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Report by the Directors

The directors present their report and the audited financial statements of the Standard Life Assurance Company
2006 {the Company) for the year ended 30 September 2007

Principal activities and business review

The Company was almost exclusively involved in managing a block of third party structured settlement
assignment policies 1ssued between 1 January 2005 and 9 July 2006 and managing the portfolio of structured
settlement annuity contracts issued by the Company up to 31 December 2004 This business was wntten in
Canada At 15 June 2007 this block of structured settlements business was transferred to Standard Life

Assurance Limited (SLAL)

The only contract remaiming in the Company 1s a with profits Capital Redemption Policy (the ‘sole member
policy’) that was issued by the Company to SLAL immediately following demutuahisabion It is expected no further
business will be written by the Company The Company retaned Standard tife Plc’s and its subsidianes’ (the
Group) holding of shares in the joint venture HDFC Standard Life Insurance Company Limited pending approval
for the transfer of the shares to another company in the Group. This transfer 1s antictpated to take place by 31
December 2007 (see Note 29) From 15 June 2007 the Company 1s involved in the management of its

investment activittes
Principal nsks and uncertainties

As stated above there was a significant reduction in the entity’s activities dunng the prior penod and only one
pohcy remained in the Company at year-end It 1s expected that no further business will be wniten by the
Company Consequently the Company 1s not subject to significant business nsk or uncertainty The key
financial nsk to which the Company 1s exposed s credit nsk as outhned 1n note 27 of the financial statements

Key performance indicators (KPls)

Given the continued decrease in the size of the Company's operations dunng the penod and the nature of the
remarning business, the Company's directors are of the opinton that the analysis using KPls 1s not necessary for
an understanding of the development, performance or position of the business

Directors
The names of the current Directors are listed on page 3 The changes to Directors dunng the penod are shown

below

John Hylands (resigned 31 March 2007)
David Nish (appointed 31 March 2007)

Employees

The staff who manage the affairs of the Company in the UK are employed by Standard Life Employee Services
Limited ("SLESL"), 2 related party and thewr costs pnor to demutualisation were recharged to the Company Since
demutualisation, costs in respect of employee services have been met by a related undertaking The Group 1s
committed to an equal opportunities policy The sole cntenion for selechon or promotion 1s the suitabiity of any
applicant for the job regardless of ethnic ongin, religion, sex, mantal 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 appropnate

Supplier payment policy

it 1s the Company's policy to negotiate payment terms with suppliers and to pay in accordance with the terms
agreed At 30 September 2007 there were no trade creditors outstanding (2006 average duration Nil days)

-~
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Report by the Directors conitinued

Statement on disclosure of information to the auditors
In accordance with Company Law, as the Company’s drectors, we certfy that.
So far as we are aware, there Is no relevant information of which the Company’s auditors are unaware, and

As the directors of the Company we have taken all the steps that we ought to have taken in order to make
ourselves aware of any refevant audit informabion and to establish that the Company's auditors are aware of that

information

Auditors

The auditors, PncewaterhouseCoopers LLP, Chartered Accountants have indicated their willingness to continue
in office and their re appointment wili be proposed at the Annual General Meeting

On behalf of the Board of Directors

Malcolm Wood, Secretary
Edinburgh,
14 December 2007
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Statement of directors’ responsibilities in respect of the Annual Report and the
financial statements

Directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year that give a true and far
view of the state of affairs of the Company and of the profit or loss of the Company for that year. The directors are
required to prepare financial statements on the gong concem basis, unless it 1s inappropnate to presume that the
Company will continue in business

The directors confirm that surtable accounting policies have been used and applied consistently in the preparation of
the financial statements They also confirm that reasonable and prudent judgements and estmates have been
made n prepanng financial statements for the year ended 30 September 2007 and that applicable standards have

been followed

The directors have responsibility for ensunng the maintenance of proper accounting records for the Company, for
safeguarding the assets of the Company and for taking reasonable steps for preventing and detecting fraud and

other iregulanties
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Independent Auditors’ Report to the Member of the Standard Life Assurance
Company 2006

We have audited the financial statements of The Standard Life Assurance Company 2006 for the year ended 30
September 2007 which compnse the Income Statement, the Balance Sheet, the Cash Flow Statement, the
Statement of Recogmised Income and Expenses and the related notes These financial statements have been
prepared under the accounting policies set out theren

Respective responsibilities of directors and auditors

The directors’ responsibilites for prepanng 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’ Responsibiities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland} This report, including the opinion, has
been prepared for and only for the company's member as a body in accordance with Section 235 of the
Companies Act 1985 and for no other pumose We do not, in giving this opinton, accept or assume responsibiiity
for any other purpose or to any other person to whom this report 1s shown or into whose hands it may come save
where expressly agreed by our pnor consent in wnting

We report to you our opimion as to whether the financial statements give a true and fair view and whether the
financial statements have been properly prepared in accordance with the Comparies Act 1985 Wae report to you
whether in our opinion the information given in the Directors’ Report 1s consistent with the financial statements
We also report to you if, in our opinion, the company has not kept proper accounting records, If we have not
received all the information and explanations we require for our audst, or if information specified by law regarding
directors’ remunerabion and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report if we become aware of any apparent
misstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued 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 It also includes an assessment of the significant estimates and
Judgements made by the directors in the preparation of the financial statements, and of whether the accounting
policies are appropnate to the company’s circumstances, consistently apphied and adequately disclosed

We planned and performed our audit so as to obtam all the information and explanations which we considered
necessary in order to provide us wih sufficient evidence to give reasonable assurance that the financial
statements are free from matenal misstatement, whether caused by fraud or ather imegulanty or error  In forming
our opinion we also evaluated the overall adequacy of the presentation of information in the financial statements

Opinion

In our opinion

= the financial statements give a true and fair view, in accordance with IFRSs as adopted by the European
Union, of the state of the company’s affairs as at 30 September 2007 and of its result and cash flows for the
year then ended,

e the financial statements have been properly prepared in accordance with the Companies Act 1985, and

« the information given in the Directors’ Report 1s consistent with the financiat statements

Pn'cﬁ.w@bd/hméaapw Lo
PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Edinburgh
14 December 2007
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Income Statement

For the year ended 30 September 2007

12 months to 9 months to
30 September 2007 30 September
2006
Notes £m £m £m £m
Continuing operations
Net investment return 2 08 17
Other income 02
Total net revenue 0g 19
Result before tax from continuing operations o8 19
Tax expense 7 07
Result after tax from continuing operations 01 19
Discontinued operations
Revenue
Gross earned premium 14617
Premium ceded to reinsurers {51 0}
Net eamed premium 14107
Net investment retumn 2 01 20906
Incomne from joint ventures and assoclates 287
Fee and commssion income 3 1547
Other income 121
Total net revenue 01 3,6068
Expenses
Claims and benefits 1,8338
Claim recoveries from reinsurers 418 65 9]
Netinsurance benefits and claims (297) 1,7679
Change in reinsurance assets 20 326 739
Change in insurance and participating habilites 20 (14 2) {514 4)
Change in investment contract habilibes 114 1,523 4
Change m deduction from liabilites due to present value of future (180 0)
results
Administrative expenses )
Restructunng and demutualisation expenses
Cther administrative expenses 4 | 5417
6569

Finance costs 520
Total exp a1 3aar
Result before tax from discontinued operations T 1
Tax expense 7 1007
Result after tax from discontinued operations 216 4
Rasult after tax - 01 218 3

01 2183

Transfer to unallocated divisibie surplus

Balance on Income Statement

-

Refer to Note 1 for further information conceming the continuing and discontinued operations  The notes on

pages 23 to 49 form an integral part of these financial statements
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Balance Sheet

As at 30 September 2007
Notes 30 September 30 September
2007 2006
£m £m
Assets
Investments i associates and joint ventures 11 158 1240
Reinsurance assets 20 5586
Investment secunhes 16 26 296
Other assets 17 244
Cash and cash eguivalents 18 383 169
Total assets 567 6415
Liabilities
Non participating confract liabilities
Non-participating insurance contracts 18, 20 264 3
Non-parbcipating investment contracts 19, 20 2826
- 5769
Unallocated divisible surplus 22 | 407] 42 1]
Denvative financial iiabiliies 15 159 120
Other abilihes 25 01 105
Total habilities 567 6415
Approved on behalf of the Board of Directors on 14 December 2007 by the following Directors
Sandy Crombie
10(\"/\ C_wwv&“b
Dawvid Nish
‘The notes on pages 23 to 49 form an integral part of these financial statements
g
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Statement of Recognised Income and Expenses
For the year ended 30 September 2007

Notes 12 months to 9 months to
30 September 30 September
2007 2006
£m £m
Actuanal (losses)/gains on defined benefit pension schemes 23 {10 2)
Revaluation of land and buildings 13 328
Exchange differences on translating foreign operations 22 01 (52)
Other {(16) (18)
Net income not recognised in the Income Statement transferred 22 (15 156
to unallocated divisible surplus
Net income recognised in the Income Statement transferred to the 22 01 2183
unallocated divisible surplus
Total transfer to unallocated divisible surplus {14} 2339

The notes on pages 23 to 49 form an integral part of these financial statements

-
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Cash Flow Statement
For the year ended 30 September 2007

Notes 12 months to 9 months to
30 September 30 September
2007 2006
Em £m
Cash flows from operating activities
Transfer to unallocated divisible surplus 01 2183
Tax expense 7 0 1007
Result before tax 08 3190
Gam on disposat of property and equipment {13)
Depreciation of property and equipment 4 05
Amortisation of intangible assets 4 23
Amortisation of deferred acquisitton costs 4 160
Impaurment losses on subsicianes 270
Reversal of impairment on property and equipment 4 97
Change in present value of future results on non-parbicipating contracts {180 0}
Finance costs 520
Foreign exchange loss on investment achwity 02 40
Income anising from associates and joint ventures (287)
Net decreasef{increase) in operating assets and habihties 26 22 (1,095 5)
Adjustment for investment income 890
Taxation paid {(10) (144 Q)
Change in unallocated divisible surplus (14)
Net cash flows from discontinued operating activities 214 (949 4)
Cash flows from investing activities
Purchase of property and equipment 13 (17 6)
Proceeds from sale of property and equipment 30
Acquisition of investment in joint ventures (t=R0)]
Purchase of intangible assets 8 {28)
Net cash flows from discontinued investing activities {26 4)
Cash flows from financing activities
Interest paid on subordinated habiiibes 480y
Net cash flows from discontinued financing activities {48 0)
Net transfer of assets and liabiitres ansing from demutualisation transachon {1,3230)
Net increasel/{decrease) in cash and cash equivalents 214 (2,346 8)
Cash and cash equivalents at the beginning of the year/penod 18 169 23607
Effects of exchange rate changes on cash and cash equivalents 30
Cash and cash equivalents at the end of the year/penod 18 383 169
Supplemental disclosures
Included in operating activities are
Interest received 07 6580
Dmvidend received 5400
Rental income recerved on investment properties 1160

The only cash flows in relation to the continumng operations which directly impact the Cash Flow Statement are

those relating to Investment Income
discontinued operations

The rest of the Cash Flow Statement above therefore relates to

For the 9 months ended 30 September 2006 cash flows in relation to unit trusts and other investment funds are
classified for financial reporting purposes as subsidianes and have been classified as operating cash flows

The notes on pages 23 to 49 form an integral part of these financial statements

STANDARD LIFE

11




Accounting policies

The full accounting policies from the Company's 2006 financial statements have been disclosed below as they
reflect the relevant policies for the comparative penod included in these financial statements  Many of these
policies are not applicabfe to the year ended 30 September 2007 due io the change in the Company's
operations as explained in Note 1

{a) Basis of preparation

These financial statements have been prepared in accordance with Intemational Financial Reporting Standards
(IFRS) and interpretations 1ssued by the Intemational Accounting Standards Board (IASB) as endorsed by the
European Union {EU) and with those parts of the Companies Act 1985 applicable to companies reporting under

IFRS

The financial statements have been prepared under the histoncal cost convention, as modified by the
revaluation of financial assets and liabilites (including derivative instruments) at fair value through profit and loss
(FVTPL), property and investment property The prncipal accounting pohlicies set out below have been
consistently applied where relevant to all financial reporting penods presented in these consolidated financial
statements, unless otherwise stated

() Amendments to published standards that have been adopted by the Company
The requirements of IFRIC 9 Reassessment of embedded derivalives have been adopted from 1 October 2006

(if) Standards, interpretations and amendments to published standards that are not yet effective and
have not been early adopted by the Company

Certain new standards, amendments and terpretations to existing standards have been published that are
mandatory for the Company’s accourting penods beginning on or after 1 January 2007 or later penods The
Company has not early adopted the standards, amendments and interpretations descnbed below

IFRS 7 Financial Instruments Disclosures and a complementary amendment to IAS 1 Presentation of Financial
Statements and complementary revised guidance on implementing IFRS 4 Insurance Contracts (all 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 amended IFRS 4 The amendment to IAS
1 introduces disclosures on the level of management of capstal resources This will be applied by the Company
for annual penods beginming 1 October 2007 The Standard has no financial impact but will change the
disclosures surrounding the Company's Financial Instruments and Insurance Contracts

Amendment to IAS 1 Presentation of financial statements (effective from 1 January 2009)

The revised standard will prohibit the presentation of tems of income and expenses tn the statement of changes
n equity, requinng ‘non-owner changes in equity’ to be presented separately from ‘owner changes in equity’ All
‘non-owner changes In equity’ will be required to be shown in a performance statement but there will be a choice
as to whether to present only the statement of comprehensive ncome or both the income statement and
statement of comprehensive income The revised Standard also requrres that, where restatements or
reclassifications of comparative information are made, a restated balance sheet must be presented as at the
beginning of the comparative penod The Company wilt apply the revisions to IAS 1 from 1 October 2009 The
revisions will have an ympact on the presentation of owner changes in equity and of comprehensive income but
will not have a financial mpact on the Company's financial statements

Amendment to IAS 23 Borrowing costs (effective from 1 January 2009 prospective application}

The publication of the revised standard has followed the joint short term convergence project between the IASB
the US FASB Borrowing costs directly attnbutable to the acquisition, construction or production of a qualfying
asset are required to be capitahsed as part of the cost of that asset The option of immediately expensing those
borrowing costs has been removed The Company will apply the revisions to IAS 23 from 1 October 2009, but it
15 not expected to have a significant impact on the Company’s financial statements

{1} Interpretations to existing standards that are not yet effective and not relevant for the Company’s
operations

IFRS 8 Operating Segments {effective from 1 January 2009)

IFRS 8 will replace IAS 14, Segment reporting and proposes that the ‘management approach’' 1s adopted for
reporting the financial performance of operating segments The Company s not required to adopt this standard
since it 1s not included in its scope

STANDARD LIFE
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{a) Basis of preparation confinued
(1) Interpretations to existing standards that are not yet effective and not relevant for the Company’s

operations continued

IFRIC 10 Intenm Financial Reporting and Impawrment (effective for annua! penods beginning on or after 1

November 2006)
The Company does not produce an intenm financial report and therefore, the interpretation 1s not relevant to the

Company's operations

IFRIC 11 IFRS 2 - Group and treasury share transactions (effective for annual penods beginning on or after 1
March 2007)

The interpretation 1s not relevant to the Company’s operations since it is a mutual insurer and does not bear any
costs in respect of employee services

IFRIC 12 Service concession arrangements (effective for annual penods beginning on or after 1 January 2008)
The nterpretation applies to contractual arrangements whereby a pnvate sector operator participates i the
development, financing, operation and maintenance of infrastructure for pubhic secter services and as such i1s
not relevant to the Company’s operations

IFRIC 13, Customer loyalty programmes relating to IAS 18, Revenue (effective for annual penods beginning on

or after 1 July 2008)

The interpretation clanfies that where goods or services are sold together with a customer loyalty incentive, the
arrangement 1s a multiple-element arrangement and the consideration receivable from the customer should be
allocated between the components of the arrangement in proportion to therr fair values The interpretation s not
deemed relevant to the Company's operations due to the nature of the Company's businesses

IFRIC 14, IAS 19 The hmit on a defined benefit asset, mimmum funding requirements and thewr interaction

{effective from 1 January 2009)
The Company does not operate a defined benefit pension scheme and as such the interpretation 1s not relevant

to the Company's operations

(v} Judgement in applying accounting policies

The preparation of financial statements, in conformity with generally accepted accounting principles (GAAP),
requires management to exercise judgements in applying the accounting policies that affect the reported
amounts of assets and labiites at the date of the financial statements and the reported amounts of revenues
and expenses ansing dunng the penod The areas where those judgements have the most significant effect on
the amounts recoghised In the financial statements are as follows

« As at 30 September 2006 classification of insurance and nvestment contracts - refer to (g),
e As at 30 September 2006 insurance contract habilihes — refer to (t), (u), {v), (w) and Note 20,

e As at 30 September 2007 valuation of investments and joint ventures refer to (d) and valuation of
denvahve financial statements refer to (r)

{b) Basis of consolidation

The Company has taken advantage of the exemption in IAS 27 whereby it is not required to prepare
consolidated financial statements The results of the Company are consolidated in the financial statements of
Standard Life Plc, a company incorporated in Scotland Standard Life Plc prepares its financial statements
under IFRS and they are publicly available from Standard Life House, 30 Lothian Road, Edinburgh, EH1 2DH

(c) Subsidiaries

Subsidianes are all entibies, including special purpose entities, over which the Company has the power to govemn
the financial and operating policies Such power, generally but not exclusively, accompanies a shareholding of
more than one half of the voting nghts

The Company uses the purchase method of accounting for the acquisition of subsidianes The cost of an
acquisition 1s measured as the fair value of the assets given, equity instruments issued and habilshies incurred or
assumed at the date of exchange, plus costs directly atinbutable to the acquisition

The Company has two categones of investments n subsilianes operating subsidianes that undertake the
actvities of the Group and nvestment subsidianes whose pnmary function 1s to generate capital or income
growth through helding investments Operating subsidianes are held at cost and investment subsidianes are
held at fair value through profit or loss (FVTPL) since they are managed on a fair value basis

/.I‘
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{d} Associates and joint ventures

Associates are entiies over which the Company has significant influence but not control, generaily
accompanying a shareholding of between 20% and 50% of the voting nghts

Where the Company has a significant holding in an investment vehicle that meets the definihon of an associate
or Jjoint venture and that investment in associate backs policyholder iabiliies including the unallocated divisible
surplus, that investment ts accounted for at fair value through profit and loss 1n accordance with 1AS 39

(e} Foreign currency translation

The financial statements are presented in millions pounds Sterling, which 1s the Company's presentation
currency

Foreign currency transactions are translated at the exchange rate prevalling at the date of the transactton Gains
and losses ansing from such transactions and from the translation at year-end exchange rates of monetary
assets and habilities denominated in foreign currencies are recogmised in the income statement

Translation differences on non monetary items, such as equities held at FVTPL, are reported as part of the fair
value gam or loss in the Income statement Translation differences on financial assets and habiliies held at
amortised cost are inciuded in foreign exchange gains or losses in the iIncome statement

(f) Segment reporting
The Company has elected not to voluntanly provide segment information as penmitted by IFRS
{g) Classification of insurance and investment contracts

The measurement basis of assets and habibties ansing from Iife and pensions business contracts 1s dependent
upon the classification of those contracts as esther insurance or investment contracts A contract i1s classified as
insurance only (f it transfers significant insurance nsk Insurance nsk 1s significant if an insured event could
cause an insurer to pay signdicant additional benefits to those payable if no insured event occurred, in any
scenano, excluding scenanos that lack commercial substance A contract that 18 classiffied as an insurance
contract remains an nsurance contract untld ali nghts and obligations are extinguished or expire Contracts can
be reclassified as insurance contracts after inception f insurance nsk becomes significant Life and pensions
business contracts that are not considered to be insurance contracts are classified as investment contracts

The Company has wntten ife and pensions business contracts which contain discretionary participating features
(e g with profits business) These contracts provided a contractual nght to recewe addihonal benefits as a
supplement to guaranteed benefits These additonal benefits are based on the performance of with profits funds
and therr amount and tming are at the discreton of the Company These contracts are referred to as

participating contracts

Generally, ife and pensions business product classes are sufficiently homogeneous to permit a single
classificaton at the level of the product class However, in some cases, a product class may contain imdviduat
contracts that fall across multiple classifications (hybnd contracts) For certain significant hybnd contracts the
product class is separated into the insurance element, a non parbcipating investment element and a
participating investment element so that each element 1s accounted for separately
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(h} Revenue recognmition
(1} Deposit accounting for non participating investment contracts

Contnbutions received on non participating investment contracts are treated as policyholder deposits and not
reported as revenue In the Income statement

Deposit accounting s also applied to reinsurance centracts that do not qualfy as insurance contracts under
policy {g) above

The fee income associated with non participating investment contracts 1s dealt with under policy (h)}iv) below
(n) Premiums

Premiums received on life and pensions business insurance contracts and participating investment contracts are
recognised as revenue when due for payment, except for unit inked premiums which are accounted for when
the corresponding labiites are recognised For single premium business, this is the date from which the policy
1s effective For regular premium contracts, receivables are taken at the date when payments are due

{ni} Net investment income

Gamns and losses resufting from changes in both market value and foreign exchange on investments classified
as FVTPL are recogrused in the income statement in the penod in which they occur

Changes in the fair value of denvative financial instruments that are not hedging instruments are recognised
immediately in the income statement

For Inans and receivables measured at amortised cost, interest iIncome recognised in the income statement 1s
calculated using the effective interest rate (EIR) method

Dividend income 1s recognised when the nght to receive payment 1s established

Rental income is recognised in the income statement on a straight line basis over the term of the lease

{iv) Fee and commissions

All fees related to unit inked non participating nvestment contracts are deemed to be associated with the
provision of invesitment management services Fees related to the provision of investment management services
and administration services are recognised as the services are provided Front end fees, which are charged on
the inception of service contracts, are deferred as a hability and recogrused over the life of the contract Ongoing
fees that are charged penodically, either directly or by making a deduction from invested funds, are recognised
as received, which corresponds to when the services are provided

Commissions received or recewvable are recognised as revenue on the commencement or renewal date of the
related policies However, when it 1s probable the Company will be required to render further services dunng the
Ife of the policy, the commission 1s deferred as a liability and 1S recogmsed as the services are provided

Trail or renewal commissions, where the Company does not have an unconditional legal nght to avoid payment,
1s deferred at inception of the contract and an offsetting liability for contingent commission 1s established

(1) Expense recognition
(r) Deposit accounting for non participating investment contracts

Withdrawals paid out to policyholders on non parhcipating investment contracts are treated as a reduction to
pohcyholder deposits and not recogrised as expenses in the income statement

Deposit accounting 1s also applied to reinsurance contracts that do not qualfy as insurance contracts under
policy (g} above

STANDARD LIFE
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{1) Expense recognition continued
{ii} Claims and benefits pard

Clams paid on Iife and pensions business msurance contracts and participating investment contracts and
healthcare and general insurance business nsurance confracts are recogrised as expenses in the income

statement

Maturity ctaims and annutties 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 habtiity,
Death claims and all other claims are accounted for when notified Healthcare and general insurance claims are
accounted for when there s sufficient evidence of their existence and a reasonable assessment can be made of

the monetary amount involved

Claims payable include the direct costs of settlement Remnsurance recovenes are accounted for in the same
penod as the related clam

(iii) Change in insurance and participating investment contract habilities

The change m insurance and participating mvestment contract habilites compnsing the full movement in the
corresponding habilies dunng the penod, excluding the impact of foreign exchange adjustments, 1s recognised
in the income statement except for movements ansing from the transfer of business as set out i Note 1

{(iv) Change In investment contract habilities

Benefits pard in respect of non participating investment contracts are recognised in the ncome statement as
changes In investment contract habilites

{v) Change in unallocated divisible surplus {UDS)

The change in UDS recognised In the income statement compnses the movement in the UDS dunng the penod
except where movements are taken through the Statement of Recognised Income and Expenses as required by
1AS 1 Presentation of financial staterments

{1} Impairment of non-financial assets

The carrying amounts of non financial assets are reviewed for impairment whenever events or changes n
circumstances indicate that the carrying amount may not be recoverable, at least at each balance sheet date An
impatrment loss 1s recognised in the mncome statement for the amount by which the asset's camying amount
exceeds its recoverable amount

The recoverable amount of an asset 1s 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 curent market assessments of the hme value of money and the nsks specific
to the asset For an asset that does not generate largely independent cash inflows, the recoverable amount 1s
determied for the cash-generating unit, or group of units, to which the asset belongs

{k) Intangible assets

Intangible assets, including intermally developed sofiware and software purchased from third parties, are
recognised in the balance sheet if it 15 probable that the relevant future economic benefits attnbutable to the
asset will flow to the Company and its cost can be measured reliably and are erther identified as separable (1 &
capable of being separated from the entity and sold, transferred, rented, or exchanged) or they anse from
contractual or other legal nghts, regardless of whether those nghts are transferable or separable

Intangible assets are carned at cost less accumulated amorbisation and any accumulated impairment losses
Amorhsation 1s charged to the income statement on a straight hine basis over the estimated useful life of the
intangible asset impairment losses are calculated and recorded on an indmduat basis in a manner conststent

with policy (1)

- 16
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(1) Deferred acquisition costs
(1) UK, Ireland and Germany — participating insurance and participating investment contracts

Acquisitron costs incurred in issuing parhcipating insurance or parbicipating investment contracts are not deferred
where such costs are borme by a with profits fund that i1s subject to the FSA’s realistic capital regime For other
partictpating investrment contracts ncremental costs directly attributable to the 1ssue of the contracts are
deferred For other participating msurance contracts, acquisiion costs which include both incremental
acquisitron costs and other indirect costs of acquinng and processing new business, are deferred

Deferred acquisition costs are amortised in proportion to projected margins over the penod the relevant
contracts are expected to remain in force After nihal recognition deferred acquisition costs are reviewed by
category of business and written off to the extent that they are no longer considered to be recoverable

{ii) Canada - insurance and participating investment contracts

Implicit allowance is made for deferred acquisition costs in the Canadian Asset Liabiity Valuation Model {CALM)
therefore no explicit deferred acquisiion costs have been recognised separately for business written by the
Canadian branches

() UK, Ireland, Germany and Canada — non participating investment contracts

Incremental costs directly attnbutable to secunng nghts to receive fees for asset management services sold with
unit inked investment contracts are deferred Where such costs are bome by a with profits fund that 1s subject to
tha FSA's realistic capital regime deferral 1s imited to the level of any related deferred income

Deferred acquisition costs are amortised over the life of the contracts as the related revenue is recognised After
inial recognition deferred acquisition costs are reviewed by category of business and are wntten off to the
extent that they are no longer considered to be recoverable

(iv) UK, ireland and Germany — non participating insurance contracts

Acquisihon costs incurred inissuing non participating insurance contracts are not deferred where such costs are
bome by a with profits fund that 1s subject to the FSA's realistic capital regime For other non participating
insurance contracts acquisibon costs, which include both incremental acquisition costs and other indirect costs
of acquinng and processing new business, are deferred

Deferred acquisiion costs are amortised i proportion to projected margins over the penod the relevant
contracts are expected to remamn in force After mnitral recognihion deferred acquisition costs are reviewed by
category of business and are wntten off to the extent that they are no longer considered to be recoverable

(m) investment property

Property held for long-term rental yields or investment gain that i1s not occupied by the Company is classified as
investment property

nvestment property 1s imbally recognised at cost including any directly attributable transaction costs
Subsequently nvestment property 1s measured at farr value Fair value 15 determined without any deduction for
transaction costs that may be incurred on sale or other disposal, unless the property I1s under development with
a view to resale and 1s based on valuations at least annually, by external independent qualified valuers Gains or
losses ansing from changes in fair value are recognised in the income statement Investment property i1s not

depreciated

Property located on land that i1s held under an operating lease ts classified as investment property as long as it 1s
held for long term rental yields and is not occupred by companies in the Company The initial cost of the property
15 the lower of the fair value of the property and the present value of the minimum lease payments

Rental income from investment property 1s recognised in the iIncome statement on a straight hne 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
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(n) Property, plant and equipment

Land and buldings consists of property occupied by the Company and property that 1s being constructed or
developed for future use as mvestment property Land and buldings are recognised inmally at cost and
subsequently at fair value, based on valuations, at least annually, by extemal independent qualified valuers less
subsequent depreciation on buldings Any accumulated depreciation at the date of revaluaton is eliminated
against the gross carrying amount of the asset and the net amount 1s restated to the revalued amount of the
asset Increases in the fair value of land and buildings are recognised in the unallocated divisible surplus

Owner-occupied properties are depreciated on a straight ine basis over their estimated useful lives, generally
between thirty and fifty years The depreciable amount of an asset 1s determined by the difference between the
farr value and the residual value The residual value i1s 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 Iife Properties under development

are not depreciated

Equipment 1s stated at hustoncal cost less depreciation Depreciation on equipment 1s charged to the mcome
statement on a straight hne basis over their estmated useful ives of between two and fifteenyears The residual
values and useful lives of the assets are reviewed at each balance sheet date and adjusted if appropniate

{0) Income tax
The current tax expense Is based on the taxable profits for the year, after adjustments m respect of pnor penods

Deferred tax 1s provided using the balance sheet liability method, on temporary differences ansing between the
tax bases of assets and labilibes and their carrying amounts in the consolidated financial statements Deferred
tax assetls are recognised to the extent that it 1s probable that future taxable profits will be available against
which the temporary differences can be utiilsed The amount of deferred tax provided 1s based on the expected
manner of realisation or settiement of the carrying amount of assets and habilittes

Temporary differences ansing from mvestments n subsidianes and associates give nse to deferred tax only to
the extent that it 1s probable that the temporary difference will reverse in the foreseeable future or the timing of
the reversal of that difference cannot be controlled Deferred tax 1s provided on unremited earnings of
subsidianes to the extent that the temporary difference created 1s expected to reverse i the foreseeable future

Deferred tax 1s recogmised in the income statement except when It relates to items recognised directly in the
statement of recogmnised income and expense in which case it 1s ¢redited or charged directly to unallocated
divisible surplus through the statement of recognised income and expense

The income tax expense 1s determined using rates enacted or substantively enacted at the balance sheet date

{p) Reinsurance assets

Reinsurance assets pnmanly include balances due for ceded insurance liabiihes Amounts recoverable from
reinsurers are estimated in a manner consistent with tha assumptions used for ascertaining the underying policy
benefits, subject to the terms of the contract Remnsurance assets that do not qualify as insurance contracts,
under the classification requirements descnbed in policy (g), are classified as financial assets and measured at
FVTPL

Amounts due from rensurers m respect of claims incurred are separately recognised n 'Other assets' and are
accounted for on a basis consistent with loans and receivables (refer to policy (q))

If a reinsurance asset is considered to be impaired, the carrying amount 15 reduced to the recoverable amount
and the imparment loss 1s recognised in the income statement The recoverable amount 1s determined as the
carrying amount less any impairment losses Impamment losses are determined using the process adopted for
assessing the imparment of financial assets held at amortised cost on an individual basts (refer to policy {(q))

{q) Loans and receivables

Loans and receivables are non denvative financial assets with fixed or determinable payments that are not
quoted in an active market other than those that the Company intends to sell in the short term or that it has
designated as FVTPL Financial assets classified as loans and recewvables include deposits with credit
institutions, loans secured by mortgages and loans secured on policies

Loans and receivables are wnitally measured at fair value less directly atinbutable transaction costs
Subsequently, they are measured at amortised cost, using the EIR method, less any impairment losses
Revenue from financial assets classified as loans and recevables 1s recognised in the income statement on an

EIR basis
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(q) Loans and receivables continued

impaiment on indwdual loans 15 determined, at each reporting date, by an evaluation of the exposure on a
case-by-case basis The impairment loss 1s caiculated as the difference between the present valus of future
cash flows, discounted at the loan's onginal effective rate, and the Joan's current carrying value Any impairment
loss 1dentified 15 recognised in the income statement Subsequent recovenes are credited to the income

statement

If there 1s no ewidence of imparment on an indivdual basts, a coilective impaiment review is undertaken
whereby the assets are grouped together, on the basis of similar credit nsk characteristics, in order to calculate a
collechve impairment loss

{r) Investment securities and derivatives

Management determines the classication of investment secuntes and denvatives at initial recogniion The
Company has designated its investment secunties as fair value through profit and loss Al denvatives are held
at farr value and changes mn far value are recorded in the mncome statement

Financtal assets and habilihes are designated at FVTPL where the asset or hability 1s part of a group of assets
that are evaluated and managed on a farr value basis The Company helds portfolios of equihes and debt
secunties that are all managed and monitored, through quarterly investment reports, on a fair value basis so as
to maximise retums either for with profits policyholders or equity holders

The Company uses denvative financial instruments including forwards, swaps, futures, and options for the
purposes of matching contractual hiabilites, reducing investment nsks and for efficient portfollo management
actvittes In accordance with its treasury policy, the Company does not hold or issue denvative financial

instruments for speculative trading purposes

The Company recogruses these assets at fair value on the trade date of the transaction In the case of
denvatives where no iniial premium Is paid or recerved the imtial measurement value s Nil Directly attnbutable
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 pnce where an active market exists Where a quoted price n
an achve market cannot be obtained an appropnate market consistent valuation techmique {(for example
discounted cash flows and recent market transactions) 1s used to determine fair value If a pnce/technique 1s not
avairable to prowide a reliable fair value the investment 1s camed at cost less a provision for tmparrment

(s) Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks and any highly hquid
investments with less than three months to matunty from the date of acquisition For the purposes of the cash
flow statement cash and cash equivalents also include bank overdrafts, which are mcluded in borrowmings on the

balance sheet
{t) Insurance and investment contract liabilities

For insurance contracts and participating investment contracts IFRS 4 Insurance Contracts permits the
continued apphcabon of previously apphed GAAP, except where a change 1s deemed to make the financial
statements more relevant to the economic decision-making needs of users and no less reliabie, or mere rehiabie,
and no less reievant to those needs The Company therefore adopts UK GAAP, including the requirements of
FRS 27 Life Assurance in relation to its UK regulated with profits funds, for the measurement of its insurance
and participating investment contract habilihes As permitted under UK GAAP, the Company adopts local
regulatory valuation methods, adjusted for consistency with asset measurement policies, for the measurement of
habiliies under insurance contracts and participating investment contracts 1ssued by overseas branches

Further details on these policies and the polictes for the measurement of non participating investment contracts
are given in (u), {v} and (w} below
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{u) Participating contract liabilities

Participating contract iabiities are analysed into the following components
*  Participating insurance contract habilibes

* Participating mvestment contract liabilibes

* Unallocated divisible surplus

+ Present value of future profits on non participating contracts, which is treated as a deduction from the gross
participating contract habilities

The policy for measunng each component s noted below
(i} Participating insurance and investment contract habilities

The Capital Redemption Policy 1s classed as an investment contract with discretionary participating features and
Is valued using the gross premium valuation method and an appropnate discount rate  Since this 1s the only
remaiming contract and is valued at considerably less than £500m a section 148 waiver has been granted so that
the Company no longer falls under the FSA’s realistic regime

The following sections on previous valuation approaches are therefore included as they relate to the penod up ta
10 July 2006

Participating contract habiliies ansing under contracts held in with profits funds falling within the scope of the
FSA's realishc capital regime are measured on a FSA realistic basis Under this approach the value of
participating nsurance and participating investment contract habilibes in each with profits fund is calculated as

*  With profits benefits reserves (WPBR) far the fund as determuned under the FSA reahstic bass, plus
» Future pohcy related labiliies (FPRL) for the fund as determined under the FSA realistic basis, less
= Any amounts due to equity holders included in FPRL, less

+ The portion of future profits on non participating contracts included in FPRL not due to equity holders, where
this porbion can be separately idenbified (see policy (L)) below)

The WPBR is pnmanly based on the retrospective calculation of accumulated assets shares The FPRL
compnses other components such as a market consistent stochashc valuation of the cost of options and
guarantees

Pnor to the demutualisation of SLAC, all business was held within one with profits fund On a FSA realistic
basis, the element of future profits on non paricipatng contracts included in the FPRL could not be directly
allocated to participating insurance and investment contract habifites Henca the present value of future profits
on non participating contracts was presented as a separate item deducted from habiies compnsing
participating contract habilites and the unallocated divisible surplus

In accordance with Company policy for overseas branches, the method used to determine participating contract
habihties for the Canadian business I1s based on Canadian accounting and regulatory valuation pnnciples In
accordance with Canadian accounting principies, for most pariicipating business the value of participaung policy
lrabihtes 18 set equal to the value of the assets set aside in a separate fund for this business, unless this s
msufficient to cover guaranteed benefits, in which case a higher hability 1s recognised Generally, Canadian
GAAP measures assets at cost or amortised cost, however, as the Company's policy 1s 1o measure investment
secunties at FVTPL an adjustment 1s made to the Canadian GAAP labiity to reflect the impact of the
measurement change in the backing assets

{ii) Unallocated divisible surpius {UDS)

The UDS represents the difference between assets and alt other recogrised habilites in the Company's with
profits funds ft s recogrused as a hability
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(v) Non participating contract liabilities
(1} Non-participating insurance contracts {life and pension business)

The insurance contract habiites for conventional business are calculated using the gross premium method In
general terms, a gross premium valuation basis 1s one in which the premiums brought into account are the full
amounts recewvable under the contract The method includes explicit estimates of premiums, expected claims
and costs of maintaming contracts Cash flows are discounted at the valuation rate of interest determined m
accordance with FSA requirements The relaxations to reserving requirements for non participating insurance
contracts set out in the FSA's Policy Statement PS 06/14 have been adopted durnng 2007

The hiabiity for annurty contracts I1s calculated by discounting the expected future annuity payments together with
an appropnate estimate of future expenses at an assumed rate of interest denved from yields on the underying

assets

In accordance with Company policy for overseas branches, the method used to determine the insurance
contract labilites for the Canadian business 1s based on Canadian accounting and regulatory valuation
pnnciples (CALM) The Canadian regulations set the value of policy habiliies equal to the value of a set of
supporting assets just sufficient with remvestiment and disinvestments to meet all policy habiities when due
Generally, Canadian GAAP measures assets at cost or amortised cost, however, as the Company's policy 1s to
measure investment secunties at FVTPL an adjustment 1s made to the CALM liabiliies to reflect the impact of
the measurement change in the backing assets

{n) Non-participating investment contracts (life and pensions business)

Unit Iinked non participating investment contract liabiites are designated as FVTPL as they are implicitly
managed on a far value basis as their value ts directly linked to the market value of the underying portfolio of
assets The fair value of a unit Iinked hability is equal to the value of the (funded) units allocated to the contracts
The unit value 18 based on the bid value of the fund assets at the reporting date before expenses of selling or
buying the underlying assets

Liabilittes for non fhinked investment contracts are measured at amorhised cost Amortised cost 1s calculated as
the fair value of contnbutions recewved at the date of initial recognition, less the effect of payments such as
transaction costs, plus or minus the cumulative amortisation, using the EIR method, of any difference between
that iniral amount and the matunty value, and less any write-down for surrender payments At each reporting
date, the amortised cost habiity 15 determmned as the value of future best estimate cash flows discounted at the

EIR
(w) Liability Adequacy Test

The Company applies a Liability Adequacy Test at each reporting date to ensure that the insurance liabilites are
adequate i the light of the estumated future cash flows This test ts performed by companng the camying value
of the habiity and the discounted projections of future cash flows (Including premiums, claims, expenses,
invesiment return and other items), using best estimate assumptions

if a deficiency 1s found in the hiability {1 e the canying value amount of its insurance hiabihtes 18 less than the
future expected cash flows) that deficiency 1s provided for in full The deficiency 1s recogmised in the income

statement

(x) Borrowings

Borrowings include bank overdrafts and certificates of deposit, commercial paper, medium terms notes and
mortgage backed secunties issued by Standard Life Bank Borrowings are recogrised initiaily at farr value, less
attnbutable transaction costs Subsegquent to iwhal recognition, borrowings are camed at amoriised cost with
any difference between the camying value and redemption value being recogmsed in the income statement over
the penod of the borrowings on an EIR basis

{y) Subordinated hablities

Subordinated habilihes are inrtrally recognised at the value of proceeds received net of 1ssue expenses The total
finance costs are charged to the income statement over the relevant term of the instrument using the EIR The
carrying amount of the debt s increased by the finance cost in respect of the reparting penod and reduced by
payments made in respect of the debt in the penod
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(z) Pension costs and other post retirement benefits

The Company did operate a number of defined benefit and defined contnbution plans, the assets of which are
held in separate trustee admmistered funds The pension plans are funded by payments from employees and by
the relevant Company, determined by penodic actuanal calculations

For defined benefit plans, the hability recognised in the balance sheet 1s 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 ssued by the Company The defined
benefit obligation 1s calculated annually by independent actuanes 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 simifar term as the pension hability,

Actuanal gains and losses are recognised in the statement of recognised income and expense in the penod in
which they cccur

For defined contribution plans, the Company pays contnbutions to publicly or pnvately administered pension
insurance plans The Company has no further payment obligations once the contnbutions have been paid The
contnhutions are recogmised in staff expenses when they are due

{aa) Deferred income

Front-end fees on service contracts, including nvestment management service contracts are deferred as a
liability and amortised to the income statement over the penod services are provided

{bb) Provisions and contingent liabilities

Provisions for restructunng costs and legal claims are recognised when the Company has a present legal or
constructive obligation as a result of past events, it 1s more likely than not that an outflow of resources will be
required to settle the obhgation and the amount has been rehably estimated Prowisions are not recogrused for
future operating losses Where there are a number of similar obligations, the likehhood that an cutflow will be
required i setttement is determined by considenng the class of obligations as a whole

Contingent habiliies are disclosed if the future obhgation ts probable and the amount cannot be reasonably
estimated

(cc) Leases

Leases, where a significant portion of the nsks and rewards of ownership are retained by the lessor, are
classified as operating leases Where the Company 15 the lessee, payments made under operating leases, net
of any incentives received from the lessor, are charged to the income statement on a stratght line basis over the

penad of the lease

Where the Company is the lessor, lease income from operating leases 1s recogmsed 1n the income statement on
a straight hne basis over the lease term Imibial direct costs ncured in arranging an operating lease 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

The Company has not entered into any matenal finance lease arrangements as either the lessor or lessee
{dd} Derecognition and offset of financial assets and hiabilities
A financial asset {or a part of a group of similar financial assets) 1s derecogmsed where

+ The nghts to recewe cash flows from the asset have expired,

» The Company retains the nght to receve cash flows from the asset, but has assumed an obligatign ta pay
them in full without matenal delay to a third party under a ‘pass-through’ arrangament, or

+ The Company has transferred s nghts to receive cash flows from the asset and has erther transferred
substantially all the nsks and rewards of the asset, or has neither transferred nor retained substantialy all the
nsks and rewards of the asset, but has transferred control of the asset

A financial habihty 1s derecogrised when the obhigation under the hability 1s discharged or cancelled or expires.

Fiancial asset and habiihes are offset and the net amount reported in the balance sheet only when there 15 a
legally enforceable nght to offset the recognised amounts and thera 1s an intention to settle on a net basis, or to
reahse the asset and settle the habihty simultaneously
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Notes to the financial statements

1. Continuing and discontinued operations of the Company

Discontinued operations

On 10 July 2006 the Company demutualised and a new holding company for the Group, Standard Life Plc, was
admitted to the London Stock Exchange Except for the operations noted betow, the significant parts of the
Company’s business were transferred to SLAL on that date Full details of the impact of demutualisation were
provided in the Company’s 2006 financial statements

After the demutualisation of the Company, it was almost exclusively involved in the following operations that
were alt based m Canada

*  Managing a porifolio of three-party structured settlement contracts under which the Company, between 1
January 2005 and 9 July 2008, assumed property and insurer's obligations to clavmants  The company
purchased contracts from Standard Life Assurance Company of Canada (SLCC) to match the payments to
clamants

*  Managing the portfolio of structured settlement annuity contracts, which had been 1ssued by the Company
as part of its regular operations untl 31 December 2004 at which point this portfolio was totally indemmity
rensured to SLCC.

On 15 June 2007 all assets and liabihties associated with these structured settlement contracts were transferred
to Standard Life Assurance Limited As set out in note 20, the significant assets and liabilities transferred were
msurance contract habihbes of £276 8m, wnvestment contract habiibes of £261 1m and reinsurance assets of
£519 7m The remainder of the transfer was the amounts due from related parties No gain or loss arose on
this transfer

The results of the operations transferred on 10 July 2006 and 15 June 2007 have been presented as
disconbinued operations in these financial statements

Continuing operations

The only contract remarming in the Company 18 a with profits Capital Redemption Policy (the ‘sole member
policy’) that was 1ssued by the Company to SLAL wmediately following demutualisation  From 15 June 2007
the Company continued to holds tts remaiming investments, including its joint venture investment in the HOFC
Standard Life Insurance Company Limited which 1s 1n the process of being transferred to a related party (see
Note 29)
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2. Net investment return

12 months to 9 months to
30 September 30 September

2007 2008
£m £m

(a) Financial assets other than those at farr value through profit or loss

Interest income

Cash and cash equivalents o7 347

Loans and receivables 213

Other 117

07 677

(b) Net forelgn exchange transaction gains 01 {0 3)
{c) Gains/(losses) on financial assets at fair vatue through profit and loss

Investments in asscciates and jomnt ventures 3g

Equity secunties and interests in pooled investment funds 22918

Debt secunties (05) (244 7)

Dernvative financial nstuments (32) (399 3)

01 1,647 8

(d} Investment property

Rental income 1045

Net fair value gams 2726

3771
Total net investment return 09 2,0923

Included in financial assets at fair value through profit or loss are dividends on equity secunties of £Nil (2006
£509 4m) and interest income on debt secunties of £1 tm (2006 £481 9m)

3. Fee and commission income

12 months to 9 months to
30 September 30 September

2007 2006

£m £m
Fee income on investment contracts at far value 149 4
Reinsurance COMMISSION Mcome 04
Other fee and commission Ncome 49
Total fee and commission income 1547
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4, Other administrative expenses

Notes 12 months to 9 months to
30 September 30 September

2007 2006

£m £m

Commission expenses

Interest expense on borrowmings

Interest on loan from related entity

Other interest expense

Staff costs and other employee related costs
Operating lease rentals

Qther corporate expenses

Auditors' remuneration

Other administrative expenses

Depreciation of property and equipment

Reversal of impairment on property and equ1pment

Amortisation of intangible assets

1655
13

13 05
13 @7

Acquisition costs deferred dunng the year / penod

Amortisation of deferred acquisthion costs

Total other administrative expenses

5. Staff costs and other employee related costs

The staff who manage the affairs of the Company m the UK are employed by SLESL, a related party Since the
demutualisation of the Company on 10 July 2006, costs in respect of employees services have been met by a
related undertaking Pnor to demutualisation these costs were recharged to the Company and are shown below

in the nine months to 30 September 2006

Notes 12monthsto 9 months to
30 September 30 September

2007 2006
£m £m
The aggregate remuneration payable in respect of employees was
Wages and salanes 951
Socal secunty costs 112
Qther pension costs
Defined benefit scheme 23 100
Defined contnbution scheme 23 09
4 17.2

Total staff costs and other employee related costs

Refer to Note 28 for information n respect of directors’ remuneration as

Act 1985

6. Auditors’ remuneration

required under the Companies

Notes 12 months to 4 months to
30 September 30 September

2007 2006

£m £m

Fees payable for the audit of the Company's accounts

Cther services pursuant to legisiation
Other services
Tax advisory services

Total auditors’ remuneration

The audit fee incurred duning the 12 months to 30 September 2007 was met by a related undertaking

Other services pursuant to legislation includes fees in respect of the audit of the Company's regulatory retums
which were met by a related undertalung for the 12 months to 30 September 2007 (2006 £0 1m) and fees
incurred In respect of stock exchange hsting requirements of £Nil (2006  £4 5m)
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6. Auditors’ remuneration continued

Other senvices and tax adwisory services of £Nit (2006 £2 3m) are in respect of preparation for the

demutualisation and the adoption of IFRS in 2005

The Company incurred audit fees m respect of the UK staff pension scheme of £Nil {2006 £24%) Since

demutualisation these costs are now met by a related undertaking

7. Tax expense
{a) Current year tax expense
12 months to 9 months to
30 September 30 September
2007 2006
£m £m
Current tax
United Kingdom 07 305
Canada and intermational 26 4
Adjustment fo tax expense in respect of prior years {(137)
Total current tax 07 522
Deferred tax
Deferred tax expensesiiincome) ansing from the current year! penod 485
‘Total deferred tax 48 5
07 1007

Total tax expense

No unrecogrised tax losses from previous penods were used to reduce current and deferred tax expenses in the

year ended 30 September 2007 (2006 £Nu)

(b) Tax expense taken to unallocated divisible surplus
12 months to 9 months to
30 September 30 September
2007 2006
£m £m
Deferred tax
Aggregate tax effect of items credited directly to unalfocated divisibie surplus -
(c) Reconcihation of tax expense
12 months to 9 months to
30 September 30 September
2007 2006
£m £m
Result before tax 08 3180
Tax at 30% 02 8957
Permanent differences 14 6
Different tax rates 191
Different tax base of mutual hfe assurance (47)
Adjustment to tax expense in respect of pnor years 0s (137)
Recogmition of previously unrecogmised tax credit (83)
Deferred tax not recognised (20
Total tax expense for the penod 07 1007
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8. intangible assets

Notes 30 September 30 September

2007 2006
£m £m

Beginming of penod
Cost 429
Accumulated amortisation and rmpairment {6 6}
Opening net book amount 36.3
Additions 28
Amortisation charge 4 23)
Transfer to Group Undertaking (11 1)
Transfer out on demutualisahon and related transactions (25 7)
Glosing net book amount .
At end of period
Cost

Accumulated amortisation and impairment
Closing net book amount

Intangible assets relate to capitalised software development costs
In the mine months to 30 September 2006 the transfer to Group Undertaking of £11 1m relates to the transfer of

software development costs in respect of ongoing WRAP development projects to Standard Life Savings
Limited, a related undertaking

9. Deferred acquisition costs

Notes 30 September 30 September

2007 2006
£m £m
Beginning of penod
Cost 5369
Accumulated amorbsaton and impairment (324 8)
Opening net book amount - 2121
Costs deferred 4 249
Amortisation charge 4 (16 0)
Transfer out on demutuahsation and related transactons (221 0)

Closing net book amount

At end of penod

Cost

Accumulated amortrsabon and impairment
Closing net book amount

All deferred acquisibon costs relate to non participating tnvestment contracts

10. Investments in subsidiaries

30 September 30 September

2007 2008

£m £m
Beginning of period - 25,3138
Transfer to Group Undertaking {2,210 0)
Fair value (losses) / gains (363 2)
Acquisition of controlling interest 96307
Cessation of controlling interest or disposal of interest held (2,666 3)
Impanment losses recognised (27 0y
Other 145
Transfer out on demutuatisation and related transachons {29,602 5

At end of period
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10. Investments in subsidiaries continued

During 2006 the Company transferred subsidianes held at fair vatue of £2,210m to Standard Life Investment
Funds Ltd (*SLIF") after entening into reinsurance agreements in respect of UK ynit inked penston business and
Irish unit Iinked business

11. Investments in associates and joint ventures

The foliowing are particuiars of the Company's principal jomt venture, which 15 unlisted and held at farr value:

Name of joint ventures Country of 30 September 30 September
incorporation 2007 2006

% interest held % interest held

HOFC Standard Life Insurance Company Limited India 12 2% 18 60%

12. Investment property

30 September 30 September
2007 2006
£m £m
Begmning of penod 4,3852
Addittons resuiting from subsequent expenditure 2287
Foreign exchange adjustment (29)
Net fair value (losses) {355 2)
Disposals {2,398 7)
Transfer out on demutualisation and related transactions {1,857 1)
At end of period =
The fair value of investment properties can be analysed as.
Freehold
Long leasehold
Short ieasehold

investment property s stated at farr value The properties in the UK and certain properhes in ather regions were
independently valued in accordance with the Rovyal Institution of Chartered Surveyors’ guidelines on the basis of

determmning the open market value of such propsrties

The rental income ansing from investment properties dunng the year amounted to £Nil (2006 £104 5m) which i1s
mcluded m net investment return  Direct operating expenses {included within other adminisiration expenses)
ansing i respect of such properties dunng the year amounted to £Nil (2006 £8m)
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13. Property and equipment

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

Cost
At 1 January 2006 400 8 121 4219
Additions 176 176
Disposals (17) (17
Revaluations 22 328 32.8
Transfer to Group Undertaking (154 5) (154 5)
Impairment losses reversed 4 97 9.7
Transfer out on demutualisation and related (313 7) (12 1) (325 8)
transactions
At 30 September 2006
At 30 September 2007
Accumulated depreciation
At 1 January 2006 {75) {7 5}
Depreciation charge for the period 4 {05) {0 5)
Transfer out on demutuahsation and related 80 80

transactions

At 30 September 2006

At 30 September 2007

Carrying amount
At 30 September 2006
At 30 September 2007

Impaiment losses reversed in the Income Statement were £Nit (2006 reversed £9 7m)

Where the expected residua! value of owner-occupied property 18 in ine with the current farr value, no

depreciation 1s charged

14. Tax assets and liabilities

Movements 1n net deferred tax assets/(habilittes) compnse:
30 September 30 September
2007 2006
£m £m
Beginning of peniod {339 7)
Transfer to subsidiary 397
Amounts {charged)/credited fo net results {48 5}
3485

Transfer out on demutualisation and related transachons

At end of penocd

Unrecognised deferred tax

Due to the uncertainty regarding recoverability, a deferred tax asset of £1 14m n respect of unreahsed capital
losses has not been recogmsed in the accounts as at 30 September 2007 There was no equivalent
unrecognised deferred tax asset at 30 September 2006

i
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15. Derivative financial instruments

in the nine months to 30 September 2006 the Company entered into an option agreement that entitles Standard
Life {Mauntius Holdings) 2006 Ltd to acquire its investment in the joint venture, HDFC Standard Life Insurance
Company Ltd at any time The consideration received for the exercise of the option will be the assumption of
any obligation of the Company relating to the joint venture A foreign currency forward was purchased to
manage the currency nsk In respect of the company’s interest in the joint venture which 1s recorded In indian

Rupees.

All denvative financial instruments have been classified as held for trading and are not part of a designated
hedge relationshp

The following table provides an analysis of denvative instruments

30 September 2007 30 September 2006
Contract Fair value Fair value Contract Farvalue Farr value
amount assets  llabihties amount assets  liabilities
£m £m £m £m £m £m
Other denvatives
Option to transfer investment n HOFC 158 120
Standard Life Insurance Company Ltd
Foreign currency forward contract 67 01
Total derivative financial 67 . 159 120
mstruments

Denvative assets of ENIl (2006 £Nil) are expected to be recovered after more than 12 months Denvative
habilities of £NIl (2006 £NIl) are expected to be settied after more than 12 months

STANDARD LIFE 30




16. Investment securities

30 September 30 September
2007 2006
£m £m

Debt securties at far valus through profit and loss
Listed 272
Unhsted 26 24
Debt securities 26 296
Total investment securlties 28 29.6

The amount of debt secunties expected to be recovered or settled after than twelve months 1s £Nil (2006
£29 6m)

17. Other assets
The balance in other assets in 2006 relates entirely to amounts due from related parties

The amount of assets expected to be recovered or settled after more than 12 months s £Nil (2006 £Nil)

18. Cash and cash equivalents
30 September 30 September
2007 2006
£m £m
Demand and term deposts wath onginal matunty of less than 3 months B3 169
Total cash and cash equivalents 383 16 9

19. Insurance contract liabilities, investment contract liabilities and
reinsurance assets — terms, assumptions and methods

On demutualisation of the Company substantially all insurance contract habtities, nvestment contract habilihes
and reinsurance assets were transferred to Standard Life Assurance Limited (SLAL) The habiities in respect of
the structured settlement business wnitten in Canada remained in the Company after the demutuahsation As at
15 June 2007, the structured seitfement business that remained in the Company was transferred to the
Canadian Branch of SLAL Following this transaction, the Company only has the with profits Capital Redemption
Policy (‘the sole member policy’) that was issued by the Company to SLAL immediately following
demutualisaton The terms, assumptions and methods for the structured settlement business are outhned

below

= Third party structured settlement assignment policies issued between 1 January 2005 and 9 July
20086.

The structured settiement assignment policies were contracts 1ssued in respect of clients, pnmarily property
and casualty nsurers, who had obhigatons to claimants under court settlements and who intended to

transfer these obligations to thurd parties

In each such case the Company purchased an annuity benefit from The Standard Lfe Assurance Company
of Canada ("SLCC") to exactly match the hability #t had accepted under the assignment

For this block of policies, the Company holds a lability and an equal offsetting asset which are both set to
the value of the actuanal liability established by the SLCC for the annuity benefit

» Structured settlement annuity contracts

The structured settfement annuity contracts had been issued by the Company as part of its regular
operations until 31 December 2004 at which point this portfolio was totally indemmnty reinsured wath SLCC

The Company has no net hability in respect of this portfolio of business
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19. Insurance contract liabilities, investment contract liabilities and
reinsurance assets — terms, assumptions and methods continued

Terms

These contracts provide a guaranteed annuity payment based on the survival of a Ife or for a specified penod
The portfolio includes both life contingent annuities which are classified as ife insurance and term certain
annuties classified as mvestment contracts The annuity portfolio that remained within the Comparty i1s written
on a non partricipating basis  The benefits may increase each year at a pre-defined rate or in line with increases
in the Canadian Consumer Pnce Index (CPI) and will not decrease in penods of deflation

The annuity habiltes, including these guarantees, were valued using the Canadian Asset Liabiity Mathod
{CALM) The value held 1s the maximum of vanous economic scenanos inciuding changes n the interest rate

environment and infiation rates.

Methods

Under Canadian regulations, habilities are determined according to the Canadian Asset Liability Method (CALM)
The Company's assets and habihties are projected under a number of different economic scenanos These
scenanos include the current yield curve as at the valuation date and a number of vanous nsing and faling
mterest rate environments Under each scenano the assets required to support the habihtes are the value of
assets which will achieve zero surplus at the end of the projection penod  The hability 1s set equal to greatest
value across all scenanos of the required assets

Assumptions

The Canadian economic environment at 15 June 2007 was used to determine the expected interest rates for the
valuation for the purposes of the business transfer and at 30 September 2006 was used to determine the year
end valuation The expected expenence scenano of nsk free rates 18 denved from the yield curve of Canadian

federal bonds at those dates

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

Mortalty tables used 2007 2006
Indvidual  after vesting 89% 106% of IAMB3M/IAMB3F with 86%-88% of JAM83IM/IAMB3F with
projection scale AA adjusted projection scale AA

Mortality assumptions are denved from studies performed dunng 2004 and 2005 using Company expenence
The rates are expressed as a percentage per the tables shown The percentages vary depending on whether
the contract 1s in payout or In deferment, and on the gender of the annutant The scale AA 1s adjusted to

strengthen mortahity improvement

Margins for adverse deviation are added and vary depending on the nature of the products and the strength of
the underwnting cntena These margins are consistent with Canadian actuanal standards of practice for use in

local regulatory reporting

3
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20. Insurance contract liabilities, non-participating investment contract
liabilities, participating investment contract liabilities and reinsurance

assets
Non participating msurance habihties wholly relate to Canadian structured settlement business

Non participating investment contracts wholly relate to Canadian structured settlement business

{a) The movement dunng the penod in iInsurance contract habihes, participating investment contract habilibes
and remnsurance assets 1s shown below Dunng the year ended 30 September 2007 the Company held non
participating insurance contract habibbies which related to the structured settlement business based in Canada
and the participating Caprtal Redemption Policy The movement in the non-participating insurance contract
iiabilities 1s shown below The value of the Capital Redemption Policy has been less than £1,000 over the year

Non participating Total insurance  Reinsurers share Net
insurance contract and panticipating of liabilities 2007
labilities contracts (reinsurance
asset)*
£m £m £m £m
At 1 October 2008 2043 204 3 (558 6) {264 3)
Expected change (11 6) (11 6) 407 291
Effect of
Economic impacts (18 8) (18 8) 80 {10 8)
Non-economic iImpacts 16 1 161 (16 1)
New Business
Transfer out of structured settlement
business at 15 June 2007 {276 8) (276 8) 5197 2429
Total change in contract liabilities (291 1) (291 1) 5523 2612
Foreign exchange adjustment {(32) (32) 63 31
At 30 September 2007
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20. Insurance contract liabilities, non-participating investment contract
liabilities, participating investment contract liabilities and reinsurance

assets continued

Participating Non Participating Total Reinsurers Net
insurance participating investment insurance share of 2006
contract insurance contract and habiiities
llabihtles contract habilities  participating  (reinsurance
habilities contracts asset)"
£m £m £m £m £m £m
At 1 January 2006 19,632 1 15,934 3 18,075 6 53,6420 (1,1039) 52,5381
Expected change (120 5) (610} (297 0) {478 5) 521 (426 4)
Methodology /modelling changes 2374 137 890 3401 GR)) 3350
Effect of
Economic impacts (347 2) (693 8) (270 9) {1,311 9) 229 (1,2880)
Non-economic wnpacts 1881 {102 0) 8003 686 4 262 7128
New Business 17 187 1 40 2328 {117 2211
Total change in contract
habilities (40 5) (656 0) 1654 (531 1) 844 (446 7)
Foreign exchange adjustment 01 (71) 74 04 199 203
At 10 July 2006 before
demutualisation 19,591 7 15,271 2 18,248 4 53,1113 (9996) 52,1117
Demutualisation and related
transactions {19,581 7) {14,889.4) {18,248 4) {52,829 5) 4417 (52,387 8)
At 10 July 2006 after
demutualisation 2818 - 2818 {557 9) (276 1)
Expected change B80) &0 200 120
Methodology /modelling changes
Effect of
Economic impacts 102 102 {14 6) (4 4)
Non economic impacts 153 153 {14 €} 07
New Business
Total change In contract
{rabiliies 17s 175 92 83
Foreign exchange adjustment (50} {(50) 85 35
At 30 September 2006 - 204 3 2043 {558.6) (264 3)

*Included in reinsurance share of habiities at 30 September 2006 1s £265m which relates to reinsurance assets
backing the non participating habiities as disclosed in table (¢) Refer to note 19 for further details concerning
the Company’s remsurance arrangements.

In the penod to 10 July 2006, £307m 1s included in methodology/modelling changes in respect of participating
contracts as a result of penodic adjustments to asset shares to bnng the credited mvestment return in line with
the actual retums generated, and also from a change i the ailocation of fixed income returns to adjust
allocations previously determined and incorparate changes in fixed income yields

The transfer of business on demutuahisatton includes £27m of habithhes in respect of Bermudan business

transferred prior to demutuahsation to a related party

Economic and non-economuc tmpacts include the effect of changes in assumptions and expenence and include
changes in fixed income yields in the penod to 10 July 2006, leading to higher valuation rates on non
participating business resulting In a decrease to non participating insurance contract labilities,
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20. Insurance contract liabilities, non-participating investment contract
liabilities, participating investment contract liabilities and reinsurance
assets continued

{b) The change in the present value of future results on non-participating contracts was as follows

2006
£m
At 1 January 2006 1,528 2
Expected changs, inciuding unwind of discount (43 3)
Methodology/modeling changes 770
Effect of changes in economic and non-economic assumptions (16 0)
Effect of economic and non economic expenence (35)
New business 164 9
At 10 July 2006 ~ before demutualisation 1,707 3
Demutuahsation and related transachons {1,707 3)
At 10 July 2006 - after demutualisation, 30 September 2006 and 2007
(¢) Change in non participating investment contract habiliies dunng the penod 1s shown below
Dunng the year ended 30 September 2007, the non participating mvestment contract abilittes related to the
structured setttement business in Canada
2007
£m
At 1 QOctober 2006 2826
Account batances pad on surrender and other terminations in the penod {29 1}
Investment return credited and related benefits 108
Foreign exchange adjustment {(32)
Transfer out of structured settlement busmness on 15 June 2007 (261 1)
At 30 September 2007
2006
£m
At 1 January 2006 33,7349
Contributions 4,230 4
Initial charges and reduced allocations (5 4)
Account balances paid on surrender and other terminations in the penod (1,713 8)
Investment return credited and related benefits 1,560 3
Forewgn exchange adustment {35)
Recumng management charges (120 0)
At 10 July 2006 before demutuahsation 37,6829
Demutuvalisation and refated transactions (37,388 3)
At 10 July 2006 after demutualisation 294 6
Account balances paid on surrender and other terminations in the penod {12 9)
Investment return credited and related benefits 52
Foreign exchange adjustment {4 3)
At 30 September 2008 282 6

Refer to note 27 —~ Risk Management policies for an indication of the term to contracted matunty/repncing date
for insurance and investment contract labities Reinsurance contracts are generally structured to match
habihties on a class of business basis This has a muxture of terms  The reinsurance assets are therefore
broadly expected to be realised in line with the settlement of habibbies (as per the terms of the parbicular treaty)
within a reinsured class of business
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21.

Impact of assumption changes on unallocated divisible surplus

No sensitivity analysis was presented at 30 September 2007, as following demutuahsation, the remaining
insurance and investment contracts were effectively fully reinsured to SLCC  This business was transferred to
SLAL on 15 June 2007 and, therefore no sensitivity analysis 1s presented at 30 September 2007

22. Movement in components of unallocated divisible surplus
Notes Revaluation Foreign Remarming uDs* Total UDS*
of land and currency components betore income
buldings  translation Income  recognised
Statement in the
recognition Income
Statement
2007 £m £m £m £m £m £m
At 1 October 2006 - 421 421 421
Actuanal losses on defined benefit pension 23
schemes
Revaluation of land and buldings 13
Exchange differences on translating forergn 01 01 01
operations
Other {16) (16} {16)
Income/{expense)} not recogrused in the 01 (1.6 (15) - {15}
Income Statement during the period
Transfer to unallocated divisible surplus 01 01
At 30 September 2007 01 405 40 6 01 407
* Unaliocated dwasible surplus
Notes Revaluation Foreign Remaming UDS* before Total ups*
of land and currency  components Income mncome
bulldings translaticn Statement recognised
recogmtion in the
income
Statement
2006 £m £m £m £m £m £m
At 1 January 2006 229 (e7n 4,580 8 4,597 0 4,597 0
Acluarial fosses on defined benefit pension 23 {10 2} {10 2) (10 2)
schemes
Revaluation of land and buildings 13 3zs 328 328
Exchange differences on transiatng foreign 52) {52) (52)
operations
Other 18 {18) {18)
Income/{expense) not recognised in the 328 {52) (12 0) 156 156
Income Statement dunng the period
Transfer out on demutualisation and refated (557) 219 (4,755 Q) (4,788 8) (4,788 8)
transactions
Transfer to unallocated divisible surplus 2183 2183
At 30 September 2006 {176 2) (176 2) 2183 421

* Unallocated divisible surplus
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23. Pension and other post retirement benefit provisions

Prior to its demutualisation, the Company operated defined contnbution and defined benefit pension schemes for
s employees in UK, lreland and Germany On demutualisation of the Company the obligatons under these
schemes transferred to SLAL The details of these schemes are outhned below

Defined contribution schemes

Prior to 10 July 2006 the Company operated a defined contnbutton scheme The assets of the scheme were
held separately from those of the Company in an independently administered fund  £Nil (2006 £0 9m) s
included as an expense In the income Statement

Defined benefit schemes

The Company operated a defined benefit scheme for its employees in the UK, Ireland and Germany with the
vast majorty relating to the UK With effect from 2004 the UK scheme was closed to new entrants The pension
habibty of £224m was transferred to SLAL on 10 July 2006 as part of the demutualisation transachion, which was
based on a valuation performed as at 30 June 2006 for all schemes

(a} Analysis of amounts recognised in the Income Statement

The amounts recogmised in the Income Statement for defined contnbution and defined benefit schemes are as
foltows

Notes 12 months to 9 months to
30 September 30 September

2007 2006
£m £m
Current service cost (14 5)
Interest cost on benefit obligation (29 6)
Expected retum on plan assets 339
Past service cost o7
Expense recognisaed in the Income Statement 5 {10 9)
(b) Actuanal gains and losses recognised in the Statement of Recognised Income and Expense

The actuanal gains and losses recognised in the Statement of Recognised Income and Expense are as follows

12 months to 9 months to
30 September 30 September

2007 2006

£m £m

Actual return less expected return on plan assets - (92 1)

Expenence gains arising on schemes’ liabilthes {19 3)

Changes in assumphons underlying schemes' habilities 1012

Actuanal {fosses) / gains recognised 1n the Statement of Recognised Income - {10 2}
and Expense
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23. Pension and other post retirement benefit provisions continued

(c) Defined benefit obligation

The movement in the present value of defined benefit obligation is as follows

30 September 30 September

2007 2006
£m £m

Beglnning of pericd 1,267 0
Service cost 271
interest cost 2986
Actuanal gains (815)
Benefits pard (10 0}
Transfer out on demutualisation and related transactons {1,232 2)
At enc of period
(d) Ptan assets

The changes mn the fair value of plan assets are as follows

30 September 30 September

2007 2006

£m £m

Beginning of pencd 1,051 0
Expected return on plan assetls 339

Actuanal gamns (91 6)
Contnbutions by employer 251

Benefits paid (100)

Transfer out on demutuahsation and related fransachions (1,008 4)

At end of penod

The expected retum on plan assets 1s based on market expectations at the begimmng of the pencd for returns
over the entire life of the related benefit obligattons The actual return on plan assets during the penod to 30
September 2008 was a loss of £50m  There were no plan assets at the beginning of the year to 30 September

2007

24. Deferred income
30 September 30 September
2007 2006
£m £m
Beginning of penod - 2232
Additions dunng the penod 243
Released to the Income Statement as fee income (16 1)
Transfer out on demutuahisation and related transachons {231 4)

At end of period

25. Other liabilities

The balance in other hiabihties n 2007 relates {0 current tax habilthes of £74k  The balance m 2006 relates
entirely to amounts due to related partes The amount of other habilities expected to be recovered or settied
after more than twelve months 1s £Nil (2008 £Ni)
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26. Net (increase)/decrease in operating assets and liabilities

12 months to 9 months to
30 September 30 September
2007 2006
£m £m
Decrease/(increase) in operating assets
Deferred acquisiton costs (24 9}
Investment in subsidianes” (5,500 4}
Investment in associates™ (38) 4587
Investment property (436 9)
Remnsurance assets 568 6 (32 4}
Loans and receivables 1015
Derivatives nef assets 39 2219
Investment secunhes 270 14120
Dther assets 244 {803 5)
6101 (4,504 0)
{Decrease)/increase in operating liabilities
Insurance contract labihbes {294 3) (731 7)
Invesiment contract liabilites {282 6) 3,863 4
Pension and other post retirement benefit provisions 361
Deferred income 82
Other iabiibes (10 4} 3325
{587 3) 35085
Net decrease/(increase) in operating assets and liabilities 228 {1,095 5)

* investment in Standard Life investiments (Global Ligudity Funds) PLC, HDFC Standard Life Insurance
Company Limited and cerlain unit trusts have been classified as operating actvities due to the nature of the

underlying mvestments
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27. Risk management policies

The Company adheres to the nsk management palicies and procedures defined and established by the Group
as appropnate given the scale of the Company's actvities The Group policies and procedures are outlined
below

(a) Governance framework

The Group's Risk Management Policy ensures that the nsks taken in meeting the Group's corporate, financial
and regulatory objectives are 1dentified and managed in accordance with the approved nsk framework

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

objectives

The Group manages nsks through the Group Risk Management Framework, which allows for the identification,
assessment, control and monitonng of nsks across the Group The Group and each Group company establish
effective nsk management systems and controls within the framework for the following tigh level categones of
nsk msurance, credit, kquicity, market and operational

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

The Group Board delegates responsibiity for the implementation of the day to-day process to manage nsk
across the Group, to the Group Chief Executive The Group Chief Executive 1s supported in this role by the
Group Executve Committee and assisted by the Group Asset and Liabiity Committee and the Group
Operational Risk Committee  These committees are constituted with formal terms of reference

The Group has an established centralised nsk management function whose role Is to support the Group Board,
the Group Chief Executive and the nsk commuttees in meeting their nsk management responsibilities This
centralised function I1s headed by the Chief Risk Officer and Group Chief Actuary who reports to the Group
Finance Director and is the FSA Approved Person charged with reporting to the Board on setting and controlling
sk exposure across the Group

(b} Insurance risk

Insurance nsk 15 defined as being the nsk that anses from the inherent uncertainties as to the occurrence,
amount and timing of insurance habilites Such nsks anse as a result of, for example, increases 1n annuitant iife
expectancy, detenorating expense expenence or vanahion in persistency expenence

Following demutualisation, all of the remaining Insurance contracts are fully reinsured with another group
company, SLCC After the demutualisation of the Company on 10 July 2006, its exposure to insurance nsk has
concentrated in Canada On 15 July 2007, this exposure was transferred to SLAL and the Company has, n
essence, no exposure to nsurance nsk at 30 September 2007 Prior to 10 July 20086, the Company’s insurance
risk was mainly concentrated in the UK

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

The main features of the policy are

. Insurance nsk 1s only incurred in the pursuit of the Group's corporate and financial objectives, n
particular to grow the business subject to maintaining adequate financial strength

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

. The use of reinsurance

. The monitoning of the adequacy of reserves to cover insurance habilities

. Regular momtonng of the overall capital of the Group and of the appropnate individual business units

Insurance nsk Is only undertaken within the permitted activities of each Group company

Each Group company defines the classes and charactenstics of insurance business that it 1s prepared to accept.
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27. Risk management policies continued

{b} Insurance risk continued

Insurance habilites are assessed 1n accordance with the Group's obligation to treat customers fairly. Where
policy benefits are subject to discretion, the valuation of habihties and pncing of policies wll reftect any restriction
on that discretion ansing from published documents such as The Pnnciples and Practices of Financial

Management

New business I1s wntten in accordance with approved pncing assumptions Underwriting cntena 1s defined and
aligned to the approved pncing assumptions and to the identificabon of aggregations of nsk with the

policyholder

Every product open to new business is reviewed annually to confirm, or otherwise, that pncing assumptions
remain appropnate

The approach to the use of reinsurance or other means of nsk transfer 1s defined

There are controls over the claims process to mitigate nvalid claims and claim payment emors, including
remsurance recovenes, these are considered under the Group Operational Risk Pohicy Inefficiencies In the
settlement of claims are reflected in the periodic, but at least annual, analyses of expenses and claims

Each Group company must ensure that relevant stress testing 1s camed out to help ensure that only acceptable
levels of insurance nsk are undertaken

(c) Credit nsk

Credit nsk 1s the nisk of exposure to loss if a counterparty fails to perform its financial obligations, including
failure to perform those obligations in a timely manner It also ncludes the nsk of a reduction i the value of

corporate bonds due to the widening of corporate bond spreads

The overnding prudential requirement of the policy, which covers all assets beneficially owned by the Company
excluding assets held in respect of linked habilites, 1s that all assets are of sufficient quality and are sufficiently
well diversified to represent appropnate backing for its habilibes, capital and reserves The pohicy also requires
compliance with all apphcable legislation and regulation and sets further imits under specific types of financial

instruments, as summansed below

Cash and cash equivalents

Maximum exposure Imits are set with reference to long term credit ratings 1ssued 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 1ssued by Standard
& Poor's and Moody's The forms of collateral that may be accepted are also specified and minimurn transfer
amounts in respect of margin deposits are also set by reference to the counterparty’s rating

Debt securities

Maximum exposure imits are set on the proportions of the total portfolio of debt secunbes, excluding those
secured on specific assets, which may be placed with counterparties rated below certan agreed long term

ratings levels
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27. Risk management policies continued
{c) Credit continued

Reinsurance assets

The Group's policy I1s to place remnsurance only with another Group undertaking or with appropnately rated
external counterparties  Following demutualisation and prior to the transfer on 15 June 2007 al reinsurance was
placed with a Group undertaking, subsequently there has been no reinsurance

Other financial instruments

Appropnate imits are set for other financial nstruments and habilites which the Group may be exposed to from
time to time

Credit ratings

The following tables provide information regarding the credit nsk exposure of the Company at the Balance Sheet
date, by classifying the following financial assets, excluding those baclking umt inked business, according to
credit ratings of the courterparties AAA Is the highest possible rattng Rated financial assets that fall outside
the range of AAA to BBB are classified as Below BBB

30 September 2007
Credit rating Not rated Total
AAA AA A BBB Below BBR
£m £m £m £m £m £m £m
Debt secunties 26 26
Cash and cash equivalents 383 383
30 September 2006
Credit rating Not rated Total
AAA AA A BBB Below BBB
£m £m £m £m £m £m £m
Reinsurance assets 558 6 558 6
Debt secunhes 298 296
Cash and cash eguivalents 16 169

At 30 September 2007 credit nsk 15 pnmarily concentrated in the UK At 30 September 2006 credit nsk was
pnmanly concentrated i Canada, with a related party, SLCC Counterparty nsk 1s monitorad in accordance with
the Group Credit Risk Policy

{d} Liquidity or funding risk

Liquidity nsk 1s the nsk that the Company, although solvent, does not have suffictent financial resources
available to meet thewr obligations as they fall due, or can secure them only at excessive cost

The Group sets the acceptable lavel of hquidity nsk through the Group Liquidity Risk Policy The methods used
to manage hquidity nsk include
. Limits on the volume 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 hiquid financial resources are in place to
meet abhgations as they fall due in the event of reasonably foreseeable abnormal circumstances

Short term hquidity nsk 1s managed by the central Group Treasury Where deemed necessary an appropnate
inter Group contingency funding project team would be established to manage the provision of liquidity
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27. Risk management policies continued

{e) Market risk

Market nsk s the nsk that as a result of market movements the Company or indwvidual business units may be
exposed to fluctuations n the value of its assets, the amount of its habiibes or the income from its assets
Sources of general market nsk include movements in interest rates, equities and foreign exchange rates

The Group sets the acceptable level of market nsk through the Group Market Risk Policy !

The main features of the policy are

. Market nsk 1s only incurred in the pursuit of the Company's corporate and financial objectives, mn
parhicular, its investment objectives
* Asset allocabion and portfolio limit structures are established for each asset class

Adequately diversified benchmarks set and approved
Control over denvatives and hedgmg activities
Aggregate exposure imits that are in ine with the regulatory requirements

Use of denvatives

Denvative instruments are employed by the Company to not only match the habiittes but also for efficient
portfollo management in reducing market nsk and currency nsk  Such denvatives are either listed on regulated
markets or are with approved counterparties At incepton, the Company documents the purpose of the
denvative instrument For denvatives whose purpoese it is to hedge existing nsk, this documentation includes the
identificatron of the hedged item and the nsk being mitigated Dunng the Iife of the denvative instrument, the
purpose the mnstrument fulfils and its continued relevance 1s monitored  For denvatives whose purpose 1s to
hedge existing nsk, this monitonng includes an assessment of the effectiveness of the nsk mitigation  Further
information on denvative financial instruments can be found in Note 15

Foreign Currency risk

The Company's investments are generally held in the same cumency as its habihtes in s operatronal
geographic locations However, where the Company believes it to be appropnate to hold non domestic assets to
support domestic habiliies on the grounds that geographical diversification helps reduce the nsk profile of the
portfohio, it will do so  In these cases, hedges may be employed to manage currency exposure

The tables below summanses the Company's exposure to foreign currency exchange rate nsks at 30 September
2007 and 30 September 2006 by categonsing the carrying value of assets and liabilihes by major currencies
Other relates entirely to India

30 September 2007
GBP Euro CAD Other Total
£m £m £m £m £m
Investment secunties
Debt secunties 26 26
Other financial assets 383 383
Non-financial assets 158 158
Total assets 83 286 158 567
Non participating contract hiabihbes
Qther financial habihties 01 159 160
Total habitihes excluding unallocated divisible surplus 01 159 160
{Unallocated divisibfe surplus 407
Total halilities 567
i
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27. Risk management policies continued

{e) Market nsk continued
Currency Risk continued
30 Septermber 2006
GBP Euro CAD Other Total
£m £m £m £m £m
Investment secunhes
Debt secunties 296 296
Other financial assets 169 5830 509 9
Non financizal assets 120 120
Total assets 168 6126 12.0 641 5
Non partictpating contract hiabilittes 576 ¢ 5769
Qther financial habilibes 45 60 120 225
Total liabilities excluding unallocated divisible surplus 45 5829 120 599 4
Unallocated divisible surplus 42 1
Total habilities 6415

Financial assets and habilites exclude items falling outside the disclosure requirements of the relevant IFRS
standard Hems such as investments 1n associates and reinsurance assets are cluded in non financial assets

The unallocated divisible surplus by nature 1s not attnbuted to currency categones

Interest rate rnisk

Interest rate nsk refers to the potenhal vanability in the Company's financial condition as a result of changes n interest
rates

Assets backing the fixed term insurance and mvestment liabihties may include those without fixed terms ke equities and
property, included i N/A, as well as fixed term assets

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

The following table sets out the ime to contractual matunty or repncing date, whichever is the earliest, for the Company's
assets and habilities exposed to interest rate nsk

30 September 2007 Term to matunty/repnicing
Within 15 510 1015 1520 »>2¢ No N/A  Total
1year years years years years years fixed
term
£m £m £m £m £m £m £m Em £m

Assets
Financial assets
Farr value interest rate risk 26 383 409
Non-interest bearng financial instruments 158 158
Non financial assets
Total assets 26 383 158 567
Liabilities

Insurance contracts

investment contracts -

Unallocated divisibie surplus 407 407
Other financial habihties
Non interest bearing financial instruments 01 159 160
Total llabihities 01 - 566 56.7
Total assets less habilties 25 - 383 (408)

all ”
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27. Risk management policies continued
(e} Market risk continued

fnterest rate risk continued

30 September 2006 Term to matuntyfrepricing
Within -5 510 10-15 1520 >20 No N/A Total

1year years years Yyears years years fixed

term
£m £m £m £m £m £m £m £m £m

Assels
Financial assets
Fair value interest rate nsk 169 25 203 68 46 5
Non Interest beanng financial instruments - 5650 5850
Tota! assets 169 25 203 68 5950 6415
Liahilities
Farr value interest rate nsk

Insurance contracts {294 3) {294 3)

Investment contracts {31) (679) (945) (525) (284) (185) (177) (282 6)

Unaliocated divisible surplus {(421) (421)
Other financia! abilites
Non interest bearing financial instruments {(225) {22 5)
Total habilities (31} (679) (945) (525) (28.4) (185) (3120) (64 €) (641 5)
Total assets less hiabilities 138 (654) (945) (525) (81) (117) (3120) 5304

Financial assets subject to interest rate nsk include debt secuntes, loans and receivables and denvative
financial instruments  Non-interest beanng financial instruments include equity secunties and reinsurance
assets Insurance and investment contract habilities exposed to interest rate nisk compnse with and without
participating non unit nked habiibes  Other financial habiities subject to interest rate nsk include bank
customer accounts, denvative financial instruments, subordinated kabilites and borrowings

Financial instruments classified as exposed to fair value interest rate nsk are those with a fixed rate of interest
Financial nstruments classified as exposed to cash flow interest rate nsk are those with a fioating interest rate,
which Is reset as market rates change For those contracts where part of the hability 18 exposed to fair value
interest rate nsk then the whole contract 1s considered to be exposed to farr value interest rate nsk

The Company'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 Company’s business 1s conducted The applicable rates are as follows

30 September 30 September

2007 2006
% %
Assets
Cash and cash equivalents 597 4 80
30 September 30 September
2007 2006
% %
Liabilities
investment contracts at amortised cost 697
Annuhes 69
45
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27. Risk management policies continued
i) Operational risk

Operational nsk is defined as the nsk of loss, or adverse consequences for the Company's business, resulting
from mnadequate or falled internal processes, people and systems, or from extemnal events

The Group sets an acceptable level of operattonal nsk through the Group Operational Risk Palicy The Palicy
also requires comphance with applicable legisiation and regulatons when defining and implementing its
Operational Risk Policy

The types of operational nsk the Company I1s exposed to are dentified using the following operational nsk
categones fraud or iregulartties, regulatory or legal, customer treatment, business interruption, suppher failure,
planning, process execution, and people  Actvihes undertaken to ensure the practical operation of controls over
financial nisks (1 @ market, credit, hiquidity and insurance nsk) are treated as an operational nsk

Operational nsk exposures are control based ustng a combinatron of one or all of the following modify
operations such that there 18 no exposure ta the nsk, accept exposure to the nsk and choose not to control the
nsk, or accept exposure to the nsk and control the exposure by nsk transfer or nsk treatment

The level of control and nature of the controls mplemented 15 based on, amongst other things the

Potential cause and impact of the nsk

Likelthood of the nsk happening in the absence of any controis

Ease with which the nisk could be insured agamnst

Cost of iImplemanting controls to reduce the likelthood of the nsk occumng
Operational nsk appetite

The Control Self Assassment (CSA) process 1s a key element used in monitonng the effectivenass of the
Operational Risk Controls The CSA 1s intended to provide assurance as to the adequacy of the exsting control
activiies implemented to manage nsks associated with business processes Assessments are performed by
business managers and monitored by the UK life & pensions nsk funchon Group Risk Management 1s
responsible for monitonng the completion process and reviewing and challenging the results Independent
monitorng 15 provided by Group Intemal Audit

The assessment of operational nsk exposures 1s performed on an impact and likelihood, and on a quantitative
basis

The operational nsks faced by the Company and its exposure to these nsks forms its operational nsk profile
The Company 1s required to understand and review its profile by monitonng its key operatonal nsk exposures,
compliance with approved thresholds, loss expenence and the results of control self assessment

The impact of a new product, a significant change, or any one-off transaction on the aperattonal nsk profile of
each Company 15 assessed and managed in accordance with established guidelines or standards
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28. Related party transactions

(a) Ultimate controlling party
The Company is controlled by SLAL and its ultimate controfling party 1s Standard Life Plc

(b) Compensation of key management personnel

Key management personnel, being those having authonty and responsibility for planning, directing and controlling
the achvibes of the Company, compnse 3 people for the penod 1 October 2006 to 30 September 2007 (2006 3
people for the penod between 10 July 2006 to 30 September 2007 and 24 people for the penod from 1 January
2006 to 10 July 2006) and include all directors, both executive and non executive, of the Company

Compensation of key management personnel is

12 months to 9 months to
30 September 30 September

2007 2006

£m £m

Satanes and other short term employee benefits 21
Post employment benefits 09
Share based payments 08
Total compensation of key management personnel 38

A number of the key management personnel of the Company are also key management personnel of other
entihies wathin the Group For the purposes of this note an apporhionment of the total compensation paid to the
key management personnel of the Company by the Group has been made based on an estimate of the services
rendered to the Company On this basis, no apporhonment of the total compensation paid to the key
management personnel has been allocated to the Company dunng the year to 30 September 2007 The costs
in 2006 pnmanly relate to the penod 1 January 2006 to 10 July 2008

In the year ended 30 September 2007, the Directors were remunerated as part of ther roles as Executive
Directors of Standard Life Plc and there was no recharge to the Company in respect of therr remuneration

Of the amounts disclosed above, for the nine months 1o 30 September 2008, the following 1s In respect of the
Directors of the Company

12 months to 9 months to

30 September 30 September

2007 2006

£m £m

Aggregate emoluments 14

Amounts {excluding shares) receivable under long term incentive plan 01

Total 15
Details of the highest paid director

Aggregate emoluments and benefits payable under long term incentive plan (excluding 05

shares)

At 30 September 2007 the highest paid director had unapportioned accrued pension benefits of £Nil (2006
£437k)

The Directors are parbicipants in a long term incentive plan ("LTIP") operated by the Group Pnor to
demutuahisation of the Company, the LTIP was a cash-based award dependent on certain performance
condibons being achieved over a three year penod 2007 1s the last year in which cash awards can be received
On demutuahsation of the Company, the awards were converted into awards over Standard Life Plc shares and
in future years the LTIP will be a share-based scheme The conversion was based on the average middle-
market share price dunng the twenty dealing days following demutuahsation The benefits ansing under the
incentive plan are recorded In the penod in which entitlement was determined Five directors, including the
highest paid director, became entitled to receive share awards under the long term incentive plan dunng the

prior penod

Retirement benefits are accruing to one director under a defined benefit scheme operated by the Group Dunng
the nine months to 30 September 20086, three directors opted out of the defined benefit scheme and one out of
the money purchase scheme in exchange for a non-consohdated cash supplement of 25% of base salary
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28. Related party transactions continued
{c) ‘Transactions with and balances due from/to key management personnel

All transactions between the key management and the Company dunng the penod are on commercial terms which
are equivalent to those available to all employees of the Company

Dunng the year to 30 September 2007 key management personnel contnibuted £Nif (2006 £0 9m) to products sold
by the Company

A transfer of the Company’s Canadian branch business to a related party occurred on 15 June 2007, details are
provided in note 1

The following are details of other transactions with related parties (including subsidianes) duning the year

All related party transactions are at arms length

12 months to 30 9 months to
September 2007 30 September

2006
£m £m
Revenue:

Subsidianes - Other 33133
Associates, joint ventures and other related parhies 32212
Total revenue 6,534 5

Expenses*
Subsidianes Investment contracts 80 3990
Subsidianes Insurance contracts 32
Subsidianes — Other 10,1358
Associates, joint ventures and other related parties 26806
Total expenses 80 13,218 6

Transactions shown under ‘Revenue Subsidianes - Other’ relate pnmanly to disposal of and dividends received
from subsidiary unit trusts

Transactions shown under ‘Expenses Subsihanes — Other relate pnmanly to the transfer of holdings i bonds
and property to unit trusts

Transactions shown under 'Revenue Associates, joint ventures and other related parties / Expenses Associates
jont ventures and other related parties’ relate pnmanly to the sale and purchase of holdings in a unit trust,
Standard Life Investments (Global Ligquidity Funds) PLC, which 1s an associate of the Group

Transactions shown under ‘Expenses Subsidianes — Insurance / Investment Contracts’ pnmanly relate to
premiums less claims on remsurance ceded to SLCC, which on demutuahsation became a fellow subsidiary of the

ultimate controlling party, SL plc

The penod-end balances ansing from transactions with related parties are as follows

30 September 30 September

2007 2006
£m £m

Due from related parties
Subsidiaries - Other
Qther related parties 583 0
Total due from related parties 583 0
Bue to related parties
Subsidianes Other
Immediate parent company 65
Uimate controlling party 45
Total due to related parties 110

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

As at 30 September 2007 the Company held an option in respect of the joint venture, HDFC Standard Life
Insurance Company Litd, this has been disclosed in note 15
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29, Event after the balance sheet date

The Company is in the process of transfermng the shares that it holds in the joint venture HDFC Standard Life
Insurance Company Limited to Standard Life (Mauntius Holdings) 2006 Limited, following receipt of authonty to
do so from the Indian insurance regulator |t 1s anticipated that these shares will be transferred by 31 December
2007 This transfer 1s taking place pursuant to the joint venture ophon held by Standard Life (Mauntius Holdings)
2006 Limited {see Note 15) If the transfer had occurred on 30 September 2007 then the assets and liabilities
shown in the balance sheet of the Company on 30 September 2007 would each have been £15 8m lower
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