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Standard Life Investments Limited

REPORT BY THE DIRECTORS
for the year ended 31 December 2006

The directors submit their report and fmancial statements for the year ended 31 December 2006
Annual general meeting

As permitted by Section 366A of the Companies Act 1985, Standard Life Investments Lunited (the 'Company') has
passed an elective resolution to dispense with the holding of an annual general meeting

Principal activities

The pninapal activity of the Company and 1its subsidianes (the 'Group') 15 to provide mvestment management
services The provision of msurance services ceased dunng the year as a result of the transfer of Touchstone
Insurance Company, previously a subsidiary of the Company, to the Company's immediate parent undertaking,
Standard Life Investments (Holdings) Limited

Business review

The Group achieved a profit after tax for the year ended 31 December 2006 of £43 9m, an 1ncrease of 29% over the
previous year’s profit of £34 lm

The Group’s earmungs before interest and taxation and exchange gans or losses (‘EBIT’), the Group’s preferred
measure of profit, mncreased from £43 2m to £60 9m, an increase of 41% EBIT as a percentage of net revenues ('EBIT
margin’) increased from 23 1% to 26 8%

The growth n profit of the Group was drnven by an 1ncrease in funds under management (‘'FUM’) and, i particular,
FUM external to the Standard Life group (‘Thurd Party FUM') Overall FUM rose from £118 8bn as at 31 December
2005 to £132 1bn as at 31 December 2006, an increase of 11%

Thard Party FUM grew by 32%, from £29 1bn in 2005 to £38 5bn as at 31 December 2006 Net mflows of £6 4bn
included record levels of UK institutional business of £3 3bn The Group’s mutual funds business also enjoyed a
very strong year achieving net sales of £1 3bn, an increase of 339% over 2005,

The Group’s investment performance continues to be strong 87% of pooled penston funds outperformed thewr
respective peer groups during the year to 31 December 2006 Over 70% of the actively managed OEICs and Unut

Trusts produced above average returns and 52% of them delivered upper quartile performance Eight out of the 23
OEIC funds obtained a top ten rank

Dividend

The directors did not recommend the payment of a dividend duning the year (2005 £NIL).

Future outleok

The pipeline of new business remains strong This, along with an impressive investment performance track record

and the successful introduction of additional products i both retail and institutional markets, gives the Group a
platform to deliver continued growth mn 2007
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Standard Life Investrnents Limited

REPORT BY THE DIRECTORS
for the year ended 31 December 2006

Key performance indicators (‘KPIs")

The directors monitor progress mn relation to the overall Group strategy by reference to the following four KPIs

2006 2005
EBIT Earnings before interest, taxation and foreign exchange gains and
losses This KPI measures directly the absolute operating profitability of the £60 9m £43 2m
Group.
EBIT rr|1arg1n EBIT as a percentage of net revenue This KPI measures the 26 8% 23 1%
Group's efficiency
FUM Funds under management 1s the value of assets managed by the Group £132 1bn  £118 8bo
on behalf of clients
Third Party FUM  Thard party funds under management 1s the value of assets
managed by the Group on behalf of chents external to the Standard Life £385bn  £29 1bn

group

Principal risks and uncertainties

The management of the business and the execution of the Group's strategy are subject to a number of nisks

The mam business risk to which the Group 15 exposed 1s the volatility in secunties markets, which can affect
mmvestment management fee income Other key business nsks include the development and retention of key

employees as well as competinion from other providers of mvestment management services

Information relahing to the nsks affecting financial assets and Labtlities of the Company are contamed n note 22 to
thas report and accounts

Directors and their interests
The names of the current directors of the Company are shown on page 1

P C Hill resigned as a director of the Company on 3 January 2006
J D Maxwell resigned as a director of the Company on 15 December 2006

The appomtment of directors 1s not subject to retirement by rotation,

None of the directors had a beneficial interest in the shares of the Company Beneficial interests of directors, who
are not directors of Standard Life pic, and their immediate fanulies in ordinary shares of £0 10 each in Standard Life
ple, the Company's ultimate controlling party are as follows

Investments in Standard Life plc 2006 2005
No. of No. of
shares shares

C A M Buchan 3,478

M Connolly 23,220

D T Cumming 16,477

W R Littleboy 10,524

R L Pans 1,853

R A Renaud 16,573

A P Watt 18,526

The interests of cirectors who are also directors of Standard Life plc are disclosed in the annual accounts of Standard
Life ple
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Standard Life Investments Lumited

REPORT BY THE DIRECTORS
for the year entded 31 December 2006

Statement of directors’ responsibilities

The directors are responsible for prepanng the annual report and financial statements 1n accordance with applicable
law and regulations

Company law requures the durectors to prepare finanaal statements for each financial year Under that law the
directors have prepared the group and parent company financal statements m accordance with International
Financial Reporting Standards (IFR3s) as adopted by the European Umon In prepanng these frnancial statements,
the directors have also elected to comply with IFRSs 1ssued by the International Accounting Standards Board (IASB)
The financial statements are required by law to give a true and fair view of the state of affarrs of the Company and
the Group and of the profit or loss of the Group for that penod

In prepanng these financial statements the directors are required to
m  Select suitable accounting policies and then apply them consistently;
s Make judgements and estimates that are reasonable and prudent;

w  State that the finanaal statements comply with IFRSs as adopted by the European Umnion and IFRSs 1ssued by
the IASB, and

w  Prepare the financial statements on the going concern basis, unless 1t 1s mapproprate to presume that the
Group will continue m business

The directors confirm that they have complied with the above requurements in prepanng the financial statements

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
tune the financial positon of the Company and the Group and to enable them to ensure that the financal
statements comply with the Companies Act 1985 and, as regards the Group financial statements, article 4 of the IAS
Regulation They are also responsible for safeguarding the assets of the Company and the Group and hence for
taking reasonable steps for the prevention and detection of fraud and other trregularities

Disclosure of information to auditors

So far as each director 1s aware, there 15 no relevant andit information (that 1s, mformation needed by the
Company's auditors 1n connection with prepanng their report) of which the Company's auditors are unaware

Each of the directors has taken all the steps that they ought to have taken as directors 1n order to make themselves
aware of any relevant audit information and to establish that the Company's auditors are aware of that information

Employees

The Group's policy 1s to recruit, develop and employ staff on the basis of the suitability of their qualifications and
experience to the work performed, regardless of ethnic ongm, religton, sex, mamntal status or disability Full
consideration 1s given to continuing the employment of staff who become disabled and to provide tramung and
career development opportunities to disabled employees

The Group keeps staff informed of progress and policies through hine management channels, traimng courses,
conferences and an Internal Communication Programme, which consists of vartous m house publications and

bniefing semuinars with staff



Standard Life Investments Limated

REPORT BY THE DIRECTORS
for the year ended 31 December 2006

Supplier payment policy
It 15 the Group’s and Company's policy to negotiate payment terms with pnncipal suppliers and to pay in

accordance with the terms agreed For other suppliers, where goods and services have been supplied to specification,
payment 1s made 1n accordance with the terms offered by the suppler

Auditors

The auditors, PricewaterhouseCoopers LLP, have indicated their wilhngness to continue n office

On behalf of the Board of Directors

A o

V J O'Brien, Secretary

Edinbuigh, 5 March 2007



Standard Life Investments Limited

CONSOLIDATED INCOME STATEMENT
for the year ended 31 December 2006

2006 2005

Note £000 £000
Revenue
Management {ee income 232,902 183,456
Earned premium 3,338 4,218
Other operating income 2 6,246 9,324
Total revenue 242,486 196,998
Less Fee and commission expenses (15,257) (10,160)
Net revenue 227,229 186,838
Operating expenses
Administrative expenses {169,134) (144,054)
Claims paid (642) {500)
Change m insurance contract habihties 57 (1,075)
Total operating expenses (169,719) (145,629)
Operating profit 4 57,510 41,209
Interest income 6,252 4,435
Finance costs 5 (1,465) (1,011)
Net foreign exchange (loss)/gain {623) 348
Share of profit after tax of joint venture 9 3,351 2,013
Profit before tax 65,025 46,994
Tax expense 6 (21,172) (12,9035)
Profit for the year attributable to equity holders of the parent 43,853 34,089

The notes on pages 13 to 42 form part of these financial statements

The Company has elected to take the exemption under section 230 of the Comparues Act 1985 to not present the
parent company mcome Statement

The profit for the parent company for the year was £37,728k (2005 £23,133k)
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Standard Life Investments Limited

CONSOLIDATED BALANCE SHEET
as at 31 December 2006

2006 2005

Note £'000 £'000
ASSETS
Non-current assets
Deferred acquisition costs 7 1,812 2,615
Investment m joint venture 9 20,977 18,830
Property and equipment 10 269 141
Deferred tax assets 11 5,097 3,811
Investment securnties 12 6,858 2,307
Trade and other recervables 13 1,440 1,614
Total non current assets 36,453 29,318
Current assets
Deferred acquisition costs 7 2,242 2,140
Current tax recoverable 11 3,028 3,418
Investment secirities 12 2,435 2,302
Trade and other recervables 13 226,930 63,766
Cash and cash equivalents 14 194,227 133,564
Total current assets 428,862 205,190
Total assets 465,315 234,508
LIABILITIES
Non current liabilities
Subordinated habilities 15 15,000 15,000
Pension and other post retirement benefit provisions 16 972
Deferred imcome 17 2,126 3,036
Trade and other payables 18 13,602 6,799
Total non current liabilities 30,728 25,807
Current liabilities
Deferred income 17 2,957 2,431
Current tax habilities 11 7,674 6,410
Trade and other payables 18 272,858 91,257
Total current liabilities 283,489 100,138
Total liabilities 314,217 125,945
EQUITY
Share capital 19 32,440 32,440
Foreign currency translation reserve (905) 413
Retamned earnings 119,563 75,710
Equity attributable to equity holders of the parent 151,098 108,563
Total liabilities and equity 465,315 234,508

The notes on pages 13 to 42 form part of these financial statements

Approved on behalf of the Board of Directors and authorised for 1ssue on 5 March 2007 by the following Director

N K Skeoch, Chief Executive



Standard Life Investments Limited

COMPANY BALANCE SHEET
as at 31 December 2006

ASSETS

Non current assets
Investments i1t subsidianies
Investment 1n joint venture
Deferred tax assets
Investment securnihes

Trade and other receivables
Total non current assets

Current assets

Current tax recoverable
Trade and other receivables
Cash and cash equivalents
Total current assets

Total assets

LIABILITIES
Non current liabilities
Subordmnated habilities

Pension and other post retirement benefit provisions

Trade and other payables
Total non current liabilities

Current liabilities
Current tax habilities

Trade and other payables
Total current liabilities

Total liabilities
EQUITY

Share capntal
Retained earmings

Equity attribatable to equity holders of the Company

Total liabilities and equity

The notes on pages 13 to 42 form part of these financial statements

Note

11
12
13

11
13
14

15
16
18

11
18

19

2006 2005
£000 £000
27,002 27,002
16,761 16,761
4,380 2,213
3,609 66
1,440 1,614
53,102 47,656
544
23,492 21,993
145,377 91,767
169,413 113,760
222,605 161,416
15,000 15,000
972
11,505 5,133
26,505 21,105
7,386 1,352
55,623 43,596
63,009 44,548
89,514 66,053
32,440 32,440
100,651 62,923
133,001 95,363
222,605 161,416

Approved on behaif of the Board of Directors and authorised for 1ssue on 5 March 2007 by the following Director

N K Skeoch, Chief Executive



Standard Life Investments Limited

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2006

Total equity
Foreign attributable
currency to equity
Share translation Retained holders of
capital reserve ecarnings the parent
£'000 £'000 £000 £'000
At 1 January 2005 32,440 41,621 74,061
Currency translation differences 413 413
Net mcome recognised directly in equity 413 413
Profit for the year 34,089 34,089
Total recogmsed income for the year 413 34,089 34,502
At 31 December 2005 32,440 413 75,710 108,563
At 1 January 2006 32,440 413 75,710 108,563
Currency translation differences (1,318) {1,318}
Net income recognised directly in equty (1,318) (1,318)
Profit for the year 43,853 43,853
Total recognised mncome for the year (1,318} 43,853 42,535
At 31 December 2006 32,440 (905) 119,563 151,098

The notes on pages 13 to 42 form part of these financial statements



Standard Life Investrnents Limuted

COMPANY STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2006

Total equity
attributable
to equity
holders of
Share Retained the
capital earnings Company
£'000 £'000 £'000
At 1 January 2005 32,440 39,790 72,230
Profit for the year 23,133 23,133
At 31 December 2005 32,440 62,923 95,363
At 1 January 2006 32,440 62,923 95,363
Profit for the year 37,728 37,728
At 31 December 2006 32,440 100,651 133,091

The Company did not recognise any income or expense directly m equity (2005 £NIL) The total recognised mmcome
for the year compnsed of the profit for the year

The notes on pages 13 to 42 form part of these financial statements.
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Standard Life Investments Limited

CONSOLIDATED CASH FLOW STATEMENT
for the year ended 31 December 2006

Cash flows from operating activities
Profit before tax

Adjustments for

Interest income classified as investing activity
Interest expense classified as financing activity
Movement n fair value of investment secunties
Net purchase of investment securities held as part of manager's box
Purchase of investment securities

Depreciation of property and equipment

Share of profit after tax of joint venture
Dividends received from joint venture
Movement m operating assets and habilities
Taxation paid

Net cash flows from operating activities

Cash flows from investing activities

Proceeds from repayment of loan balances

Proceeds from disposal of subsidiary net of cash disposed
Interest recerved

Purchase of property and equipment

Net cash flows from investing activities

Cash flows from financing activities
Interest paid
Net cash flows from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Effects of exchange rate changes on cash and cash equivalents
Cash and cash equivalents at the end of the year

Note 2006 2005
£000 £000

65,025 46,994
(6,252) (4,435)

5 1,465 1,011
2 (3,012) (672)
(13) (23)
(2,039) (66)

10 105 209
9 (3,351) (2,013)
9 670 1,491
20 28,698 4,654
(20,893) (10,700}

60,403 36,450

10,000

(3,685)

6,252 4,435

10 (243) (56)
2,324 14,379

(1,465) (1,011)
(1,365) (1,011)

61,262 49,818

14 133,564 83,164
(599) 582

14 194,227 133,564

The cash disposed of as part of the disposal of the subsidiary undertaking amounted to £4,746k

The notes on pages 13 to 42 form part of these financial statements
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Standard Life Investments Limited

COMPANY CASH FLOW STATEMENT
for the vear ended 31 December 2006

Note 2006 2005
£'000 £'000

Cash flows from operating activities
Profit before tax 55,180 30,643
Adjustments for
Interest income classified as investing activity (3,793) (3,231)
Interest expense classified as financing activity 1,230 970
Dividend recewved from subsidhary undertakings classified as (9,658) (8,734)
investing activity
Dividend received from joint venture classified as investing 9 (670) (1,491)
activity
Movement in fair value of investinent securities (2,576)
Purchase of investment securities (967) (66)
Gain on disposal of investments 1n subsidiary undertakings 8 {61)
Impamrment losses on mvestments in subsidiary undertakings 8 1,000 1,000
Movement in operating assets and habtlities 20 16,102 3,785
Taxation paid (14,129) (7,378)
Net cash flows from operating activities 41,658 15,498
Cash flows from investing activities
Proceeds from repayment of loan balances 10,000
Purchase of investment 1n subsidiary undertakings 8 {2,000) (3,626)
Proceeds from disposal of 1nvestments 1 subsidiary undertakings 8 1,061 454
Drvidends received from subsidiary undertakings 9,658 8,734
Dividends received from jomt venture 9 670 1,491
Interest recerved 3,793 3,231
Net cash flows from investing activities 13,182 20,284
Cash flows from financing activities
Interest pad (1,230} {(970)
Net cash flows from financing activities (1,230) (970)
Net increase in cash and cash equivalents 53,610 34,812
Cash and cash equivalents at the beginning of the year 14 91,767 56,955
Cash and cash equivalents at the end of the year 14 145,377 91,767

The notes on pages 13 to 42 form part of these financial statements

12



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES

(a) Basis of preparation

The financial statements of the Company have been prepared 1n accordance with

(1) International Financial Reporting Standards ([FRS) issued by the International Accounting Standards Board
(IASB) and mterpretations 1ssued by the International Financial Reporting Interpretations Commuttee (IFRIC) as
endorsed by the European Commusston (EC) for use 1n the European Union (EU), and

(2) those parts of the Companies Act 1985 apphcable to companies reporting under IFRS

The consohdated financial statements have been prepared under the historical cost convention, as modified by
the revajuation of financial assets and lhabihities at fair value through profit or loss (FVTPL) These are the
Group's first consohdated financial statements under IFRS and 1n accordance with IFRS 1 Fust Tine Adopnion of
International Frnancial Reporting Standards, the financial effects of adopting IFRS are summansed 1n note 27

The Group has taken advantage of the exemption on fust ime adoption of [FRS that permits it to not
recalculate the foreign translation reserve at the date of transition The opening balance on the reserve, at the
time of transition, was therefore set to £NIL

The principal accounting pelicies set out below have been consistently appled to all financial reporting penads
presented 1n these consohdated financial statements and by all Group entities, unless otherwise stated All
amnounts classified as current are expected to be settled/recovered in less than 12 months unless otherwise
stated 1n the notes to these financial statements

Estimates

The preparation of financial statements, 1n conformity with generally accepted accounting prninciples (GAAP),
requires the use of estunates and assumptions that affect the reported amounts of assets and habilities at the
date of the financial statements and the reported amounts of revenue and expenses during the reporting peniod
Consistent with IFRS 1, any estumates included 1n the Group’s opeming IFRS Balance Sheet have been made by
considenng the information that existed at the time the eshmate was made under previous GAAP, rather than
mformation that becamne available after that date, after taking into account any apphcable adjustments resulting
from differences 1n accounting policies

Key judgements made in selecting accounting policies and critical accounting estimates

In the process of applying the Group's accounting policies, management has used its judgement and made
estimates and assumptions 1n determiming the amounts recogrused 1n the financial statements These estunates
and assumphons can affect the reported amounts of assets and lhiabilities at the date of the financial statements
and the reported amounts of revenue and expenses during the reported period Although these estimates are
based on management's best knowledge of the amount, event or actions, results ultimately may differ from
these estimates The rnost significant areas where judgements and estimates are made are set out below

s Cash How Statement
The indirect method was chosen on the basis that it 15 sumpler than the direct method and 15 consistent with

the approach adopted by our peers

s Deferred acquisition costs ('DAC') amortisation period

Management eshmate the DAC amortisation penod based on the average period over which services have been
provided in the past to the relevant grouping of customers and any sigmificant changes mn the business which
may wmpact this period in the foreseeable future

¢ Long term incentive schemes

The labilities anising 1n respect of the Group’s long term imncentive schemes are accrued based upon the terms of
each scheme The habilities are determined on the basis of a range of cuteria Management estunate the lhability
at each period end using projections of the Group’s growth, profitability and of its mnvestment performance
agamst the cntenia

13



Standard Life Investrents Lumited

NOTES TO THE FINANCIAL STATEMENTS

1.

(b)

(c)

ACCOUNTING POLICIES (continued)

e Insurance claims reserving
The Group takes all reasonable steps to ensure that 1t has appropnate information regarding us claims

exposures However, given the uncertainty 1n establishing claims prowisions, it 1s likely that the final outcome
will prove to be different from the original hability established

Basis of consolidation

The Group financial statements consolidate the Income Statements and Balance Sheets of the Company and 1ts
subsidiary undertakings Joint venture undertakings are accounted for using the equity methed from the date
that significant influence or joint control (respectively) commences unti] the date this ceases

Investments in subsidiaries

Subsicharies are all entities over which the Group has the power to govern the finanaal and operating policies
Such power, generally but not exclusively, accompanies a shareholding of more than one half of the voting
nights Subsidiaries are fully consohidated from the date on which control 1s transferred to the Group, until the
date that control ceases

The Group uses the purchase method of accounting for the acqusition of subsidianies The cost of an
acquisition 15 measured as the fair value of the assets given, equuty mstruments 1ssued and liabihities mncurred or
assumed at the date of exchange, plus costs directly attnibutable to the acquisition

In the Company's separate financial statements, all subsidianies are accounted for at cost Any mmpairment on
mndrnidual investments 1n subsidianes held at cost 1s determined, at each reporting date, by an evaluation of the

eXposure o1l & case by case basis

Impairment losses are calculated and recorded on an individual basis 1n a manmer consistent with the
mmpaurment policy described 1n section (g) below

Investments in joint ventures

Jomnt ventures are accounted for at cost less impairment 1 the entity financial statements and using the equity
methed 1n the consolidated financial statements Under the equity method, the investment 1n a joint venture 1s
imtially recogmised at cost and adjusted thereafter for the post acquisition change 1in the Group’s share of net
assets of the jount venture The Group's share of post acquisition results of s joint ventures s recogmised 1n the
Consolidated Income Statement The Group’s share of any post acquisition movements in reserves, where the
jomt venture recognised a gain or loss directly i equity, 15 recogmsed in equity The cumulative post
acquusition movements are adjusted against the carrying amount of the investment

Where the Group’s share of losses 1n a jownt venture equals or exceeds 1ts interest m a jomnt venture, including
any other unsecured recervables, the Group's carrying amount 1s reduced to ml and recogrution of further losses
1s discontinued except to the extent that the Group has incurred legal or constructive obligations i connection
with, or made payments on behalf of, a joint venture

Revenue recognition

Investment management fees

All fees and costs associated with the provision of investment management services are recognised, subject to
recoverability, as the services are provided Front end fees relating to mvestment management services are
deferred as a Lability and recognised over the average penod over which services are provided The resulting
Deferred Income Reserve (DIR) hability 1s amoifised on a basis consistent with the associated Deferred

Acqusition Cost ('DAC') asset (note (d))

14



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

(d)

(e}

ACCOUNTING I'OLICIES (continued)

Performance fees are calculated with reference to performance benchmarks specified in the mdividual
mvestment management agreements Revenues ansing in respect of performance fee arrangements are
recognised provided that the outcome of such arrangements can be esiimated rehably and 1t 15 probable that the
economic benefits associated with the transaction will flow to the Group

Other operating income

Other operating income includes the gross value of sales and hquidations of units and shares 1n unit trusts and
open ended mnvestment vehicles respectively, net of discounts, less the gross value of creattons and repurchases
of urnuts and shares 1n unit trusts and open ended investrment vehicles respectively

Investment gains and losses resulting from changes in both market value and foreign exchange on investments
classified as FVTPL are recogrused 1n the period in which they occur

Distributions from collective mvestment schemes and dividend income are recognised when the night to recetve
payment 1s established

Registration fees and other operating income are recognised on an accruals basis
Expense recognition

Long term incentive plan ('LTIP")

The expense 1n respect of the Group’s long term mcentive schemes 1s recognised based upon the terms of each
scheme The expense 13 determined on the basis of a range of cniterta which 1nclude the Group’s growth,
profitability and 1ts investment management performance

Trail commission
To the extent that any future trail cornmission payments are not for ongoing services but for services provided

in promoting and selling the product imhally, the net present value of the future trail comnussion obligation 1s
Tecogmsed as a inanaal habihty, together with a matching financial asset, at the tirne the obhgation anses

Deferred acquisition costs ('DAC)
Incremental costs directly related to the cost of acquinng new business (1 e commussion) which are mcurred

dunng a financial period but which relate to subsequent financaal periods are deferred, to the extent that they
are recoverable from future charges The recoverability test takes account of any front end fees that have been

deferred

The DAC asset 15 amorfised on a straight line basis through fee and commission expenses in the Income
Statement over the average peniod over which investment management services are provided The carrying
amount s tested for impairment at each reporting date

Other expenses

Other expenses are recogmised on an accruals basis

General insurance

Classification of insurance

Insurance contracts are those contracts that transfer sigmificant insurance risk As a general guideline, the Group

defines sigmficant insurance rsk as the possibility of having to pay benefits on the occurrence of an msured
event that are at least 10% greater than the benefits payable if the msured event did not occur

15



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES (continued)

Premiums

Premuums relate to msurance busmess undertaken dunng the penod, together with any differences between
premiumns for prior years and those previpusly accrued, and include estimates of premuums due but not yet
recervable or notified to the Group Premuums are accounted for gross of any commussion payable, if applicable,
to intermedianes and relevant taxes In addition to the wntten premums, the change in the period of the
proportion of premiums written in the pertod that relate to expired terms of policies i force at the balance
sheet date, calculated on a tune apportionment basis, 1s included

Claims

Insurance claims comprise clauns, related expenses paid and movements 1n technical provisions 1n the penod.
Provision 1s made at the period end for the estimated cost of claims mcurred but not settled at the balance sheet
date, mcluding the cost of clamms incurred but not yet reported to the Group The estimated cost of claims
mncludes expenses to be incurred 1n settling claims

(f) Foreign currency

®

(b)

Foreign currency transactions and fair values are translated using the exchange rates applying to the functional
currency, winch is Sterling, prevailing at the dates of the transactions or at the date the fair value was
determined, with related foreign currency exchange gamns or losses reflected in the Income Statement
Translation differences on non monetary items such as equities held at FVTPL, are reported as part of the fair
value gain or loss.

Group companies and joint venture

The Income Statements of foreign subsidianes are translated into Sterling at average exchange rates for the year
Assets and habihities of foreign subsidianes are translated at the closing rate at the balance sheet date On
consolidation, exchange differences ansing from the translation of the net iavestment 1n foreign subsidiaries,
are taken to the foreign currency translation reserve in equity shareholders’ funds

Impairment of non financial assets

The carrying amounts of assets are reviewed at each balance sheet date to determine whether there 1s any
indication of impairment An impaurment loss 1s recogrised n the Income Statement for the amount by whach
the asset’s carrying amournt exceeds 1ts recoverable amount

The recoverable amount of an asset 15 the greater of its net seling price (fair value less costs to sell} and value in
use In assessing value 1n use, the estimated future cash flows are discounted to their present value using a pre
tax discount rate that reflects current market assessments of the time value of money and the nsks specific to
the asset For an asset that does not generate largely independent cash inflows, the recoverable amount 1s
determned for the cash generating umt, or group of units, to which the asset belongs

Property and equipment

Property and equipment 1s capitalised at cost and depreciation is charged to the Income Statement, withun
admunistration expenses, on a straight line basis, over their estimated useful lives of between two and four

years

(i) Income tax

Current tax
The current tax expense 1s based on the taxable resuits for the year, using tax rates enacted or substantively

enacted at the balance sheet date, including any adjustments mn respect of prior years Amounts are charged or
credited to the Income Statement or equity as appropriate
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS
1. ACCOUNTING POLICIES (continued)

Deferred tax

Deferred tax 1s provided using the Balance Sheet lability method, on temporary differences ansing between the
taX bases of assets and habihttes and their carrying amounts 1nt the conselidated financial statements Deferred
tax assets are recognised to the extent that 1t 1s probable that future taxabie results will be available against
which the temporary differences can be utiised The amount of deferred tax provided 1s based on the expected
manner of realisation or settlement of the carrying amount of assets and habihitzes

Temporary differences ansing from investments in subsidianes give nse to deferred tax m the Company Balance
Sheet only to the extent that 1t 1s probable that the temporary difference will reverse in the foreseeable future or
the Company dces not control the timing of the reversal of that difference Deferred tax 1s provided on
unremttted earnings of subsidianes to the extent that the temporary difference created 1s expected to reverse in
the foreseeable future

Deferred tax 1s recognised n the Income Statement except when 1t relates to 1tems recogmised directly in the
Statement of Changes in Equuity in which case 1t 1s credited or charged directly to Retained Earnings through the
Statement of Changes in Equity

(i) Imvestiment securities
Designation as fair value through profit or loss (FVIPL")

Financal assets and habilities are designated as FVTPL where the asset or liability 1s part of a group of assets that
are evaluated and managed on a fair value basis

All investment securities including umts or shares in collective mvestment vehicles that are held as part of the
'manager’s box', equity secunties and seed momnies are designated as FVTPL Box positions are not held to create
speculative proptietary positions but are managed 1n accordance with speaified cnitenia and authonsation hirmts

Fair value measarement

The Group recognises investment securities at fair value on the trade date of the transaction Directly
attnbutable transaction costs are not included in the imial measurement value but are recognised 1n the
Incoine Statement

Fair values are based upon the current quoted bid price where an active market exists Where a quoted price in
an active market cannot be obtamed, an appropriate market consistent valuation techmque (for example
discounted cash flows and recent market transactions) 1s used to determmne fair value If a price/techmque 1s not
available to provide a rehiable fair value, the investment 1s carnied at cost less a provision for impairment

(k) Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, any highly hquid investments
which have a2 matunty date withun three months of the date of acquisition and bank overdrafts that are
tepayable on demand and form an integral part of the Group’s cash management strategy

(1) Subordinated liabilities

Subordinated habilities are initrally included in the Balance Sheet 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 Effective Interest Rate (EIR) method. The cartying amount of the debt 15 increased by the finance cost
m respect of the reporting period and reduced by payments made 1n respect of the debt in the period
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Standard Life Investments Limmuted

NOTES TO THE FINANCIAL STATEMENTS

1. ACCOUNTING POLICIES (continued)

(m) Leases
Leases, where a sigmificant portion of the risks and rewards of ownership are retamed by the lessor, are classified
as operating leases Payments made as lessees under operating leases (net of any incentives recerved from the
lessor) are charged to the Income Statement on a straight line basts over the period of the lease
There are no matenal finance leases affecung the group as either lessor or lessee

(m) Pension costs and other post retirement benefits
The Standard Life plc group (‘Standard life group’) operates a number of defined benefit and defined
contnibution plans, the assets of which are held 1n separate trustee admimstered funds The pension plans are
funded by payments from employees and by the Standard Life group of companies, determined by penodic
actuanal calculations
The Group 1s unable to 1dentify its share of the underlying assets and liabilities 1n the defined benefit schemes
on a consistent and reasonable basis, therefore i1t treats these schemes as defined contnibution schemes
Consequently the costs of these schemes and the defined contrnibution schemes represent the contnibutions
payable for the accounting period
For the defined contribution scheme, the Group pays comtnbutions to separately admurustered pension
tnsurance schemes The contributions are recognised 1n staff expenses when they are due

(o) Dividend distribution

Dividend distnbution to the Company's sole shareholder 1s recogrused as a hability n the Group's financal
statements, and directly 1n equity, in the perniod in which the dividend 1s paid or, if apphcable, approved by the
Company's sole shareholder

(p) Share based payments

Standard Life group operates share mcentive plans for the majonty of employees and share based long term
mcentive plans for senior employees The schemes are all m respect of Standard Life plc shares and further
details are set out 1n note 25 These schemes are treated as equity settled share based payment schemes under
IFRS 2 Share based Payment

For equuty settled share based payment employee transactions, the services received as compensation are
measured at their fair value This fair value 15 measured by reference to the fair value of the equity instruments
granted The fair value of those equuty mstruments 18 measured at the grant date, which 15 the date that the
Standard Life group and the employees have a shared understanding of the terms and conditions of the award
If that award 1s subject to an approval process then the grant date 15 the date when that approval 1s obtained
The charge 1n respect of the services received by the Group from its employees 1s recharged to the Group by
Standard Life plc

If the equuty mstruments granted vest immediately, the employees become unconditionally entitled to those
equity mnstruments Therefore, the Group recognises immediately the full charge in the Income Statement with
a corresponding amount due to Standard Life plc

If the equuty instruments do not vest until the emptoyee has fulfilled specified vesting conditions, the Group
presumes that the services to be rendered by the employee as consideration for those equity mstruments will be
recerved in the future, during the period of those vesting conditions (‘vesing peniod’) Therefore, the Group
recogmses the charge in respect of those services as they are rendered dunng the vesting period with a
corresponding amount due to Standard Life plc
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES (continued)

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

Certain new standards, amendments and interpretations to existing standards have been published that are
mandatory for the Group’s accounting periods beginnmng on or after 1 January 2007 The Group has not early
adopted these standards, amendments, and interpretations as described below

{FRS 7 Finanaial Instruments Disclosures, and a complementary amendment to [AS 1 Presentation of Financial
Statements Revised gwdance on implementing IFRS 4, Presentation of Fmancial Statements - Capital
Disclosures (effective from 1 January 2007) IFRS 7 introduces new disclosures to the mformation on financial
wstruments and the revision to 1FRS 4 reflects the changes made by [FRS 7 and affects the disclosure section of
the gmdance The amendment to IAS 1 mtroduces disclosures on the level of management of capital resources
IFRS 7 will be applhed by the Group from annual perntods beginming 1 January 2007 The standard has no
finanaial impact but may change the disclosures surrounding the Group’s financial instruments

IFRIC 8 Scope of IFRS 2 (effective for annual pencds beginning on or after 1 May 2006) The nterpretation
requires consideration of transactions involving the issuance of equity mnstruments — where the 1dentifiable
consideration recerved 1s less than the fair value of the equuty mstruments 1ssued - to establish whether they fall
within the scope of IFRS 2 The Group will apply IFRIC 8 from 1 january 2007, but 1t 1s not expected to have a
significant impact on the Group's financial statements

IFRIC 9 Reassessment of embedded denvatives (effective for annual penods beginning on or after 1 June 2006)
The 1nterpretation requires an assessment of whether an embedded derivative 15 required to be separated from
the host contract and accounted for as a denvative when the Group first becomes a party to that contract
Subsequent reassessment 15 prohibited, unless there 15 a change 1n the contract’s terms, 1n which case 1t 1s
required The Group will apply IFRIC 9 from 1 January 2007, but it 1s not expected to have a sigmificant impact
on the Group’s financial statements

IFRIC 11 IFRS 2 - Group and treasury shate transactions (effecthive for annual penods beginning on or after 1
March 2007) The interpretation provides guidance on accounting for share based transactions involving
treasury shares or imnvolving group entities and considers accounting for such transactions as equity settled and
as cash settled share based payment transactions The Group will apply IFRIC 11 from 1 January 2008, but 1t 15
not expected to have a sigmificant inpact on the Group’s financial statements

Standards and interpretations that are not relevant to the Group IFRS 8 Operating Segments (effective for
annual periods beginmng on or after 1 January 2009), IFRIC 7 Applying the Restatement Approach under IAS 29
Finanaal Reporting in Hypennflationary Economies (effective for annual peniods beginnming on or after 1 March
2006}, IFRIC 10 Intenm Fmancial Reporting and Impairment (effective for annual peniods beginming on or after
1 November 2006), IFRIC 12 Service Concession Agreements {effective for annual pertods beginning on or after
1 January 2008)

OTHER OPERATING INCOME

2006 2005

Group Group

£000 £'000
Profit on umit and share dealing (net of rebates) 2,807 5,794
Registrar’s fees 424 206
Gains on financial instruments carried at FVTPL 3,012 672
Other 3 2,652
Total other operating income 6,246 9,324

Profit on unit and share dealing includes distnibutions from mvestments 11 collective investment schemes of
£3,948k (2005 £2,366k)
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

3.

STAFF COSTS AND OTHER EMPLOYEE RELATED COSTS

The aggregate remuneration payable in respect of employees was:

Wages and salanes

Social security costs

Pension costs

Share based payments

Other

Total staff costs and other employee related costs

2006 2005

Group Group

£'000 £'000
90,180 71,569
10,864 7,528
5,203 4,690

166

2,276 1,746
108,689 85,533

The average number of staff employed by the Group durning the year was 739 (2005 696) The average number

of staff of the Company dunng the year was 641 (2005 597)
OPERATING PROHIT

The following have been included 1n arnving at operating profit

Auditor’s remuneration for statutory audit services
Amortisation of deferred acquusition costs (note 7)
DPeprecianon of property and equipment (note 10)
Operating lease rentals

Staff costs (note 3)

FINANCE COSTS

Subordinated debt interest expense
Other
Total finance costs

TAX EXPENSE

(a) Analysis of the tax charge for the year

Current tax

Uruted Kingdom corporation tax

Adjustment to tax expense m respect of prior years
Overseas tax

Total current tax

Deferred tax
Deferred tax mcome ansing it the current year (note 11(b)}
Total deferred tax

Total tax expense

20

2006 2005
Group Group
£'000 £'000
223 148
2,300 2,617
105 209
532 545
108,689 85,533
2006 2005
Group Group
£'000 £'000
740 755
725 256
1,465 1,011
2006 2005
Group Group
£'000 £'0600
22,371 13,211
(10) 105
134 155
22,495 13,471
{1,323) (566)
{1,323) (566)
21,172 12,905




Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

6.

TAX EXPENSE (continued)

(b) Reconcihation of tax expense

Profit before tax

Tax at UK corporation tax rate of 30% (2005 30%)

Effects of

Permanent differences

Dafferent tax rates applicable to foreign subsidiartes
Prior year adjustments

Taxation on unremitted earmngs

Other

Total tax expense

DEFERRED ACQUISITION COSTS

At 1 January
Costs deferred
Amortisation

At 31 December

Comprising:

Costs deferred

Accumulated amortisation
Closing net book amount

Presented as:

Non current

Current

Total deferred acquisition costs

INVESTMENTS IN SUBSIDIARIES

At 1 January

Additonal mvestment
Disposals

Impaument losses recognised
At 31 December

2006 2005
Group Group
E'000 £'000
65,025 46,994
19,508 14,098
1,751 (382)
{521) {898)
(10) 105
424
20 (18)
21,172 12,905
2006 2005
Group Group
£000 £'000
4,755 6,639
1,599 733
(2,300) (2,617)
4,054 4,755
13,685 12,086
(9,631) (7,331)
4,054 4,755
1,812 2,615
2,242 2,140
4,054 4,755
Company
2006 2005
£'000 £'000
27,002 24,830
2,000 3,626
(1,000) (454)
{1,600) (1,000
27,002 27,002

All substdianies are carnied at cost less impairment losses recognised as per the Group's accounting policy

Impairment losses recogmsed during the year relate to the additional mnvestment made m Standard Life
Investments (USA) Limited (2005 Standard Life Investments (Asia) Lunited} It 15 not expected that the value of
the wnvestments will be supportable by the future operating results of these subsidiaries and as such, the
carrying value of the investments has beent impaired to its fair value less costs to sell, which 1s deemed to be
£NIL (2005 £NIL) Impairment losses are recognised within administrative expenses
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS
8. INVESTMENTS IN SUBSIDIARIES (continued)

Dunng 2006, the Company disposed of 1ts subsidiary undertaking Touchstone Insurance Company Limited to
1ts parent company, Standard Life Investments (Holdings) Limited for a consideration of £1,061k During 2005,
the Company disposed of part of 115 holding in the preference share capital of Standard life Investments
(Private Equaty) Limited as a result of a redemption of preference share capital by that subsidiary undertaking

The following are particulars of the Company's significant subsidiary undertakings

Name Country of Share % owned Nature of
registration/ class business
incorporation

Standard Life Investments Scotland Ordinary & 100 Collective

{Mutual Funds) Limited Redeemable mnvestment

Preference products
managemernt

SLTM Limited Scotland Orcdinary 100 Collective

mnvestment
products
management

Standard Life Investments Scotland Ordinary 100 Investment

(Corporate Funds) Limnited management

Standard Life Investments Scotland Ordinary & 100 Investment

(Private Equuty) Limmited Redeernable management

Preference

Standard Life Investments Inc Canada Ordinary 100 Investment

management

Standard Life Investments Scotland Ordinary 100 Investment

{As1a) Limited management

Standard Life Investments Scotland Ordiary & 100 Investment

(USA) Limiated Redeemable managermment

Preference

Standard Life Investments Hong Kong Ordinary 100 Investment

(Hong Kong) Limited management

Standard Life Investments (Jersey) Jersey Ordinary 100 Property

Limited nvestrnent

management

All of the above companies are unlisted and all have a year end of 31 December, except Standard Life
Investments (Jersey) Liruted which has a financial year end date of 31 March
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

9.

10.

INVESTMENT IN JOINT VENTURE

The Group’s investment 1t the jomt venture 1s as follows

2006 2005 2006 2005
Group Group Company Company
£'000 £'000 £000 £'000
At 1 January 18,830 18,730 16,761 16,761
Share of profit after tax 3,351 2,013
Foreign exchange differences (334) (422)
Dividends recerved (670) (1,491)
At 31 December 20,977 18,830 16,761 16,761

The Company has a jownt venture, HDFC Asset Management Company (HDFC AMC), an investment
management company incorporated mn India The Company holds a 49 9% (2005 - 49 99) interest 1 the
equity share capital and a 49 9% (2005 - 49 9%} interest 1n the non equity share capital of HDFC AMC (note
13) The Company does not exercise significant influence over thus joint venture HDFC AMC has a finaneial
year end date of 31 March For the purposes of consolidation these accounts incorporate the result from 1
October 2005 to 30 September 2006 The accounts ncorporated include 6 months of audited accounts to 31
March 2006 and 6 months of the unaudited management accounts from 1 Apnl 2006 to 30 September 2006

The following are particulars of the Group's share of the joint venture

Cutrent assets

Long term assets
Current habihties
Long term lhabilihes

Income
Expenses

PROPERTY AND EQUIPMENT

GROUP

Cost:

At 1 January 2005
Exchange differences
Additions

Disposals

At 31 December 2005

Exchange differences
Addrtions
At 31 December 2006

Accumulated depreciation:
At ] January 2005

Exchange differences
Depreciation for the year
Disposals

At 31 December 2005

Exchange differences
Depreciation for the year
At 31 December 2006

2006 2005
£'000 £'000
9,260 5,605
17,717 17,710
(4,560) (2,871)
(1,440) (1,614)
20,977 18,830
9,666 5,375
(6,315) (3,362)
3,351 2,013
Computers Farnitare & Leasehold Total
Equipment Improvements
£000 £'000 £'000 £'000
560 700 751 2,011
42 19 67 128
31 25 56
(200) (43) (262) (505)
433 701 556 1,690
(18) {15) 31) (64)
36 107 100 243
451 793 625 1,869
495 582 658 1,735
37 15 58 110
53 85 71 209
(200) (43) (262) (505)
385 639 525 1,549
(13) (11) (28) (54)
40 34 31 105
410 662 528 1,600

23



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

10.

11.

PROPERTY AND EQUIPMENT (continued)

Net book value:
At 31 December 2006 41 131 97 269
At 31 December 2005 48 62 31 141
The Company had no property and equupment at the year end (2005 £NIL)
TAX ASSETS AND LIABILITIES
(a) Tax assets and liabilities
2006 2005 2006 2005
Group Group Company Company
£'000 £'000 £'000 £'000
Deferred tax assets 5,097 3,811 4,380 2,213
Current tax recoverable 3,028 3,418 544
Total tax assets 8,125 7,229 4,924 2,213
Current tax habilities 7,674 6,410 7,386 1,352
Total tax liabilities 7,674 6,410 7,386 1,352

Deferred tax assets expected to be recoverable by the Group within 12 months amount to £830k (2005
£1,381k) Deferred tax assets expected to be recoverable by the Company within 12 months amount to £898k

(2005 £157K).

(b) Recognised deferred tax

2006 2005 2006 2005
Group Group Company Company
£000 £'000 £000 £000
Deferred tax assets comprise:
Employee benefits 6,789 4,292 5,478 3,070
Deferred mcome 1,640
Depreciable assets 150 153
Other 10
Gross deferred tax assels 6,979 6,095 5,478 3,070
Less offset of deferred tax habilities (1,882) (2,284) (1,098) (857)
Net deferred tax assets 5,097 3,811 4,380 2,213
Deferred tax liabilities comprise:
Deferred acquisition costs 784 1,427
Unrealised gain on investment 674 674
securities
Taxation on unremtted earnings 424 424
Other 857 857
Gross deferred tax liabilities 1,882 2,284 1,098 857
Less offset against deferred tax assets (1,882) {2,284) (1,098) {857)
Net deferred tax liabilities
Movements in net deferred tax
assets comprise:
At 1 January 3,811 3,245 2,213 1,647
Exchange differences 37)
Amounts credited to the income
statement (note 6(a)) 1,323 566 2,167 566
At 31 December 5,097 3,811 4,380 2,213
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NOTES TO THE FINANCIAL STATEMENTS

12. INVESTMENT SECURITIES

2006 2005 2006 2005
Group Group Company Company
£'000 £'000 £'000 £'000
Non current
Other 6,858 2,307 3,609 66
Current
Manager's box 2,435 2,302
Investment securities 9,293 4,609 3,609 66
13 TRADE AND OTHER RECEIVABLES
2006 2005 2006 2005
Group Group Company Company
£000 £'000 £'000 £'000
Amounts due from funds/unit trusts 117,886 10,132
Amounts due from investors 1n 39,661 17,796
collective investment schemes
Amounts due from Standard Life group 13,336 15,429 8,858 14,166
undertakings
Amounts due from Standard Life
Investments (Holdings) Limited 1,061 1,061
Amounts due from subsicdhary
undertakings 11,387 4,995
Amounts due from jomnt venture 1,440 1,614 1,440 1,614
Trade recewvables 8,674 734
Prepayments and accrued income 41,805 10,993 1,327 2,770
Other 4,507 8,682 859 62
Total trade and other receivables 228,370 65,380 24,932 23,607
Presented as:
Non current 1,440 1,614 1,440 1,614
Current 226,930 63,766 23,492 21,993
Total trade and other receivables 228,370 65,380 24,932 23,607

All of the finanaal assets listed above, with the exception of the amounts due from the joint venture, are non
interest bearing and are expected to be settled within 12 months

The amounts due from the jomt venture represent an investment in the preference share capital of HDFC AMC
(note 9) The preference shares are denominated in Indian Rupees and carry an entitlement to a cumulative
annual dividend of 10% of the nomunal value of the shares The amounts are not expected to be settled wrthin

12 months

14. CASH AND CASH EQUIVALENTS

2006 2005 2006 2005
Group Group Company Company
£'000 £000 £'000 £'000
Cash at bank and 1n hand 26,366 15,129 1,393 515
Demand and term deposits with
onginal matunty of less than 3 149,245 101,771 128,819 91,252
months
Debt investments with original
maturity of less than 3 months 3,451 10,438
Other short term mvestments 15,165 6,226 15,165
Total cash and cash equivalents 194,227 133,564 145,377 91,767

Cash 1n hand 15 non mterest beaning Deposits are subject to variable mterest rates
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NOTES TO THE FINANCIAL STATEMENTS

15. SUBORDINATED LIABILITIES

2006 2005 2006 2005
Group Group Company Company
£000 £'000 £'000 £'000
Subordinated liabilities 15,000 15,000 15,000 15,000

The Company has a subordmated loan from a fellow subsidiary of the Standard Life group, Standard Life
Assurance Limited, under an agreement that complies with the Financial Services Authority (FSA) regulations
The subordinated loan was transferred from The Standard Life Assurance Company to Standard Life Assurance
Limuted on 10 July 2006 as part of the demutualisation of The Standard Life Assurance Company The loan 1s
repayable on 1 November 2013 The repayment of the subordinated loan 1s subject to the prior written
agreement of the FSA The interest on the loan 1s charged at LIBOR + 0 20% and 1s reviewed on a quarterly basis

The average rate of interest paid on the loan dunng the year was 4 92% (2005 4 98%)

16. PENSION AND OTHER POST RETIREMENT BENEFIT PROVISIONS
Unfunded pension obligation:
2006 2005 2006 2005

Group Group Company Company
£'000 £'000 £'000 £'000

At 1 January 972 901 972 901

Movement 1n unfunded pension 199 71 199 71

obligation

Settlement (1,171) (1,171)

At 31 December 972 972

The unfunded pension obligation, which related to a number of current directors of the Company, was assumed
by the defined benefit pension scheme operated by the Standard Life group in return for a one off contribution
which discharged the Company's and the Group's hability

17. DEFERRED INCOME
2006 2005
Group Group
£'000 £'000
At 1 January 5,467 7,489
Addiions dunng the year 2,275 1,034
Released to the Income Statement (2,659) (3,056)
At 31 December 5,083 5,467
Presented as:
Non current 2,126 3,036
Current 2,957 2,431
Total deferred income 5,083 5,467
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NOTES TO THE FINANCIAL STATEMENTS

18. TRADE AND OTHER PAYABLES

2006 2005 2006 2005
Group Group Company Company
£'000 £'600 £000 £'000
Amounts due to funds/unit trusts 40,438 18,032
Amounts due to investors 1n collective 121,669 8,018
investment schemes
Amounts due to Standard Life group 44,460 12,066 2,838 2,648
undertakings
Amounts due to subsidiary 247 297
undertakings
Insurance contract liabilities 2,551
Accruals 72,812 51,889 63,529 44,954
Other 7,081 5,540 514 830
Total trade and other payables 286,460 98,096 67,128 48,729
Presented as:
Non current 13,602 6,799 11,505 5,133
Current 272,858 91,297 55,623 43,596
Total trade and other payables 286,460 98,096 67,128 48,729

All trade and other payables, with the exception of insurance contract hiabilittes and certamn accruals are
expected to be settled within 12 months All of the financial habilities listed above are non interest bearing

19. SHARE CAPITAL

Authorised
2006 2005
No. £'000 No. £'000
Ordinary Shares of £1 each 50,000,000 50,000 50,000,000 50,000
Allotted, Called Up and Fully Paid
2006 2005
No. £000 No. £'000
Ordmary Shares of £1 each 32,440,000 32,440 32,440,000 32,440
20. MOVEMENT IN OPERATING ASSETS AND LIABILITIES
2006 2005 2006 2005
Group Group Company Company
£'000 £000 £'000 £'000
Movement in operating assets:
Deferred acquisition costs 701 1,884
Trade and other recetvables (163,400) (35,099) {1,325) (6,554)
(162,699) (33,215) (1,325) (6,554)
Movement in operating
liabilities:
Deferred income (384) (2,022)
Pension and other post retirement ©972) 71 ©972) 7
benefit provisions
Trade and other payables 192,753 39,820 18,399 10,268
191,397 37,869 17,427 10,339
Movement in operating assets
S op 8 28,698 4,654 16,102 3,785

and liabilities
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NOTES TO THE FINANCIAIL STATEMENTS

21. FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

22,

(@)

(b)

(€}

(d)

The carrying value of all financial assets and habilhities approxamates their fair value

RISK MANAGEMENT POLICIES
Governance framework

The Group takes and manages nsks to achieve its corporate, financial and regulatory objectives The types of
nisk mherent 1n the pursuit of these cbjectives and the extent of exposure to these nisks form the Group’s nisk

profile

The Board has approved a Risk Policy which outhnes the framework for 1dennifying, assessing, controlhing and
monitoring the following categones of nsk credit, hquadity, matket, operational and insurance

The Board delegates responsibility for the implementation of the day to day processes to manage nsk across the
Group to the Chief Executive The Chief Executive 15 supported in this role by the Senior Executive Commuttee
and assisted by the Controls and Comphance and Operational Risk Commuttees

Credit risk

Credit nisk 1s the nsk that the Group or individual subsicharnies are exposed to loss if a counterparty fails to meet
1ts contractual obhgations, including faliure to meet those obbgations in a timely manner The Group sets an
acceptable level of credit nisk through the Risk Policy

Cash and cash equivalents

Limzts are set for exposure to individual counterparties and minimum credit quality criteria must also be met,
based on credit ratings 1ssued by Standard & Poor’s and Moody’s Short term credit rating requirements are at
least A 1 (Standard & Poor’s) or P 1 (Moody’s)

All of the cash and cash equivalent balances at the balance sheet date were rated (Standard & Poor’s) A or above
(2005 A or above)

Trade receivables

Credit terms are established Doubtful balances are reported to the Board

Concentration of risk

Credut r1sk 1s pnmanly concentrated 1n the United Kingdom within the financial services industry sector
Liquidity or funding risk

Liguidity nsk 1s the nsk that the Group or mdividual subsidianes, although sclvent, do not have sufficient
financial resources available to meet their obligations as they fall due, or can secure them only at excessive cost

The Group reviews its hquidity position during the year as part of regulatory sclvency momtonng

The central Standaid Life group treasury function has responsibiity for mutigating hquidity nsks across the
Standard Life Group and for arranging external financing

MarKket risk

Market n1sk ts the nisk that as a result of market movements the Group or imdividual subsidianes may be
exposed to fluctuations in the value of 1ts assets, the amount of its habihties or the mcome from 1ts assets
Sources of general market nisk include movements in 1nterest rates, securities markets and foreign exchange
rates The Group sets an acceptable level of market nisk through the Risk Policy
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22. RISK MANAGEMENT POLICIES (continued)

(e)

Revenue from investment management services

The Group’s revenues are exposed to market risk because the investment management fees are levied based on
the market value of the funds under management The exposure of revenues to market risk 1s not hedged,
although the sensitivity of revenues to market movements 1s calculated and reported to the Board

Box management

The Group 15 exposed to market nisk through box management for its Mutual Funds business line

Box positions are not held with the intent to trade and are not seen as a source of revenue Box positions are
held for administrative convenience only

Interest rate risk

Interest rate risk refers to the potential vanability in the Group’s financial condition as a result of changes
interest rates

The Group’s exposure to interest rate risk 1s himited by restricting the mmvestment of surplus cash m instruments
with short dated matunties or fuang dates

Financial assets subject to interest rate nsk compnse primanly of cash and cash equivalent balances and the
investment mn the preference share capital of the joint venture Financial habilities subject to mterest rate risk
compnse primanty of a subordinated loan from Standard Life Assurance Limited

At 31 December 2006 and 2005, none of the Group’s assets exposed to cash flow interest rate nsk had a term to
matunty exceeding 1 year The subordinated loan 1s repayable on 1 November 2013 The repayment of the
subordinated loan 1s subject to the prior written agreement of the Financtal Services Authority (FSA)

Currency risk

The Group’s financial assets are pnmarnly denominated 1n the functional currences of 1ts subsidianes which
mitigate the foreign currency exchange rate nsk for the overseas operations Thus the main foreign exchange
nisk arises from recogmsed assets and liabilities denomunated 1n currencies other than those in which business 15
conducted, and net mvestment 1n foreign operations when these are incorporated 1n the consolidated financial
statements of the Group

The Group’s nisk policy specifies that no more than 25% of the Group’s capital will be denommated n
currencies other than Sterhng

At 31 December 2005 and 2006 the majonty of the Group’s assets and habilities were denominated mn Sterling
The majonty of the assets of the overseas subsidianes were denomunated in United States dollars, Canadian
dollars and Hong Kong dollars The assets and habilities of the overseas subsidiaries are not significant 1n the
context of the Group’s exposure to currency nsk

Operational risk

Operational nsk 15 defined as the nsk of loss, or adverse consequences for the business, resulting from
madequate or failed internal processes, people and systems, or from external events The Group sets an
acceptable level of operational nisk through the Risk Policy

The types of operational nsk the Group 1s exposed to are identified using the following operational risk
categories fraud or trregulanties, regulatory or legal, customer treatment, business interruption, suppher failure,
planmng, process execution, and people Activities undertaken to ensure the practical operation of controls over
financial risks (1 e market, credit, hquidhty and msurance 11sk) are treated as an operational risk
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22,

H

()

23.

RISK MANAGEMENT POLICIES (continued)
The Group assesses 1ts expostre to operational nisk to enable efficient allocation of resources to manage such
nsks The Group assesses 1ts histonical operational nisk exposure using objective quantitative data The Group

also assesses the impact and likelthood of operational nsks matenalising m the future through a combnation of
quahitative data anising from management’s judgement and historical data

The Group’s control environment 15 subject to quarterly self assessment by management Managers are
responsible for correcting any control weaknesses 1identified through this process, taking into account the cost
of implementing preventive or corrective action plans and the Group's acceptable level of operational risk as set
out 1n the Risk Policy

The iumpact of a new product, a sigmificant change, or any one off transaction on the operational nsk profile of
the Group 1s assessed and managed

Insurance risk
The Group is exposed to insurance nsk through the provision of re mnsurance cover for property damage

The nsurance risk exposure 1s hmited to a maximum amount payable per clamm and to an aggregate amount
payable per annum These himits are specified 1n the insurance agreements

The Company

The Company 1s exposed to simular nisks to those of the Group

RELATED PARTY TRANSACTIONS

Parent and nltimate controlling party

Prior to 2 May 2006, the Company's parent and ultimate controlling party was The Standard Life Assurance
Company On 2 May 2006 1ts parent became Standard Life Investments (Holdings) Limited whulst 1ts ultimate
controlling party remamed as The Standard Life Assurance Company

On 10 July 2006, The Standard Life Assurance Company demutualised and a new holding company for the
Standard Life group, Standard Life plc, was admutted to the London Stock Exchange From 10 July 2006 the
Company's parent remained as Standard Life Investments (Holdings) Limited whilst 1ts ultimate controlling

party became Standard Life plc

Copies of the Annual Report and Accounts of Standard Life plc are available to the publhc from, Standard Life
House, 30 Lothian Road, Edmburgh
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23. RELATED PARTY TRANSACTIONS (continued)

Group transactions between and balances with related parties

In the normal course of business, the Group enters into transactions with related parties in respect of the
mvestment management busimess Such related party transactions are at arms length

The following are details of significant transactions with related parties dunng the year and year end balances

ansing from such transactions

Revenues Expenses Amounts Amounts
owed by owed to
related related
parties parties
£'000 £'000 £'000 £000
Key management personnel 9,889
Parent 14,093 S0 1,061
Pension schemes 5,203
Joint venture 1,440
Other (including fellow subsidianes) 162,882 25,357 13,336 59,460
176,975 40,539 15,837 59,460
Revenues Expenses Amounts Amounts
owed by owed to
related related
parties parties
£'000 £000 £'000 £'000
Key management personnel 7,530
Parent 45,465 3,269 6,519 26,882
Pension schemes 4,690
Joint venture 1,614
Other (including fellow subsidianes) 86,841 22,631 8,910 184
132,306 38,120 17,043 27,066

Interest paid to the parent amounted to £120k (2005 £764Kk) Interest paid to other related parties amounted to
£242k (2005 £NIL)

Dividend mncome from the jomt venture amounted to £670k (2005 £1,491k) Dividends owed by the jomt
venture amounted to £NIL (2005 £NIL)

Transactions with related parties were made at market rates The amounts outstanding are unsecured and wll

be settled m cash No guarantees have been given or recerved No expense for bad and doubtful debts has been
recognised i the year, or 1n the prior year, 1n respect of the amounts owed by related parties
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Compensation of Key management personnel

Key management personnel of the Group mnclude all directors, both executive and non executive and certain
direct reports of the Chuef Executive Officer A number of the key management personnel of the Group are also
key management personnel of a number of entities within the Standard Life group For the purpose of this note
an apportionment of the total compensation has been made based on an estimate of the services rendered The
key management personnel compensation apportioned to the Group was as follows

2006 2005

£'000 £'000
Short term employee benefits 6,557 4,920
Post employment benefits 84 44
Other long term benefits 2,828 2,566
Share based payments 165
Termination benefits 255
Other

9,889 7,530

Of the amounts disclosed above, the following is m respect of the directors of the Company

2006 2005

£'000 £000
Aggregate emoluments 6,896 4,964
Amounts (excluding options n group shares) recervable under long term 2 828 2566

incentive schemes

Seven directors of the Company are participants 1n long term mcentive schemes The benefits ansing under the
mncentive schemes are recorded 1n the pertod 1n which entitlement 1s determined

Retirement benefits are accruing to six directors 1n respect of their services to the Company under a defined
benefit scheme operated by the Standard Life group Non executive directors are not entitled to retirement
benefits 1n respect of their service to the Company

The highest paid director of the Company received aggregate remuneration during the year of £2,429k (2005
£1,548k) At 31 December 2006, the lighest paid director also held accrued pension benefits of £38k (2005
£12k) under the defined benefit pension scheme operated by the Standard Life group and £NIL (2005 £16k)
under an unfunded pension arrangement with the parent undertaking
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23. RELATED PARTY TRANSACTIONS (continued)

Company's transactions between and balances with related parties

In the normal course of business, the Company enters into transactions with related parties that relate to the
mvestment management business Such related party transactions are at arms length

The following are details of significant transactions with related parties dunng the year and year end balances

ansing from such transactions

Revenues Expenses Amounts Amounts
owed by owed to
related related
parties parties
£'000 £'000 £000 £'000
Key management personnel 9,724
Parent 30,254 90 1,061
Pension schemes 4,155
Jomt venture 1,440
Other (including fellow subsidiaries) 143,473 32,561 20,245 18,085
173,727 46,530 22,746 18,085
Revenues Expenses Amounts Amounts
owed by owed to
related related
parties parties
£000 £'000 £000 £'000
Key management personnel 7,530
Parent 82,550 321 5,789 17,546
Pension schemes 4,107
Jomt venture 1,614
Other (including fellow subsidianes) 38,681 29,232 13,372 399
121,231 41,190 20,775 17,945

Interest paid to the parent amounted to £120k (2005 £755k) Interest paid to other related parties amounted to
£239Kk (2005 £NIL)

Dividend income from subsidiaries amounted to £9,658k (2005 £8,734k) Dividends owed by subsidianes
amounted to £NIL {2005 £NIL)

Dividend income from the jomnt venture amounted to £670k (2005 £1,491k} Dividends owed by the joint
venture amounted to £NIL (2005 £NIL)

Transactions with related parties were made at market rates The amounts outstanding are unsecured and will

be settled in cash No guarantees have been given or recerved No expense for bad and doubtful debts has been
recognised in the year, or in the prior year, in respect of the amounts owed by related parties
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(a)

(b)

PENSIONS

The majority of the staff who manage the affairs of the Group and the Company are members of a defined
benefit pension scheme and a defined contnbution pension scheme operated by the Standard Life group for 1ts
employees in the Umted Kingdom There 1s no contractual agreement or policy for charging the net defined
benefit cost of the defined benefit scheme across the participating UK companies The sponsoring employer for
the defined benefit scheme 15 a fellow subsidiary of Standard Life ple, Standard Life Assurance Limited, and
therefore the net defined benefit cost of the scheme 18 recognised by Standard Life Assurance Limited As a
result the Group and the Company treat therr participation m the defined benefit plan as a defined
contribution plan A simular arrangement 1s 1n place for the employees of the Group's Canadian subsidiary,
Standard Life Investments Inc, where the sponsonng employer 1s The Standard Life Assurance Company of
Canada

The Group also makes contributions to state pension schemes i1 Hong Kong, the People's Republic of China
and the Republic of Korea as well as a defined contnbution pension scheme for 1ts employees in the United
States of Amenca Contributions to defined contribution plans (including state plans) are expensed when
employees have rendered services i exchange for such contributions, generally in the year of contribution

The contnbutions to the defined contribution and the defined benefit plans recogmsed as an expense for the
vear ended 31 December 2006 were £5 2m (2005 £4 7m)

The Group 1s required, under IAS 19 Employee Benefits, to provide the following disclosures relating to the
Standard Life group defined benefit pension plans

Background

The Standard Life group operates defined benefit schemes for 1ts employees in Europe and Canada The plans
operating i Europe are 1n the UK, ITreland and Germany, with the scheme 1in the UK having the largest number
of members With effect from 16 November 2004, the UK scheme was closed to new entrants The Standard Life
group has agreed to make deficit reduction contributions to the UK scheme 1in addition to the normal
contnibutions assessed from tune to ime 1n respect of ongomng benefit accrual The Standard Life group made a
contribution of £60m in the year to 31 December 2006 and has commutted to make further contributions of
twice yearly instalments of £10m The $tandard Life group expects to contribute £64m to its defined benefit
pension plans in 2007 inclusive of deficit reduction payments of £20m

Actuarial gains and lesses recognised by the Standard Life group in the Standard Life group
Consolidated Statement of Recognised Income and Expense ('SORIE"

The actuanal (losses)/gains recogmised by the Standard Life group in the Conselidated SORIE are as follows

2006 2005

£m £m
Actual return less expected return on plan assets (31) 137
Expenence gains and losses ansing on schemes' habifities (18) 15
Changes in assumptions underlying schemes' habilities 37 (130)
Actuarial (losses)/gains in the Consolidated SORIE (12) 22

The cumulative amount of actuanal losses recognised by the Standard Life group in the Consolhidated SORIE
since 16 November 2003, the date of adoption of IFRS by the Standard Life group, 1s a loss of £32m (2005 loss
of £20m)

The actuanal gain of £22m for the year ended 31 December 2005 and the actuanal loss of £10m for the peniod
from 1 January 2006 to 10 July 2006 were recognised directly m the unallocated divisible surplus when the
Standard Life group was a mutual imnsurer The actuanal losses for the period from 10 July 2006 to 31 December
2006 of £2m were recognised directly 1n retained earmngs
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24. PENSIONS (continued)

(c) Analysis of amounts recognised by the Standard Life group in the Consolidated Balance Sheet

@

The present value of the defined benefit obligation less the fair value of gross schemie assets 1s as follows

2006
Europe Canada Total
£m £m £m
Present value of funded obligations (1,332) (115) (1,447)
Present value of unfunded obhgations (3) (41) (44)
Fair value of plan assets 1,161 110 1,271
Net liability on the Balance Sheet {174) (46) {220)
2005
Europe Canada Total
£m £m £m
Present value of funded obligations (1,265} (126) (1,391)
Present value of unfunded obligations (3 (43) (46)
Fair value of plan assets 1,051 1,051
Net liability on the Balance Sheet (217) (169) (386)

The defimtion of plan assets excludes non transferable financial instruments 1ssued by the Standard Life group
Investments that do not meet the defimition of plan assets are not deducted from the defied benefit pension
scheme obligation Certain non transferable financial instruments were amended to enable transferability in
2005 1n relation to the European schemes and 1n 2006 n relation to the Canadian scheme The remainder of

excluded assets relate to the Canadian scheme

The present value of the defined benefit obhigation including all assets backing the schemes 15 as follows

Defined benefit pension deficit recognised on the balance sheet
Investment by pension scheme 1n non transferable financial mstruments
Net liability on the Balance Sheet including all assets backing
the schemes

Defined benefit obligation

The movement 1n the present value of the defined benefit obligation 1s as follows

At 1 Janwary

Foreign exchange differences
Current service costs
Interest costs

Actuanal (gains)/losses

Past service cost

Benefit paid

At 31 December

The defined benefit obligation 1s funded as follows

Wholly unfunded
Wholly funded
At 31 December
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2006 2005
£m £m
(220) (386)
111
(220) (275)
2006 2005
£m £m
1,437 1,207
(22) 18
53 58
71 68
(1% 115
1
(309) (29}
1,491 1,437
2006 2005
£m £m
44 46
1,447 1,391
1,491 1,437
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24 PENSIONS (continued)
(e) Plan assets

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

At 1 January

Recognition of plan assets

Expected return on plan assets
Actuanal (losses)/gains
Contnbutions by employer
Exchange difference on foreign plans
Benefits pard

At 31 December

2006 2005
£m £m
1,051 735
110 96
71 63
(31) 137
107 46
(13)
29 (26)
1,271 1,051

The difference between the Standard Life group 'Benefits paid’ as disclosed 1n the tables 1n sections (d) and (e) 1s

due to the exclusion of Canadian assets 1n section (e)

In 2005, the Standard Life group entered into futures contracts mn order to mcrease exposure to bonds and

reduce exposure to equities

The distnbution of the fair value of the plan assets 15 as follows

Equities

Bonds government
Bonds corporate
Property

Other

At 31 December

2006 2005
£m £m

874 871
225 94
15 5
53 41
104 40
1,271 1,051

The expected return on plan assets 1s based on the market expectations at the begmning of the peniod for return
over the entire life of the related benefits cbhgations The actual return on plan assets duning 2006 was £40m

(2005 £200m}

(f) Plan assets

The principal assumptions used in determining the pension benefit obligation for Standard Life group's schemes

are as follows

Rate of increase 1n salares
Rate of increase 1n pensions
Discount rate

[nflation assumption

Rate of return on plan assets
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2006 2005
% %
305 455 285 400
225 305 225 285
460 525 480 525
225 305 225 285
7 6
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24. PENSIONS (continued)

25.

(a)

Mortahty tables used for the UK defined benefit pension obligations

Post retirement males PMA92 PMA92
Post retirement fernales PFA92 PFA92
Pre retirement males AM92 Syears  AM92 § years
Pre retirement females AF92 § years AF92 5 years

The change mn the assumption rate for the increase in salaries reflects management action regarding future
salary increases which impact the UK scheme

The long term rate of return expected on plan assets 15 as follows

2006
Europe Canada Total
% % %
Equities 8 9 8
Bonds government 5 6 5
Bonds corporate 5 6 6
Property 8 6 8
Other 5 6 5
2005
Euarope Canada Total
% % %
Equities 8 9 8
Bonds government 4 6 4
Bonds corporate 5 6 5
Property 8 6 8
Other 5 6 5

EMPLOYEE SHARE BASED PAYMENTS
Details of arrangements

The Group does not operate any share based payments Dunng the year ended 31 December 2006 the Group’s
ulttmate parent company, Standard Life plc operated a number of schemes, all of which are equity settled Prior
to adnuttance to the London Stock Exchange, Standard Life plc did not operate any employee share based
payment schemes Details of these arrangements are as follows

(i) Standard Life group Long Term Incentive Plan ('Standard Life group LTIP)

The Standard Life group LTIP 15 an award scheme granted to senior executives of the Standard Life group Prior
to admittance of Standard Life plc to the Londen Stock Exchange, the Standard Life group LTIP was a cash
based award dependent on certan performance conditions being achieved over a three year penced On
admittance to the London Stock Exchange, the 2005 and 2006 plans were converted to awards of shares of the
Company and m future years the Standard Life group LTIP will be a share based payment scheme Under the
terms of the conversion, the number of options awarded, which will have a mil exercise price, was based on the
average share price over the imtial 20 days of trading The relevant performance periods for the 2005 and 2006
plans commence on 1 January 2005 and 1 January 2006 respectively, and this remains unchanged by the
conversion
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25. EMPLOYEE SHARE BASED PAYMENTS (continued)

(b)

Under the terms of the share based plan, share options are awarded to executives and semor management based
on performance results of the Standard Life group over a three year penod The performance target 15 based on
the Standard Life group's return con capital which is a combination of return on underlying profit for the non

life businesses of the Standard Life group and the return on European Embedded Value for the hfe businesses of
the Standard Life group At the grant date the participants are advised of the range of options that will be
awarded The actual number of options that ultimately vest 1s determuined at the end of the performance period

The terms and conditions of the Standard Life group LTIP histed below assume the maximum number of options
available to vest

(ii) Share incentive plans

The Standard Life group operates share incentive plans, allowing employees the opportunity to buy shares from
their salary each month The maximum purchase that an employee can make 1n any year 15 £1,500 The
Standard Life group offers to match the first £25 of shares bought each month The matching shares awarded
under the Share Incentive Plan are granted at the end of each month The first grant occurred at the end of

October 2006

The matching shares are generally subject to a three year service period, an employee may forfeit some or ali of
the matching shares 1if they leave the company prior to completing three years of service from date of grant

Terms and conditions of the share based payment schemes

The terms and conditions attaching to each of the arrangements are set out in the table below The assumptions
set out are based on the weighted average number of awards, across the Standard Life group

Arrangement Group LTIP Share incentive plans
Nature of arrangement Grant of share options Grant of shares
Date of grant 4 August 2006 Monthly
Number of instruments granted 161,306 8,002
Exercise price ml n/fa
Share price at date of grant 258 75p 291p
Contractual hife (years) 375 n/a
3 year service penod,
Vesting conditions specified Standard Life Group 3 year service period
performance
Settlement Shares Shares
Expected volatihity 25% n/a
Expected option life at grant date 216 n/a
(years)
Risk free interest rate 4 92% n/a
Expected dividend (dividend yield) 2 67% n/a
None at grant date Leavers None at grant date Leavers
Expected departures (grant date) accounted for on departure accounted for on departure
Expected outcome of meeting 75% At grant date all awards expected
performance cnitena (at the grant date) to vest
Fair value per granted instrument 244p 291p

determuned at the grant date
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(©

(@)

EMPLOYEE SHARE BASED PAYMENTS (continued)
Standard Life group LTIP share options

The Black Scholes option pricing model 15 used to value the options granted under the LTIP The expected
volatility for the share options has been determined following consideration of historical volatility since
admittance of Standard Life plc to the London Stock Exchange, together with the volatility of a group of peer
companies over a comparable period 1n therr hustory

The nsk free interest rate was based on the yields attaching to UK government bonds at the grant date These
had a simlar term to the expected life of the options at the grant date

No share options were exeraised dunng the period The mformation 1n the table that follows apphes to the
maximum number of options outstanding at the end of the pertod

2006
Weighted Weighted average
average Number of remaining life (years)
exercise options
Range of exercise prices price (000) Expected Contractual
nil mul 161 216 266

A reconcihation of movements in the number of share options granted to executives and sernor management 15
set out 1n the table below

2006
Weighted
Number of average
options exercise
('000) price

On conversion 161 ml
Effect of modifications and cancellations il
Effect of change 1n expected performance cutcome ml
Granted il
Forfeited nil
Exercised il
Outstanding at 31 December 161 nu
Exercisable at 31 December nl

Under the terms of the conversion these options have a ml exercise pnice
Expense charged to the Income Statement
The Company and the Group have incurred a charge of £166k (2005 £NIL) 1n respect of share based awards

granted by Standard Life plc to employees of the Company The charge recogmsed 1n the Income Statement 15
spht as follows

2006
Group and
Company
£'000
Share options granted to executives and senior management 165
Matching shares granted under share incentive plans 1
166
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26 COMMITMENTS
Operating lease commitments

The Group's and the Company’s anmual commitments under non cancellable operating leases for land and
buildings were as follows

2006 2008
Group Group
£'000 £000
Expuing dunng years 2 to 5 133 111
Expiring thereafter 406 406

Commitments to limited partnerships
The Group has entered 1nto partnership agreements which have committed the Group to mvest a maximum of

£2,411k (2005 £1,898k) into lnmited partnerships During the year the Group invested £390k (2005, £66k} with
a remaming maximum commutment of £2,021k (2005 £1,832k)

27. RECONCILIATION OF EQUITY AND PROFIT REPORTED UNDER UK GAAP AND IFRS

GROUP
(a) Reconciliation of shareholders' equity reported under UK 31 December 1 January
GAAP to shareholders' equity reported under IFRS as at: 2005 2005
£000 £000
gﬁ;y attnbutable to equity holders of the parent as reported under UK 106,058 72,938
Adjustments for
Marn fund performance fee 2,857 1,302
Accrual for hohday pay (703) {155)
Deferred acqusition costs (DAC) 4,755 6,639
Deferred icome reserve (DIR} (5,467) (7,489)
Deferred taxation (201) 103
Amortisation of investment 1n joint venture 1,264 723
'Iﬂ:(i{tsal equity attnibutable to equaty holders of the parent as reported under 108,563 74,061

(b) Reconciliation of profit for the year reported under UK GAAP 31 December

to profit for the year reported under IFRS, for year ended: 2005

£'000
Profit for the year reported under UK GAAP 32,707
Adjustments for
Main fund performance fee 1,555
Accrual for holhiday pay (548}
Deferred acquusition costs (DAC) (1,884)
Deferred income reserve (DIR}) 2,022
Deferred taxation {(304)
Amortisation of investment in joint venture 541
Profit for the year attnibutable to equity holders of the parent as reported

34,089

under IFRS
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(a)

(b)

(<)

RECONCILIATION OF EQUITY AND PROFIT REPORTED UNDER UK GAAP AND IFRS (continned)

COMPANY
Reconciliation of shareholders' equity reported under UK 31 December 1 January
GAAP to shareholders’ equity reported under IFRS as at: 2005 2005
£'000 £'000
Equity attrnibutable to equity holders of the Company as reported under
UK GAAP 93,701 71,311
Adjustments for
Main fund performance fee 2,857 1,302
Accrual for hohiday pay (703) {155)
Deferred taxation (492) {228)
Total equuty attributable to equity holders of the Company as reported 95,363 72,230
under [FRS
Reconciliation of profit for the year reported under UK GAAP 31 December
to profit for the year reported under IFRS, for year ended: 2005
£000
Profit for the year reported under UK GAAP 22,390
Adjustments for
Main fund performance fee 1,555
Accrual for holhiday pay (548)
Deferred taxation (264

Profit for the year attributable to equity holders of the

Company as reported under IFRS 23,133

Explanation of reconciling items between UK GAAP and IFRS
Main fund performance fee

The performance fee mcome recogmsed 1n relation to the management of Standard Life Assurance Limited'’s UK
Participating Life Fund was calculated on the basis of a prudent relhable estimate IFRS requires income to be
recognised whenever a reliable estimate can be made and hence does not allow the concept of prudence to be
taken into account

Accrual for holiday pay

Under UK GAAP it has been common practice for companies not to recogmse a hability in relation to
compensated absences IFRS contamns express provisions for the recognition of such habilities

Deferred acquisition costs ('DAC")

Under UK GAAP, the commuission costs associtated with acquining new mutual funds management business were
recognused in the period m which the payments were made Under IFRS, incremental costs directly related to
the cost of acqunng new business (1 ¢ commussion) are deferred, to the extent that they are deemed
recoverable from future charges The recoverability test takes account of any front end fees that have been
deferred The DAC asset 15 amortised on a consistent basis with the DIR habiity m hine with the expected
emergence of profits from the underlying product grouping
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27.

@)

(e)

RECONCILIATION OF EQUITY AND PROFIT REPORTED UNDER UK GAAP AND IFRS (continued)
Deferred income reserve ('DIR")

Under UK GAAP, the commission income associated with acquinng new mutual funds management business
was recogrused 1n the period in which the payments were recetved Under IFRS, front end fees relating to
investment management services are deferred as a hability and recognised over the peniod over which services
are provided The DIR habihity 1s amortised on a basis consistent with the associated DAC asset

Deferred taxation

IFRS requures deferred tax to be calculated on temporary differences rather than on tinung differences under UK
GAAP Under IFRS, where any asset or hability has a temporary timing difference and that temporary tinung
dafference 15 mncreased or decreased in the IFRS financial statements by making an adjustment to 1ts carrymg
value on transition to IFRS, then an adjustment will be required to the deferred tax provision recogmised 1n the
UK GAAP finanaial statements Furthermore, TAS 12 does not permit discounting of the deferred tax provisions
whereas UK GAAP dud

Amortisation of goodwill on investment in joint venture

Under [FRS, any goodwill ansing on the consolidation of an investment i a joint venture 1s not separately
tdentified Under UK GAAP the goodwill anising on the consolidation of an investment 1n a joint venture was
separately 1dentihied Under IFRS, the carrying value of the investment 1n a joint venture 1s subject to an
impatrment review and goodwill 1s not amortised on a systematic basis as was the practice under UK GAAP

Presentation adjustments between UK GAAP and IFRS not impacting equity shareholders'
funds or profit for the year

Presentation of profit of joint venture

Under IFRS, the share of profit of joint ventures 15 stated after tax and 1s included 1n profit before tax 1n the
mcome statement Under UK GAAP, the share of profit before tax of jomnt ventures' was included in profit
before tax i the income statement, with the share of joint ventures' taxation being shown separately within
the taxation charge

Cash and cash equivalents

'Cash and cash equivalents' 15 a newly defined term under IFRS and results in more assets falling into the 'Cash
and cash equivalents' category than fell into the 'Cash at bank and in hand' category under UK GAAP
Approximately £10 4m of assets has been reclassified mto 'Cash and cash equivalents' as at 31 December 2005

Cash flow statement

In the financal statements prepared under UK GAAP, the Group and the Company availed itself of the
exemption outlined 1n paragraph 5(a) of FRS1 Cash Flow Statements and consequently no cash flow statement
was presented As a result no explanation of matenal adjustments to the Cash Flow Statement has been

presented
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We have audited the group and parent company financial statements (the “financial statements”) of Standard Life
Investments Limited for the year ended 31 December 2006 which comprnise the Group Income Statement, the Group
and Parent Company Balance Sheets, the Group and Parent Company Cash Flow Statements, the Group and Parent
Company Statements of Changes in Equity and the related notes These financial statements have been prepared
under the accounting policies set out therein

Respective responsibilities of directors and auditors

The directors’ responsibihities for preparing the Annual Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Uruon are set out
mn the Statement of Directors’ Responsibilities,

Our responsibility 1s to audt the finanaal statements in accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland) This report, including the opimon, has been prepared for
and only for the company’s members as a body 1n accordance with Section 235 of the Compames Act 1985 and for
no other purpose  We do not, 1n giving this opimion, accept or assume responstbility for any other purpose or to
any other person to whom tius report 1s shown or into whose hands 1t may come save where expressly agreed by
our prior consent i wnting

We report to you our opmmion as to whether the financial statements give a true and fair view and have been
properly prepared i accordance with the Companies Act 1985 We also report to you whether 1n our opmion the
information given in the Directors' Report 15 consistent with the finanaal statements

In addition we report to you if, 1n our opmion, the company has not kept proper accounting records, 1f we have not
recerved all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We read other information contained 1n the Annual Report and consider whether 1t 1s consistent with the audited
financial statements The other information comprses only the Directors’ Report We consider the imphications for
our report if we become aware of any apparent musstatements or matenal inconsistencies with the financial
statements Our responsibilihies do not extend to any other information

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures 1n the finanaal statements It also mncludes an assessment of the sigmificant estmates and judgments
made by the directors mn the preparation of the financial statements, and of whether the accounting pohcies are
approprate to the group’s and company’s circumstances, consistently apphed and adequately disclosed

We planned and performed our audst so as to obtain all the information and explanations which we considered
necessary mn order to provide us with sufficient evidence to give reasonable assurance that the financial statements
are free from maternal misstatement, whether caused by fraud or other irregulanty or error In forming our opinion
we also evaluated the overall adequacy of the presentation of infornation 1n the financial statements
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Opinion
In our opimon

m the group financaal statements give a true and fair view, i accordance with [FRSs as adopted by the European
Umnien, of the state of the group’s affairs as at 31 December 2006 and of 1ts profit and cash flows for the year
then ended,

= the parent company financial statements give a true and fair view, 1mn accordance with IFRSs as adopted by the
European Union as appled 1n accordance with the provisions of the Companies Act 1985, of the state of the
parent company’s affairs as at 31 December 2006 and cash flows for the year then ended,

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

& the nformation given i the Directors' Report 1s consistent with the financial statements

’p MWKMPD* P

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Edinburgh, 15 March 2007
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