any collateral balances will be included in
the close-out calculation of net counterparty exposure.

38. Fair value of financial assets and liabilities

The estimated carrying values and fair values of financial assets and liabilities are as follows:

Group Company
Notes 2005 2005 2005 2005
Carrying value  Fair value Carrying value Fair value
£m £m £m £m
Financial assets

Loans secured by mortgages 15 7,333 7.455 540 512
Loans secured by mortgages subject to securitisation 15 4,968 4,889 - -

Financial liabilities
Loan notes backing securitisations 24 4,025 4,041 - -
Subordinated guaranteed bonds 25 1,032 1,169 1,032 1,169
Subordinated notes 25 267 277 - -
Suberdinated member accounts 25 579 588 579 588

Group Company
Notes 2004 2004 2004 2004
Carrying value  Fairvalue Carrying value Fair value
£m £m £m £m
Financial assets

Loans secured by mortgages 15 7.886 7,979 634 604
Loans secured by mortgages subject to securitisation 15 3,945 3,910 - -

Financial liabilities
Loan notes backing securitisations 24 3,204 3,358 - -
Subordinated guaranteed bonds 25 1,047 1,154 1,047 1,154
Subordinated member accounts 25 553 578 553 578

The estimated fair values are calculated by discounting the expected future cash flows at current market rates.

It is not possible to reliably calculate the fair value of investment contract liabilities because any fair value
measurement would have to include a share of the unallocated divisible surplus. The assumptions and methods
used in the caiculation of these liabilities are set out in the accounting policies and Note 20. The carrying value of
investment contract liabilities at the 31 December 2005 was £59,005m (2004 : £46,526m),

The carrying value of all other financial assets and liabilities approximates their fair value.

>
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39. UK GAAP Restatement

On conversion from UK GAAP to IFRS a number of prior period errors, that in aggregate are considered material,
were identified. The impact of these items on the transfer to unallocated divisible surplus in 2004 was a
decrease of £170m. The total impact on the Balance Sheet and Income Statement is shown below.

The comparative amounts for certain line items have been restated to correct errors in the 2004 and 2003 UK
GAAP financial statements. The resuit of the restaternent is an increase to unaliocated divisible surplus of E17m
in 2004 and £194m in 2003 prior to conversion to IFRS. This includes a foreign exchange impact of £7m in
2004,

The comparative amaounts for deferred tax expense and deferred tax liability in 2004 have been restated fo
correct errors in the taxation calculations for the Canadian structured settfement business and technical
provisions. The tax effect of all corrections is a decrease in deferred tax assets of £133m and a decrease in
deferred tax liabilities of £71m.

The comparative amounts for Canadian insurance contract kabilities and change in insurance contracts liabilities
have been restated to correct an error in the calculation of reserves to reflect the UK GAAP value of Canadian
assets and the corresponding increase to insurance liabilities and to correct an eror of omission of certain
liabilities. The result of this restatement is a decrease in insurance contracts liabilities of £20m in 2003 and an
increase of £109m in 2004.

The comparative amounts as at December 2003 for investment contract liabilities have been reduced and the
unallocated divisible surplus increased by £188m to refiect errors in respect of processing issues in the liability
systems.

The effect of these restatements on the 2003 and 2004 financial statements is as follows:

Effect on 2004 Effect on 2003

£m £m
Income Statement*
Increase in change in insurance contract liabilities {125) -
Decrease in operating result before tax (125) -
Increase in income tax expense {45) -
Decrease in transfer to unallocated divisible surplus (170) -
Balance Sheet -
Decrease in deferred tax assets (133) -
(Increase)/decrease in deferred tax liabilities 71 (14)
{Increase)/decrease in insurance contract liabilities (109) 20
Decrease in investment contract liabilities 188 188
Increase in unallocated divisible surplus 17 194

* The restatement of the 2003 Income Statement is not required.
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40. Capital statement

The Financial Services Authority (FSA} requires all insurance companies to maintain Capital Resources (CR} in
excess of their Capitai Resources Requirement (CRR). Capital Resources comprise assets in excess of
liabilities, valued on a regulatory basis. Algo, certain items that are classified as liabilities in the Balance Sheet
such as subordinated guaranteed bonds and members’ accounts, are included as components of Capital
Resources. The Capital Resources Requirement represents the total of the Individual Capital Resources
Requirement (ICRR) of each regulated company in the Group.

The Company is a mutual organisation and is the principal insurance company in the Group. It's with profits fund
owns ali the subsidiaries of the Group. All busingss, including non-participating business, is written within this
fund. The Capital Resources of the regulated subsidiaries are included when calculating the Company's Capital
Resources and Capital Resources Requirement, and the Company’s capital supports the Group's business. For
these reasons the Group’s capital position is presented below in a singte column.

Group
2005 2004
£m £m
Available capital resources
Unaliocated divisible surplus 4,827 3,678
Adjustments onto regulatory basis
Changes to the valuation of contract liabilities 2,012 476
Exclusion of the present value of future results on non-participating contracts {1,528) {1,041)
Exclusion of deferred acquisition costs and other inadmissible assets (347) (278)
Exclusion of deferred income 223 221
Changes to the valuation of other assets and liabilities {191} 391
169 (229)
Other qualifying capital
Subordinated guaranteed bonds 1,032 71
Subordinated members’ accounts 579 548
Subordinated notes 263 -
Implicit item for future profits 200 500
2,074 2,019
Total available Capital Resources to meet regulatory requirement 7,070 5,468
Life capital not subject to constraints 4,667 3,800
OCther capital available to meet the requirement of the life assurance business 1,518 1,234
Capital readily available to meet the requirement of the life assurance business 6,185 5,034
Other capital nol available fo meet the requirement of the life assurance business 381 68
6,568 5,102
Life capital subject to constraints 504 366
Tofai avaifable Capital Resources 7,070 5,468
Regulatory Capital Resources Requirement 2,898 2,513
Excess of available Capital Resources over regulatory requirement 4,172 2,955
Analysis of contract liabilities
Participating
Insurance contracts 19,633 18,264
Investment contracts 18,076 15,929
37,709 34,193
Unit linked
Insurance confracts 2,486 1,958
Investment contracts 38,503 28,483
40,989 30,441
Other non-participating
Insurance contracts 18,672 16,896
Investment contracts 2,426 2,114
21,098 19,010
99,796 83,644
Total contract liabilities in Balance Sheet
Life 99,678 83,482
Non-life 118 162
99,796 83,644
~
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40. Capital statement {(continued)

The Company’s regulatory solvency position is determined using the FSA's "twin peaks" approach, which
requires liabilities to be valued on hoth a realistic and a regulatory basis. The realistic hasis removes some of
the margins for prudence included in calculations under the regulatory basis. However, it requires discretionary
benefits that are not considered under the regulatory basis, such as final bonuses, to be valued. Essentially, the
higher of these two peaks is used to determine the Capital Resources Requirement. At 31 December 2005, the
regulatory peak exceeded the realistic peak by £791m (2004 : £919m).

In addition to the requirement to maintain Capital Resources in excess of its Capital Resources Requirement, the
FSA requires that each regulated company in the Group identifies the major risks it faces and, if appropriate,
quantifies the amount and type of capital it believes is appropriate to mitigate those risks. This individual capital
assessment reflects the company's own view of the adequacy of its Capital Resources. The determination of the
liabilities includes various actuarial and other assumptions including potential changes in market conditions and
the actions management might take as a result of those changes.

Changes in market conditions and other variables have the potential to affect significantly the capital position.
Poor investment returns would depress Capital Resources, but this could be mitigated by changing the asset
portfolio and by the leve! of honuses declared. Future annuitant mortality could be significantly different from that
assumed in the calculation of the liabilities. The interaction between the ‘twin peaks' under the FSA's approach
and European Union developments on solvency requirements could also have a significant impact on the future
capital position.

The non-life Capital Resources exceed the Capital Resources Requirement for the non-life business by £1,518m
(2004 : £1,234m}, and can therefore be used to meet the requirements of the life assurance business.

The Group, through subsidiaries and joint veniures, provides insurance and other financial services in the UK,
Canada, India and China, and through branches provides such services in Canada, lreland and Germany. There
are no formal arrangements to provide capital to particular funds or business units. Any allocations of capital
would need to be approved on a case-by-case basis by the Board.

The Capital Resources of the Canadian branch are subject to constraints. Canadian legislation requires
sufficient assets to be held in trust by an external Canadian financial institution to provide an adeguate margin of
those assets over Canadian liabilities. Consequently the total Capital Resources are not readily available to
meet all the requirements of the Group.

Contract liabilities

The process used to determine the assumptions that have the greatest effect on the measurement of contract
liabilities (including options and guarantees), the quantified disclosure of those assumptions, and the terms and
conditions of options and guarantees relating to life assurance contracts that could in aggregate have a material
effect on future cash flows are disclosed in Note 20.

The sensitivity of contract liabilities to changes in market conditions, key assumptions and other variables, and
assumptions about management actions in response to changes in market conditions, are disclosed in Note 22.

~
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40. Capital statement (continued)

Movements in capital

The movement in the total Capital Resources includes the investment surplus, new business strains and
changes in regulatory requirements,

The investment surplus arises from changes in market conditions, and reflects the total returns earmed on the
assets compared with the valuation interest rates previously assumed. It also reflects the change in the yield
currently available on the assets and therefore the current valuation interest rates, and the differences in the
assumptions under the resilience tests.

Strains of writing new business and supporting bonus rates arise under the regulatory peak. An example of
where a strain can result is where the maturity value is in excess of the provision that is included in the Balance
Sheet.

There have been no changes in management policy during the year. Changes in assumptions used to measure
contract liabilities and other items have no significant impact on Capital Resources.

The Capital Resources at 31 December 2004 were based on the UK GAAP financial statements as published
prior to the UK GAAP restatement set out in Note 39. The unallocated divisible surplus represents the amount
included in the IFRS financial statements after the UK GAAP restatement. Consequently, each adjustment onto
regulatory basis in the table above reflects an element of restatement of the unallocated divisible surplus to the
amount included in the UK GAAP financial statements at 31 December 2004. This restatement accounts for
£305m of the "changes to other assets and ligbilities' in the table above.

Regulatory requirements have changed with regard to the treatment of Standard Life Bank in the calculation of
Capita! Resources. Transitional rules were applied at 31 December 2004, that resulted in the assets and
liabilities of this subsidiary being included at the carrying value included in its financial statements and its
Individual Capital Resources Requirement not forming part of the Capital Resources Requirement. At 31
December 2005, the assets and liabilities of Standard Life Bank have been reflected in Capital Resources on a
regulatory basis, and its Individual Capital Resources Requirement forms part of the Capital Resources
Requirement.

Capital management policies and risk management objectives

Managing capital is the on-going process of determining and maintaining the quantity and quality of capital
appropriate for the Group, and ensuring capital is deployed in a mannet consistent with the expectations of the
Group's stakeholders. For these purposes, the Group censiders our key stakeholders to be the FSA and the
providers of capital (our members and holders of our subordinated liabilities).

There are two primary objectives of capital management within the Group. The first objective is {0 ensure that
capital is, and will continue to be, adequate to maintain the required level of safety and stability of the Group and
hence to provide an appropriate degree of security to our customers. The second objective is to support the
development of the business by ensuring that the returns generated on capital investment are sufficient to
provide adequate compensation to the providers of capital, after allowing for the risks to which that capital is
exposed.

The capital requirements of each business unit are routinely forecast on a periodic basis, and the requirements
are assessed against both the forecast available capital and the internal rate of return expected to be achieved
from planned activities. In addition, internal rates of return achieved on capital invested are assessed against
hurdle rates, which are intended to represent the minimum acceptable return given the risks associated with
each investment.

The capital planning process is the responsibility of the Group Actuarial Director; capital plans are ultimately
subject to approval by the Board.

The formal procedures for identifying and assessing risks that could affect the capital position of the Group are
described in the risk management policies set out in Note 31.

- 110

STANDARD LIFE

0 OO0 C 0000000 0000000000000 000 0 0 090 00



¢
kS

41. Reconciliations of Balance Sheet and Income Statement reported under
UK GAAP and IFRS (including FRS 27)

(a) Group reconciliation of the Consolidated Balance Sheet at 31 December 2004 and 16 November 2003

31 December 2004 16 November 2003
As reported  Adjustments IFRS As reported  Adjustments IFRS
under UK under UK
GAAP GAAP
Restated Restated
£m £m £m £m £m £m
Assets
intangible assets - 27 27 - 16 16
Deferred acquisition costs 1,352 (1,083) 269 1,063 937 2,000
Investments in associates and joint ventures 296 1,595 1,891 644 1,188 1,832
investment property - 8,779 8,779 - 7,094 7,094
Property and equipment 5,477 (4,778) 698 5,340 (4,808) 534
Deferred tax assets 123 (80) 43 164 {58) 108
Reinsurance assets 641 (24) 617 539 16 555
Loans and receivables 9,940 2231 12,171 9,215 1,792 11,007
Derivative financial assets - 230 230 N - 253 253
Investment securities .
Equity securities and interests in |
pooled investment funds 15,986 19,508 35494 21,376 15,645 37,021
Debt securities 30,041 7,521 37,662 21,405 6,426 27,831
46,027 27,029 73,056 42,781 22,071 64,852
Assets held to cover linked liabilities 33,366 (33,366) - 27,134 (27,134) -
Other debtors 1,858 (466) 1,392 1,482 31 1,513
Cash and cash equivalents 109 2,731 2,840 203 2,781 2,984
Total assets 99,189 2,825 102,014 88,565 4,181 92,746
Minority interest 145 105 250 74 65 139
Liabilities
Non-participating contract liabilities
Non-participating insurance contracts® - 18,854 18,854 - - -
Non-participating investment contracts* - 30,597 30,697 - - -
- 49,451 49,451 - - -
Participating contract liabilites -
Participating insurance contracts™® - 18,264 18,264 - - -
Participating investrment contracts* - 15,929 15,929 - - -
Present value of future results on non-
participating contracts* - {1,041) (1,041) - - -
Unallocated divisible surplus 4,473 {795) 3,678 4,474 418 4,892
4,473 32,357 36,830 4,474 418 4,892
Insurance contract kabilites 83,951 {83,951) - 74,622 {39,404} 35,218
Investment contract benefits - - - - 38,816 38,816
Third party interest in consolidated funds - 77 77 - 50 50
Borrowings 3,280 2421 5,701 2,573 2,162 4,735
Subordinated liabilities 1,519 81 1,600 970 &0 1,030
Pension and other post retirement benefit provisions - 472 472 - 428 428
Deferred income 244 {10) 234 219 13 232
Deferred tax liabilities 337 91 428 266 205 471
Current tax liabilities 68 32 100 138 10 148
Customer accounts related to banking activities
and deposits by banks 4,262 885 5,147 4,577 276 4,853
Derivative financial liabilities - 358 358 - 535 535
Other liabilities 910 456 1,366 652 547 1,199
Total liabilities and minority interest 99,189 2,825 102,014 88,565 4,181 92,746

* The Group is not required to restate the Balance Sheet as at 16 November 2003 for FRS 27.
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41. Reconciliations of Balance Sheet and Income Statement reported under

UK GAAP and IFRS (including FRS 27) {continued)

(b} Group reconciliation of the consolidated tncome Statement for the period ended 31 December 2004
2004
As reported Adjustments IFRS
under UK GAAP
Restated
£m £m £m
Revenue
Gross eamed premium 10,219 (5,868) 4,351
Premium ceded to reinsurers (109) 13 {96)
Net eamed premium 10,110 {5.855) 4,255
Net investrment return 9,167 725 9,862
Income arising from associates and joint ventures - 86 86
Fee and commission income - 296 206
Other income 780 (742) 48
Total net revenue 20,067 (5,490} 14,577
Expenses
Claims and benefits paid 8,097 (2,985) 5112
Claim recoveries from reinsurars (53) (8) 61
Change in reinsurance assets - (41} {41}
Change in insurance and participating labilities 10,277 (7.437) 2,840
Change in investment contract liabilities - 3912 3,912
Administration expenses
Restructuring and demutualisation expenses 75 - 75
Other administration expenses 1,149 1,124 2272
1,224 1,124 2,348
Change in liability for third party interest in consolidaied funds - 16 16
Operating expenses 19,545 {5.419) 14,126
Finance costs 80 - 80
Result before tax 442 {71) n
Tax expense/(benefit) 369 (16} 353
Transfer to/(from) unallocated divisible surplus 41 {56} {15}
Increase in net assets attributable to minority interest 32 1 a3

Balance on the Income Statement -

The result after tax for the period of £33m represents the increase in net assets attributable to minority interest.
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41. Reconciliations of Balance Sheet and Income Statement reported under
UK GAAP and IFRS (including FRS 27) {(continued)

Explanation of reconciling items between UK GAAP and IFRS

The UK GAAP Balance Sheet and income Statement has been presented in a format consistent with
International Financial Reporting Standards (IFRS). Each of the significant adjustments is described below.

Investments and loans valuation

Under UK GAAP listed investments are valued at fair value using a mid-market value. Under IFRS listed
investments are designated at fair value through profit or loss and valued at fair value using the bid price.

Unlisted investment securities were previously stated at directors' valuation under UK GAAP. Under IFRS,
unlisted securities are designated at fair value through profit or loss and are required to be valued at fair value
using a technique that complies with the requirements of IAS 39. The value of unlisted investments has been
amended where the directors’ valuation was not consistent with the 1AS fair value.

Under IFRS, loans and receivables, subordinated debt and borrowings are carried at amortised cost as
calculated using the effective interest rate (‘EIR’) method. This method effectively records through net interest
income, a constant return over the relevant period of lending transactions. It spreads components such as
interest, discounts, and fees payable/receivable over the effective life of the loan. These items have been
adjusted to the extent that the UK GAAP measurement basis differed from that prescribed under IFRS.

Derivatives were previously valued on either an amortised cost basis or at the mid-market price under UK GAAP.
In addition, many derivatives were netted off against their associated hedged items. Under IFRS, all derivatives
are required to be held at their fair value. Netting is also specifically prohibited. Where derivatives were used to
hedge risks on a cash flow basis under UK GAAP, the fransitional arrangements contained in IFRS1 have been
applied. The cash flow hedge reserve was therefore brought onto the fransitional Balance Shest in 2003 and
recycled through the profit and loss account during 2004.

On a Group basis these adjustments have resulted in a decrease in UDS of £116m as at 31 December 2004
{2003 : £234m)}. The net profit transfarred to UDS increased by £123m for the period ended 31 December 2004.
£5m was released from the cash flow hedge reserve in 2004, For the Company the impact was a decrease in
UDS of £114m at 31 December 2004 (2003 : £286m) with a £172m increase in the transfer to UDS for the period
ended 31 December 2004.

Investment contract liabilities
Product classification

Under UK GAAP all contracts written by an insurance company are accounted for on a similar basis. |FRS 4
requires products to be classified for accounting purposes as either insurance or investment contracts depending
on whether there has been a fransfer of significant insurance risk. Insurance contracts and those that have a
discretionary participating feature continue to be accounted for using UK GAAP. Under IFRS, non-participating
investment contract liabilities are measured at either amortised cost or at fair value (in the case of linked
liahilities).

Accounting for non-participating investment contracts

Under UK GAAP the liability under unit linked contracts is equal to the market value of the underlying linked
assets pius a prudential regulatory reserve. Under IFRS these liabilities are carried at fair value and continue to
be measured on a basis that is consistent with the valuation of the underlying assets. Consequently, under IFRS
the unit linked liability is calculated as the fair value of the underlying assets on a bid value basis but excludes
any prudential reserves.

The Group measures non-linked non-participating investment contract liabilities at amortised cost using the
effective interest rate method. An adjustment is required to the extent that the UK GAAP valuation basis is not
compliant with the IFRS amortised cost basis.

These adjustments have resulted in an increase in UDS of £464m for Group and £453m for Company as at 31
December 2004 (2003 : £380m for Group and Company). The net profit transferred to UDS increased by £84m
for Group and £73m for the Company for the period ended 31 December 2004.
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41. Reconciliations of Balance Sheet and Income Statement reported under
UK GAAP and IFRS (including FRS 27) (continued)

Deposit accounting

Under UK GAAP all premiums receivable and claims payable are recognised in the income Statement {revenue
accounting). IFRS requires the application of deposit accounting whereby amounts receivable under Investment
contracts without DPF are no lenger shown as premiums in the Income Statement but are treated as deposits
and added to investment contract liabilites in the Batance Sheet. Similarly claims payable on Investment
contracts without DPF are no longer shown as claims in the Income Statement but treated as a repayment of a
deposit and are accounted for as a reduction in the investment contract liability in the Balance Sheet.

The impact is to reduce income and expenses by £5,595m. There is no impact to UDS.

Insurance contract liabilities

Under UK GAAP insurance contracts and participating investment contracts are valued using a prospective
discounted cash flow basis. The discount rate applied to contractual cash flows is determined cn a basis that is
consistent with the valuation of the assets backing the contracts. Under IFRS the backing assets are measured
on a different basis than under UK GAAP and therefore a corresponding adjustment is made to the liabilities.

The effect of this adjustment has resulted in an increase in UDS of £21m for Group and Company as at 31
December 2004 (2003 : £91m). The net profit transferred to UDS decreased by £70m for the period ended 31
December 2004.

Employee benefits

Under UK GAAP the expected cost of providing pension obligations over the projected period of the employees’
service was recognised in the Income Statement. There was no upfront recognition of the pension fund deficit in
the Balance Sheet. Under IFRS, the defined benefit pension deficit is recognised as a liability in the Group’s
Balance Sheet. The amount recognised is the present value of the defined benefit obligation reduced by the fair
value of scheme assets. Certain assets (which are classified as non-transferable financial instruments) do not
meet the definition of plan assets and are not deducted from the pension scheme obligation; however, they are
offset by a reduction to the corresponding hability to the scheme. This has the effect ¢of increasing the headline
pension deficit balance by £181m on a Group and Company basis but does not impact the UDS. For 2005
onwards a transferability agreement was put in place for UK and Ireland, this recognises all of the assets backing
the pension obligation as plan assets thereby reducing the headline pension deficit balance.

The Group has elected to recognise all actuarial gains and losses outside of the Income Statement in the
Statement of Recognised Income and Expense. The amount recognised as Pensions and other post retirement
benefit provisions on a Group basis comprises the following:

2004

£m

Gross pension obligation included in pensions and other post retirement benefit provisions 472
Non-transferable financial assets backing obligations (181)
Defined benefit pension scheme deficit 291

On a Group and Company basis, recognition of the defined benefit pension scheme deficit, net of {ax, resulted in
a decrease in the UDS at 31 December 2004 of £274m (2003 : £245m). The pension liability recognised for
Group and Company was £472m and £348m respectively at 31 December 2004 (2003 : £428m and £423m}).
Actuarial losses recognised In the Statement of Recognised Income and Expense for Group and Company at 31
December 2004 were £42m and £37m respectively and the adjustment resuited in £13m of additional expenses
in the Income Statement for Group and £8m for Company.

Consolidation of additional entities

IFRS requiras the cansolidation of certain other investment vehicles which did not require consolidation under UK
GAAP. This is due to a stricter definition of when an entity is deemed to be under the control of an investor. The
Group now consolidates several open-ended investment companies, unit trusts and other investment vehicles on
a line-by-line basis.

Under IFRS, joint ventures and associates are accounted for using the equity method of accounting. The effect
of the adjustments is the reclassification and recognition of Investments in Associates and Joint Ventures of
£1,080m (2003 : £738m) and an additional share of profit after tax of associates and joint ventures of £72m being
recognised for the period ended 31 Decernber 2004,

117
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41. Reconciliations of Balance Sheet and Income Statement reported under
UKGAAP and IFRS (including FRS 27) (continued)

Unit linked asset explosion

Assets held to cover linked liabilities of £33,550m (2003 : £27,318m) are no longer disclosed in the single line
‘Assets held to cover linked liabilities’ but are consolidated on a line-by-fine basis under IFRS. This has resulted
in the recognition of additional debt securities and equity securities of £8,048m and £21,038m respectively (2003
1 £7,234m and £16,669m). There is no impact on UDS as a result of this change.

Linked liabilities are also separately disclosed according to the nature of the contract, being insurance or
investment contract liabilities.

Deferred acquisition costs (DAC) and deferred income reserve (DIR}

Under UK GAAP front-end fees on investment management service contracts are recognised as received. IFRS
requires these fees to be recognised as services are provided over the life of the contract. Therefore under IFRS
an explicit deferred income reserve is recognised for any front-end fees received that relate to services to be
provided in future periods.

Incremental costs that directly relate to the cost of acquiring new investment management business are deferred
as an asset and amortised in line with the associated revenue as the services are provided.

Both the life and pensions and investment management segments contain investment management service
contracts.

The Group has elected to make certain improvements to its accounting for deferred acguisition costs. Under the
revised palicy all costs associated with acquisition are deferred and deferral extends to single as well as regular
premium business.

Overalt the net impact of the DAC/DIR adjustment for Group and Company is an increase to UDS of £346m as at
31 December 2004 (2003 : £583m). The net profit transferred to UDS decreased by £237m for the pericd ended
31 December 2004.

Deferred taxation

IFRS requires deferred tax to be calculated on temporary differences rather than timing differences under UK
GAAP. Under IFRS where any asset or liability has a temporary timing difference and that temporary timing
difference is increased or decreased in the IFRS financial statements by making an adjustment to its carrying
value on transition to IFRS, then an adjustment will be required to deferred tax provisions recognised in the UK
GAAP financial statements. Furthermore, IAS 12 does not permit discounting of deferred tax provisions whereas
UK GAAP did. .

The net impact of these adjustments on the Group is a decrease in the UDS at 31 Dec 2004 of £245m (2003 ;
£278m)}. The net profit transferred to UDS increased by £29m for the period ended 31 December 2004 and the
tax effect of adjustments taken directly to UDS is £4m. The impact on the Company is to decrease UDS by
£274m at 31 Dec 2004 (2003 : £275m) which results in a £1m increase in the transfer to UDS.

Other adjustments

The other adjustments that arise as a result of the transition to IFRS include the following:

. Software development costs that meet the requirements for recognition as an intangible asset under
IFRS must be capitalised and recognised as an intangible asset. Under UK GAAP the Group had been
writing off development expenditure in the year of the expenditure. The UDS has increased by £24m
(2003 : £13m) as a result.

. The Group has opted to reclassify some of its properties as investment properties, which are shown as
a separate asset component in the IFRS financial statements and are held at fair value under IFRS.
Fair value is determined without any deduction for transaction costs. Gains or losses arising from
changes in fair value are accounted for in income rather than through the revaiuation reserves as under
UK GAAP. Owner-occupied properties under UK GAAP were valued on a vacant possession basis
whereas under IFRS they are valued at fair value. The effect of the property valuation has resulted in
an increase in UDS of £84m (2003 : £80m).
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41. Reconciliations of Balance Sheet and Income Statement reported under
UK GAAP and IFRS (continued)

. Under IFRS lease incentives are recognised as a reduction in rental income over the lease term. Since
the Group are acting as lessors, payment of the lease incentive is recognised as an asset and the cost
of the incentive as a reduction of rental income over the lease term on a straight-line basis. UK GAAP
requires incentives to be spread over the shorter of the lease term and a period ending on a date on
which the rent is first adjusted to prevailing market rates. The effect of this has resulted in an increase
in UDS of £31m (2003 : £28m).

. ‘Cash equivalents’ is a newly defined term under IFRS and results in more assets falling into the scope
of ‘Cash and Cash Equivalents'. Approximately £2bn of assets has been classified into Cash and Cash
Equivalents in hoth 2003 and 2004.

. All Group entities that have a functional currency different from the Group presentation currency are
translated as follows;

- assets and liabilities for each balance are translated at the closing rate at Balance Sheet date. This
means that the opening balances are retranslated at closing rate to obtain the exchange difference
between opening and closing rate;

- income and expenses are translated at average exchange rates.

The transiation differences are recognised in a separate component of equity, known as the translation
reserve.

The Group has taken advantage of the exemption on first-time adoption of IFRS that permits it to not
recalculate the cumuliative translation reserve at the date of transition. As a result the opening reserve
at transition date is reset to zero. The impact of the adjustment is to decrease UDS by £51m at 31
December 2004,

The overall impact of the above adjustments on the Company is an increase in UDS of £116m as at 31
December 2004 (2003 : £97m).

Explanation of material adjustments to the Cash Flow Statement for 2004

In the financial statements prepared under UK GAAP, Standard Life availed itself of the exemption outlined in
paragraph 5(b) of FRS 1 Cash Flow Statements and consequently no Cash Flow Statement was presented. A
full Cash Flow Statement is presented in these financial statements for the period ended 31 December 2004 and
2005 for IFRS.

Adoption of FRS 27

As explained in the accounting policies, insurance contracts and participating investment contracts are
accounted for using accounting policies that were applied prior to the transition to IFRS. As permitted by IFRS 4
an improvement to these policies has been reflected in these financial statements. This improvement relates to
the implementation of the UK accounting standard FRS 27 Life Assurance which deals with accounting for
liabilities to policyholders under participating contracts. As acknowledged within FRS 27 its retrospective
application is difficult. The Group has assessed that it is impracticable to restate the Balance Sheet at 16
November 2003 and the Income Statement for the period to 31 December 2004 for the impact of FRS 27. The
Balance Sheet at 31 December 2004 has been restated.

in accordance with FRS 27 participating contract liabilities are determined on a realistic basis and are reduced by
the PVFP on non-participating contracts written in the with profits fund. DAC is only held on non-participating
investment contracts to the extent of the DIR recognised. This has resulted in an increase in participating
contract liabifities of £409m and a reduction in deferred acquisition costs of £1,788m at 31 December 2004. The
participating contract liabilities are offset by the present value of future profits on non-participating contracts of
£1,041m. The effect of these adjustments is to decrease deferred tax liabilities by £124m and deferred tax
assets by £53m, offset by an increase to reinsurance assets of £6m. Corresponding amounts have been
adjusted to the unallocated divisible surplus in accordance with FRS 27 resulting in a decrease of £1,079m at 31
December 2004 for Group. The impact for Company is a decrease to unallocated divisible surplus of £1,012m at
31 December 2004, FRS 27 requires insurance contracts to be classified into their participating and non-
participating components and reflected as such on the Balance Sheet. A presentational adjustment has been
made to reflect this classification for insurance and investment contracts.

FRS 27 requires cost of guarantees to be valued on a fair value approach. FRS 27 permits the PVFP on the
non-participating business written within the with profits fund to be deducted from the reailistic liability as this
value is included within the realistic liability calculation.
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42. Domestication of Canadian non-participating business

On 31 December 2004 substantially all of the non-participating liabilities of The Standard Life Assurance
Company Canadian Branch were assumed by The Standard Life Assurance Company of Canada (SLCC), a
wholly owned subsidiary undertaking of The Standard Life Assurance Company. Most of the remaining non-
participating business of the Branch was reinsured with SLCC on 31 December 2004. All Canadian participating
business has remained in the Branch and has not been assumed or reinsured by SLCC.

SLCC issued shares and subordinated debt in exchange for the domesticated business. This is reflected by a
corresponding increase in the value of the investment recognised by The Standard Life Assurance Company in
respect of this subsidiary.

43, Undated intercompany financial instrument

The Company entered into loan agreements during the year to borrow US$397m and US$13m. The balance
outstanding at year end was £245m. The payment of the principal and interest in respect of these loan
agreements is at the full discretion of the Company, therefore the loan agreements have been classified as
equity instruments.
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