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Standard Life Investments Limited

REPORT BY THE DIRECTORS
for the year ended 31 December 2007

The Directors present their report and financial statements for the year ended 31 December 2007
Annual general meeting

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

Principal activities

The pnncipal activity of the Company and its subsidianes (the 'Group'} 15 to provide investment management
services

Business review

The Group achieved a profit after tax for the year ended 31 December 2007 of £67 3m, an increase of 53% over the
previous year's profit of £43 9m This included profit after tax of £12 4m from the partial disposal of the Group's
joint venture with HDFC Asset Management Company (HDFC)

The Group’s earmngs before interest and taxation (‘EBIT"), the Group’s preferred measure of profit, imncreased from
£60 9m to £70 9m, an increase of 16% EBIT as a percentage of net revenues (‘EBIT margin’) increased from 26 8%
to 28 5%

The growth 1n EBIT of the Group was dniven by an increase in funds under management (‘FUM’) and, 1n particular,
FUM external to the Standard Life group (‘Third Party FUM') Overall FUM rose from £132 1bn as at 31 December
2006 to £143 4bn as at 31 December 2007, an imncrease of 9%

Third Party FUM grew by 24%, from £38 5bn 1in 2006 to £47 7bn as at 31 December 2007 Net inflows of £7 9bn
mncluded record levels of UK mstitutional business of £3 9bn The Group's mutual funds business also enjoyed a
very strong year achieving net sales of £1.5bn, an increase of 13% over 2006 FUM internal to the Standard Life
group increased by 2 2% to £95 7bn

Market conditions have been volatile during 2007, particularly in the second half of the year Concerns about US
sub prime lending triggered a global crisis of confidence in the credit markets which, in turn, led to serious
dislocation of the money markets from August onwards Equity markets in both the UK and US reached record
highs dunng the first half of the year but lost ground as the impact of the credit crisis began to feed through

Even 1n these difficult investing conditions, Standard Life Investments delivered a good investment performance
over the year The money weighted investment performance across the portfolio was well above median for all time
penods from 1 year to 10 years and remains 1n the top quartile over 3 and 5 years Of our 58 retail funds, 35 were
above median and 12 were top quartile over the past 12 months

Dividend

The Directors recommended and paid dividends durning the year amounting to £82m (2006 £NIL)

Future outlook

Despite the turbulent market conditions, we are seeing a good volume of "Request for Proposals” and our pipeline of
confirmed new third party business remains strong, dniven substantially by mstitutional funds It 1s likely that the

first half of 2008 will be challenging for all players in the mmdustry but we remain confident of delivenng further
growth 1n the year to come




Standard Life Investments Lirmited

REPORT BY THE DIRECTORS
for the year ended 31 December 2007

Key performance indicators ('KPIs')
The Directors monitor progress in relation to the overall Group strategy by reference to the following four KPIs
2007 2006

EBIT Eamings before interest, taxation, foreign exchange gains and losses,
profit on partial disposal of joint venture and financial guarantee costs This

KPI measures drrectly the underlying operating profitability of the Group £709m £60 9m

EBIT margin EBIT as a percentage of net revenue This KPI measures the

Group's efficiency 28.5% 26 8%

FUM Funds under management 1s the value of assets managed by the Group

on behalf of chients £143 4bn  £132 1bn

Third Party FUM  Third party funds under management 1s the value of assets
managed by the Group on behalf of chients external to the Standard Life ., E477bn  £38 5bn

group

Principal risks and uncertainties
The management of the busmess and the execution of the Group's strategy are subject to a number of nsks

The main business nisks to which the Group 15 exposed, and 1ts finanaal nisk management objectives and pohcies
are considered 1n note 23 to this report and accounts Other key business risks mclude the development and
retention of key employees as well as competition from other providers of investment management services.

Directors
The names of the current Directors of the Company are shown on page 1
Colin Walklin was appointed as Director on 3 December 2007

Statement of directors’ responsibilities

The Directors are responsible for prepaning the annual report and financial statements i accordance with
applicable law and regulations

Company law requres the Directors to prepare financial statements for each financial year Under that law the
Directors have prepared the group and parent company financial statements in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Umon In prepanng these financial 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 affairs of the Company and
the Group and of the profit or loss of the Group for that penod



Standard Life Investments Limited

REPORT BY THE DIRECTORS
for the year ended 31 December 2007

In prepanng these financial statements the Directors are required to
m  Select suitable accounting polictes and then apply them consistently,
m  Make judgements and estumates that are reasonable and prudent,

m  State that the financial statements comply with IFRSs as adopted by the European Union and IFRSs 1ssued by
the IASB, and

m  Prepare the financial statements on the going concern basis, unless 1t is mappropriate to presume that the
Group will continue 1 business, in which case there should be supporting assumptions or qualifications as
necessary

The Directors confirm that they have complied with the above requirements 1n preparing the financial statements

The Darectors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
tme the financial posiion of the Company and the Group and to enable them to ensure that the financial
statemnents comply with the Compames Act 1985 and, as regards the Group financial statements, article 4 of the 1AS
Regulatton 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 irregularities

Disclosure of information to auditors

So far as each Director 1s aware, there 15 no relevant audit mmformation (that 1s, imformation needed by the
Company's auditors 1n connection with prepaning their report) of which the Company's audstors 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
wnformation.

Employees

The Group’s policy 1s to recrut, develop and employ staff on the basis of the suitability of their qualifications and
expenience to the work performed, regardless of ethnic ongin, religion, sex, mantal status or disability Full
consideration 1s given to continuing the employment of staff who become disabled and to provide traiming and
career development opportumnties to disabled employees.

The Group keeps staff mnformed of progress and policies through line management channels, training courses,
conferences and an Internal Communication Programme, which consists of various 1 house publications and
briefing sermminars with staff

Charitable donations

During the year, the Group made a number of chantable donations totalling £38,514



Standard Life Investments Limited

REPORT BY THE DIRECTORS

for the year ended 31 December 2007

Supplier payment policy ‘
|

It 15 the Group’s and Company's policy to negotiate payment terms with principal supphers and to pay m :

accordance with the terms agreed For other supphers, where goods and services have been supplied to |

specification, payment 1s made 1n accordance with the terms offered by the suppler There was an average 22 days
{2006 16) taken to make payment for services provided in 2007

Auditors

The auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue 1n office

On behalf of the Board of Directors

Al

V J O'Brien, Secretary

Edimburgh, 11 March 2008




Standard Life Investments Limited

CONSOLIDATED INCOME STATEMENT
for the year ended 31 December 2007

2007 2006
Note £'000 £'000

Revenue
Management fee income 258,137 232,902
Earned premium 3,338
Other operating income 3 6,654 6,246
Total revenue 264,791 242,486
Less Fee and commission expenses (16,089) {15,257)
Net revenue 248,702 227,229
Operating expenses
Administrative expenses (182,550) (169,134)
Claims paid (642)
Change 1n msurance contract habilities 57
Total operating expenses (182,550) (169,719)
Operating profit 5 66,152 57,510
Interest mcome 10,189 6,252
Finance costs 6 (1,876) (1,465)
Net foreign exchange gain/(loss) 159 (623)
Share of profit after tax of joint venture 13 4,773 3,351
Gamn on partial disposal of joint venture interest 13 16,964
Gain on sale of investment securities 30
Profit before tax 96,391 65,025
Tax expense 7 (29,082) (21,172)
Profit for the year 67,309 43,853
Attributable to:
Equity holders of the parent 67,258 43,853
Minonty interests 51

67,309 43,853

The notes on pages 13 to 48 formn part of these financial statements

The Company has elected to take the exemption under section 230 of the Companies Act 1985 to not present the
parent company income statement

The profit for the Company for the year was £44,410,000 (2006 £37,728,000)




Standard Life Investments Limited

CONSOLIDATED BALANCE SHEET

as at 31 December 2007

ASSETS

Non current assets
Property and equipment
Deferred acquisition costs
Deferred tax assets
Investment 1n joint venture
Investment secunties

Trade and other recervables
Total non current assets

Current assets

Deferred acquisition costs
Current tax recoverable
Investment securities
Trade and other recervables
Cash and cash equavalents
Total current assets

Total assets

EQUITY
Share capital

Foreagn currency translation reserve

Retained earnings

Equity attributable to eguity holders of the parent

Minority interest in equity
Total Equity

LIABILITIES

Non current liabilities
Subordinated liabihities

Deferred income

Trade and other payables

Total non current liabilities

Current Liabilities
Deferred income

Current tax habilities

Trade and other payables
Total current liabilities

Total liabilities

Total liabilities and equity

The notes on pages 13 to 48 form part of these financal staternents

Note

10
12
13
14
15

10
12
14
15
16

17

18
20
21

20
12
21

2007 2006
£000 £000
501 269
1,139 1,812
3,903 5,007
19,767 20,977
7,870 6,858
1,272 1,440
34,452 36,453
1,331 2,242
967 3,028
1,254 2,435
101,157 226,930
190,404 194,227
295,113 478,862
329,565 465,315
32,440 32,440
822 (905)
104,821 119,563
138,083 151,098
91
138,173 151,098
15,000 15,000
2,797 2,126
9,948 13,602
27,745 30,728
1,522 2,957
8,654 7,674
153,470 272,858
163,646 783,489
191,391 314,217
329,565 465,315

Approved on behalf of the Board of Directots and authonsed for 1ssue on 11 March 2008 by the following Director

C Walklin, Finance Director W
e
7




Standard Life Investments Limuted

COMPANY BALANCE SHEET
as at 31 December 2007
2007 2006
Note £'000 £'000

ASSETS

Non current assets

Investments 1n subsidiaries 11 32,728 27,002

Deferred tax assets 12 3,269 4,380

Investment n joint venture 13 13,448 16,761

Investment securities 14 4,327 3,609

Trade and other receivables 15 1,272 1,440

Total non current assets 55,044 53,192

Current assets

Current tax recoverable 12 544

Trade and other receivables 15 41,730 23,492

Cash and cash equivalents 16 117,554 145,377

Total current assets 159,284 169,413

Total assets 214,328 222,605

EQUITY

Share capital 17 32,440 32,440

Retained earnings 66,701 100,651

Equity attributable to equity holders of the Company 99,141 133,001

LIABILITIES

Non current Labilities

Subordinated habhties 18 15,000 15,000

Trade and other payables 21 9,353 11,505

Total non current liabilities 24,353 26,505

Current liabilities

Current tax habilities 12 7,991 7,386

Trade and other payables 21 82,843 55,623

Total carrent Habilities 90,834 63,009
' Total liabilities 115,187 89,514

Total liabilities and equity 214,328 222,605

The notes on pages 13 to 48 form part of these financial statements

Approved on behalf of the Board of Directors and authonsed for 1ssue on 11 March 2008 by the following Director

C Walklin, Finance Director W
/




Standard Life Investments Limited

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2007

At 1 January 2006

Currency translation
differences

Net expense recognised
directly m equty

Profit for the year

Total recognised imncome
for the year

At 31 December 2006
At 1 January 2007

Currency translation
differences

Net income recogrused
directly in equity

Profit for the year

Total income and
expense for the year
Total recognised income
for the year

Equity dividends
Capital introduced by
IMNornty mterests

At 31 December 2007

Total equity
Foreign attributable
currency to equity
Share translalion Retained holdersof Minority Total
Note capital reserve earnings the parent interests equity
£'000 £'000 £000 £'000 £'000 £000

32,440 413 75,710 108,563 108,563
(1,318) (1,318) (1,318)
(1,318) (1,318) {1,318)

43,853 43,853 43,853

(1,318) 43,853 42,535 42,535

32,440 {(905) 119,563 151,098 151,098
32,440 (905) 119,563 151,098 151,098
1,727 1,727 1,727

1,727 1,727 1,727

67,258 67,258 51 67,309

1,727 67,258 68,985 51 69,036

1,727 67,258 68,985 51 69,036
8 (82,000) (82,000) (82,000)
40 40

32,440 822 104,821 138,083 91 138,174

The notes on pages 13 to 48 form part of these financial statements




Standard Life [nvestments Limited

COMPANY STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2007

Total equity
attributable
to equity
Share Retained holders of
capital earnings the Company
£'000 £000 £'000
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
At 1 January 2007 32,440 100,651 133,091
Profit for the year 48,050 48,050
Dividends (82,000) (82,000)
At 31 December 2007 32,440 66,701 99,141

The Company did not recognmise any inceme or expense directly in equity (2006 £NIL) The total recogmised income

for the year compnsed of the profit for the year

The notes on pages 13 to 48 form part of these financial statements

10




Standard Life Investments Limited

CONSOLIDATED CASH FLOW STATEMENT
for the year ended 31 December 2007

Note 2007 2006
£'000 £'000

Cash flows from operating activities
Profit before tax 96,391 65,025
Adjustments for
Interest income classifted as mvesting activity (10,189 (6,252)
Interest expense classified as inancing activity 6 1,876 1,465
Movement 1n investment securties 465 (3,012)
Net purchase of investiment secunties held as part of manager's box (20) (13)
Purchase of investment securities (382) (2,039)
Depreciation of property and equipment 9 183 105
Share of profit after tax of joint venture 13 (4,773) (3,351)
Dividends received from joint venture 13 1,654 670
Gain on partal disposal of jomnt venture 13 (16,964)
Movement 1n operating assets and habilities 22 3,719 28,698
Minonty interest (51)
Taxation paid (24,848) (20,893)
Net cash flows from operating activities 47,061 60,403
Cash flows from (used in) investing activities
Proceeds from disposal of subsidiary net of cash disposed (3,685)
Proceeds from partial disposal of joint venture 13 22,002
Interest recelved 10,189 6,252
Purchase of property and equipment 9 {391) {(243)
Net cash flows from investing activities 31,800 2,324
Cash flows from financing activities
Interest pard 6 (1,876) (1,465)
Dividends paid to parent 8 (82,000)
Capital introduced by minonty interest 40
Net cash flows from financing activities (83,836) (1,465)
Net increase/(decrease) in cash and cash equivalents (4,975) 61,262
Cash and cash equivalents at the beginning of the year 16 194,227 133,564
Effects of exchange rate changes on cash and cash equivalents 1,152 (599)
Cash and cash equivalents at the end of the year 16 190,404 194,227

In 2006, the cash disposed of as part of the disposal of the substdiary undertaking amounted to £4,746,000

The notes on pages 13 to 48 form part of these financial statements

11




Standard Life Investments Limited

COMPANY CASH FLOW STATEMENT
for the year ended 31 December 2007

Cash flows from operating activities
Profit before tax
Adjustments for

Interest income classified as mvesting activity
Interest expense classified as finanang activity

Note

Dividend recerved from subsidiary undertakings classified as

mvesting activity

Dividend received from joint venture classified as investing

activity

Movement m fair value of investment securities
Purchase of investment secunties

Proceeds from disposal on investment secunties
Gain on disposal of investment securities

13

Gain on disposal of investments 1n subsidiary undertakings 11
[mpairtent losses on investments 1n subsidiary undertakings 11

Gain on partial disposal of joint venture
Movement 1n operating assets and habilitzes
Taxation paid

Net cash flows from operating activities

Cash flows from investing activities

Purchase of investment in subsidiary undertakings
Proceeds on disposal of subsidiary undertakings
Proceeds from disposal of investment 1ni joint venture
Dividends recerved from subsidiary undertakings
Dividends received from joint venture

Interest received

Net cash flows from investing activities

Cash flows from financing activities
Drvidends paid

Interest paid

Net cash flows from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginnming of the year

13
22

11
11
13

13

16

Cash and cash equivalents at the end of the year 16

The notes on pages 13 to 48 form part of these financial statements

12

2007 2006

£000 £000
65,727 55,180
(5,715) (3,793)

1,673 1,230

(10,105) (9,658)

(1,654) (670)

(312) (2,576)

(707) (967)
330
(30)

(61)

300 1,000
(18,689)

6,998 16,102
(15,418) (14,129)
22,398 41,658

(7,527) (2,000)

1,501 1,061

22,002
10,105 9,658

1,654 670

5,717 3,793
33,452 13,182
{82,000)

(1,673) (1,230)
(83,673) (1,230)
(27,823) 53,610
145,377 91,767
117,554 145,377




Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

(@)

(b)

ACCOUNTING POLICIES
Basis of preparation

The financial statements of the Company have been prepared 1n accordance with
(1) International Finanaal Reporting Standards (IFRS) 1ssued by the International Accounting Standards
Board (IASB) and interpretations 1ssued by the International Financial Reporting Interpretations Committee

(IFRIC) as endorsed by the European Commission (EC) for use in the European Umion (EU), and
(2) those parts of the Compames Act 1985 apphcable to companies reporting under IFRS

The consolidated finanaial statements have been prepared under the historical cost convention, as modified
by the revaluation of financial assets and liabilities at fair value through profit or loss {FVTPL)

The pnincipal accounting policies set out below have been consistently apphed to all financial reporting
peniods presented in these consohidated financial statements and by all Group entities, unless otherwise
stated All amounts classified as current are expected to be settled/recovered 1n less than 12 months unless
otherwise stated 1n the notes to these financial statements

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 method from the
date that sigmificant influence or joint control {respectively) commences until the date this ceases

(i) Investments in subsidiaries

Subsidianies are all entities over which the Group has the power to govern the financial and operating
pohicies Such power, generally but not exclusively, accompaines a shareholding of more than one half of the
voting rights Subsidiartes are fully consalidated 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 acquisitton of subsidianies The cost of an
acquisition 1s measured as the fair value of the assets given, equity instruments 1ssued and habilities incurred
or assumed at the date of exchange, plus costs durectly attnibutable to the acquisition.

In the Company's separate financial statements, all subsidianes are accounted for at cost Any impairment on
mndividual investments 1 subsidiaries held at cost 15 determined, at each reporting date, by an evaluation of
the exposure on a case by case basis Impairment losses are calculated and recorded on an individual basis in
a manner consistent with the impairment policy described 1n section {(g) below

(ii) Investments in joint ventures

Joint ventures are entities whereby the Group and other parties undertake an economic activity, which 1s
subject to jomnt control arising from contractual agreement All joint ventures are equty accounted for and
in this case, the Group’s investment mn associates and jomnt ventures includes goodwill, net of any
impairment loss, dentified on acquisition

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

13




Standard Life Investments Limited

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

(ii) Investments in joint ventures

Where the Group’s share of losses tn a joint venture equals or exceeds its mnterest 1 a jomt venture,
including any other unsecured receivables, the Group's carrying amount 1s reduced to nil and recogmtion of
further losses 15 discontinued except to the extent that the Group has incurred legal or constructive
obligations 1n connection with, or made payments on behalf of, a joint venture

(iii) Group reconstructions

The Group uses merger accounting princples to account for group reconstructions which are not business
combinations within the scope of IFRS 3 Business Combinations Under the principles of merger accounting,
assets and habilities transferred to a new entity are recorded in the new entity at the carrying value they were
measured at by the transferor No goodwill 1s recogmised as a result of such transachions

(¢} Revenue recognition
(i) 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 investment management services are
deferred as a hiability and recognised over the average period over which services are provided The resulting
Deferred Income Reserve ('DIR') hability 1s amortised on a basis consistent with the associated Deferred
Acquusition Cost ('DAC') asset in note {(d)(11)

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

(i) Other operating income

Other operating mcome mncludes the gross value of sales and liquidations of units and shares in umt trusts
and open ended mvestment vehicles respectively, net of discounts, less the gross value of creations and
repurchases of units and shares in unit trusts and open ended investment vehicles respectively

Investment gamns and losses resulting from changes mn both market value and foreign exchange on
mvestments classified as FVTPL are recognused 1n the pertod in which they occur

Distibutions from collective investment schemes and dividend income are recognised when the nght to
receive payment 1s established

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

14



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS
1. ACCOUNTING POLICIES (continued)
(d) Expense recognition
(i) Long term incentive plans (LTIP' and 'Executive Performance Plan')

The expense 1n respect of the Group's long term 1ncentive plans are recogrsed based upon the terms of each
plan The expense 15 determined on the basis of a range of criteria which mnclude growth, profitability and
mvestment performance

(ii) Trail commission

To the extent that any future trail commission payments are not for ongoing services but for services
provided in promoting and selling the product initially, the net present value of the future trall commission
obligation 1s recognised as a finanaal hiability, together with a matching finanaal asset, at the time the
oblhigation arises

(iii) Deferred acquisition costs ('DAC')

Incremental costs directly related to the cost of acquinng new business (1 e commussion} which are 1ncurred
durmg a financial peniod but which relate to subsequent financial 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 amortised on a straight line basis through fee and commission expenses in the Income
Statement over the average peniod over which mnvestment management services are provided The carrying
amount 15 tested for impairment at each reporting date

(iv) Other expenses
Other expenses are recognised on an accruals basis
(e¢) General insurance
(i) Classification of insurance
Insurance contracts are those contracts that transfer sigmficant insurance risk As a general guideline, the

Group defines sigmficant msurance nsk as the possibility of having to pay benefits on the occurrence of an
insured event that are at least 109 greater than the benefits payable if the insured event did not occur

(ii) Premiums |

Premuums relate to msurance business undertaken during the period, together with any differences between |
premuuns for prior years and those previousiy accrued, and include eshimates of premiums due but not yet

recervable or notified to the Group Premiums are accounted for gross of any commuission payable, 1f

apphcable, to intermedianes and relevant taxes In addition to the wntten premiums, the change in the

penod of the proportion of premmums written 1 the period that relate to expired terms of policies in force at

the balance sheet date, calculated on a time apportionment basis, 15 included

(ii) Claims

Insurance claims compuse claims, related expenses paxl and movements in technical provisions 1 the
pertod Provision 1s made at the pened end for the estimated cost of clarms incurred but not settled at the
balance sheet date, including the cost of claims incurred but not yet reported to the Group The estimated
cost of claims mcludes expenses to be incurred m setthng claims

15



Standard Life Investments Lumited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES (continued)

(f) Foreign currency

3

(h)

Foreign currency transactions and fair values are translated using the exchange rates applying to the
functional currency, which 1s Sterling, prevailling at the dates of the transactions or at the date the fair value
was determined, with related foreign currency exchange gains or losses reflected in the Income Statement
Translation differences on non monetary items such as equities held at FVTPL, are reported as part of the fair
value gamn or loss

The Income Statements of foreign subsicharies are translated into Sterling at average exchange rates for the
year Assets and habilities of foreign subsicharies are translated at the closing rate at the balance sheet date
On consolhdation, exchange differences ansing from the translation of the net investment in foreign
subsicharnes, are taken to the foreign currency translation reserve 1n 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
mdication of impairment An unpairment loss 1s recognised in the Income Statement for the amount by
which the asset’s carrying amount exceeds its recoverable amount

The recoverable amount of an asset 1s the greater of 1ts net seling price {fair value less costs to sell) and value
m use In assessing value 1n use, the estunated future cash flows are discounted to their present value usmng a
pre tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset For an asset that does not generate largely independent cash inflows, the recoverable
amount 1s deterimuned for the cash generating umt, or group of units, to which the asset belongs.

Property and equipment
Property and equipment is capitalised at cost and depreciation 15 charged to the Income Statement, within

admimistration expenses, on a straight line basis, over their estimated useful lives of between two and four
vears

(i) Income tax

(i) Current tax

The current tax expense 15 based on the taxable results for the year, using tax rates enacted or substantively
enacted at the balance sheet date, including any adjustments 1n respect of prior years Amounts are charged
or credited to the Income Statement or equuty as appropriate

(ii) Deferred tax

Deferred tax 1s provided using the Balance Sheet hability method, on temporary differences ansing between
the tax bases of assets and liabilities and therr carrying amounts in the conschdated financial statements
Deferred tax assets are recognised to the extent that it 1s probable that future taxable results will be available
against whuch the temporary differences can be utihsed The amount of deferred tax provided is based on the
expected manner of realisation or settlement of the carrying amount of assets and habilities

Temporary differences ansing from investments mn subsidianies give nise to deferred tax in the Company
Balance Sheet only to the extent that it is probable that the temporary difference will reverse in the
foreseeable future or the Company does not control the timing of the reversal of that difference Deferred tax
15 provided on unrermtted earmings of subsidiaries to the extent that the temporary difference created is
expected to reverse 1n the foreseeable future

Deferred tax 1s recognised in the Income Statement except when 1t relates to items recognised directly 1n the
Statement of Changes in Equity in which case it 15 credited or charged directly to Retained Earnings through
the Statement of Changes in Equuty
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Standard Life Investments Limited

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

(i) Financial assets designation
(i) Designation as fair value through profit or loss (FVIPL))

Finanaal assets are designated as FVTPL, where the asset or hability 1s part of a group of assets that are
evaluated and managed on a fair value basis

All investment securities including units or shares i collective investment vehicles that are held as part of
the 'manager's box', equity secunties and seed momnues are designated as FVTPL Box positions are not held to
create speculative propnetary positions but are managed 1n accordance with speafied cntena and
authornsation limats

(ii) Loans and receivables

Loans and receivables are non derivative financial assets with fixed or determmunable payments that are niot
quoted 1n an active market They are included 1n current assets, except for maturities greater than 12 months
after the balance sheet date These are classified as non current assets The group's loans and receivables
compnse "trade and other recervables" and cash and cash equivalents in the balance sheet

(k) Investment securities

The Group recogmises mvestment securities at fair value on the trade date of the transaction Directly
attnibutable transaction costs are not included 1n the imitial measurement value but are recognised in the
Income Statement

Fair values are based upon the current quoted bid price where an active market exists Where a quoted price
it an active market cannot be obtained, an appropnate market consistent valuation technique (for example
discounted cash flows and recent market transactions) 15 used to determune fair value If a price/technique 1s
not available to provide a rehable fair value, the investment 1s carned at cost less a provision for impairment

(1) Trade receivables

Trade receivables are recognused irutially at fair value and subsequently measured at amortised cost, less a
provision for impairment where this 1s deemed necessary A provision for imparrment of trade recervables 1s
established when there 13 objective evidence that the group will not be able to collect all amounts due
according to the original terms of the recewvables Significant financial difficulties of the debtor, probability
that the debtor wiil enter bankruptcy or financial reorgamsation, and default or delinquency 1n payments
{more than 30 days overdue) may be considered indicators that the trade receivable 1s impaired

The amount of any provision 1s the difference between the asset's catrying amount and 1its estunated
reahisable value The carrying amount of the asset 1s reduced through the use of an allowance account, and
the amount of the loss 15 recognised 1n the income statement within "administrative expenses” When a
trade receivable 15 uncollectible, 1t 1s written off agamnst trade receivables Subsequent recovenes of amounts
previously written off are credited against "admimstrative expenses” n the Income statement

(m) Cash and cash equivalents
Cash and cash equivalents include cash 1n hand, deposits held at call with banks, any short term highly

liqud mvestments which have onginal matunties within three months and bank overdrafts that are
repayable on demand and form an integral part of the Group’s cash management strategy
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Standard Life Investments Lumited

NOTES TO THE FINANCIAL STATEMENTS

1. ACCOUNTING POLICIES (continued)

{n) Subordinated liabilities
Subordinated habihties are 1mtally mcluded in the Balance Sheet at the value of proceeds recerved net of
1ssue expenses The total finance costs are charged to the Income Statement over the relevant term of the
mstrument using the Effective Interest Rate (EIR) method The carrying amount of the debt 1s increased by
the finance cost 1n respect of the reporting peniod and reduced by payments made 1n respect of the debt in
the pentod

(o) Trade payables
Trade payables are recogmised at their tmtial fair value

(p) Leases
Leases, where a significant portion of the nsks and rewards of ownership are retamned by the lessor, are
classified as operating leases Payments made as lessees under operating leases (net of any incentives received
from the lessor} are charged to the Income Statement on a straight line basis over the period of the lease
There are no materal finance leases affecting the group as erther lessor or lessee

(q) Pension costs and other post retirement benefits

The Standard Life plc group (‘Standard Life group’) operates a number of defined benefit and defined
contnbution plans, the assets of which are held in separate trustee admimstered funds The pension plans
are funded by payments from employees and by the Standard Life group of compames, determined by
peniodic actuarial calculations

The Group 1s unable to identfy 1its share of the underlying assets and liabilities in the defined benefit
schemes on a consistent and reasonable basis, therefore 1t treats these schemes as defined contribution
schemes Consequently the costs of these schemes and the defined contribution schemes represent the
contnbutions payable for the accounting period

For the defed contnbution scheme, the Group pays contnbutions to separately admimistered pension
msurance schemes The contributions are recognised 1n staff expenses when they are due

(r) Dividend distribution

Dividend dastmbution to the Company's sole shareholder 1s recogmised as a hability in the Group's financial
statements, and directly 1n equity, in the pentod in which the divadend 15 paid or, 1f applicable, approved by
the Company's sole shareholder

(s) Share based payments

Standard Life group operates share incentive plans for the majonty of employees and share based long term
mcentive plans for semor employees. The schemes are all 1n respect of Standard Life plc shares and further
details are set ouf in note 25 These schemes are treated as equuty settled share-based payment schemes
under IFRS 2 Share based Payment

For equity settled share-based payment employee transactions, the services received as compensation are
measured at their farr value This fair value 15 measured by reference to the fair value of the equty
mstruments granted The fair value of those equity instruments 1s measured at the grant date, which 1s 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 ts subject to an approval process then the grant date 1s the date when
that approval 15 obtamed The charge in respect of the services received by the Group from its employees is
recharged to the Group by Standard Life plc
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES (continued)

(s) Share based payments (continued)

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

If the equity instruments do not vest until the employee has fulfilled specified vesting conditions, the Group
presumes that the services to be rendered by the employee as consideration for those equity instruments will
be received in the future, during the period of those vesting conditions ('vesting perniod) Therefore, the
Group recognises the charge in respect of those services as they are rendered durning the vesting peniod with a
corresponding amount due to Standard Life plc

(1) Derecognition and offset of financial assets and liabilities

(w)

A financial asset (or a part of a group of simular financial assets) 1s derecognised where

(1) The nghts to receive cash flows from the asset have expired,

(1) The Group retains the nght to recerve cash flows from the asset, but has assumed an obligation to pay
them 1n full without matenal delay to a third party under a 'pass through' arrangement, or

(1) The Group has transferred 1ts rights to receives cash flows from the assets and has erther transferred
substantially all the nsks and rewards of the asset, or has neither transferred nor retained substantially all the
nisks and rewards of the asset, but has transferred control of the asset

A financial liability 1s derecognised when the oblhigation under the Liability 1s chscharged or cancelled or
expires

Financial assets and habilities are offset and the net amount reported in the balance sheet only when there 1s
a legally enforceable nght to offset the recognised amounts and there 1s an mtention to settle on a net basis,
or to realise the asset and settle the hability sunultanecusly

Standards, interpretations and amendments to published standards that are effective for the
first time

Certain new standards, amendments and interpretations to existing standards have been pubhshed that are
mandatory for the Group's accounting periods beginning on or after 1 January 2007 These standards,
amendments, and mnterpretations as described below

Both IFRS 7 Financial Instruments Disclosures, and amendments to JAS 1 Presentation of Financial
Statements, are effective from 1 January 2007 [FRS 7 requures disclosures that enables users to evaluate the
signuficance of the Group's financial mstruments and the nature and extent of nisks ansing from those
instruments The adoption of IFRS 7 has required the Group to make additional disclosures, which are
disclosed 1n these financial statements and 1n note 23 The amendments to IAS 1 requires the Group to make
new disclosures to enable users to evaiuate the Group's objectives, policies and processes for managing
capital These disclosures are contained i note 23 1FRS7 and the amendments to IAS1 did not have any
impact on the Group's financial nstruments

IFRIC 8 Scope of IFRS 2 (effective for annual periods beginning on or after 1 May 2006) required
consideration of transactions involving the issuance of equity instruments — where the 1dentifiable
consideratton received 1s less than the fair value of the equity instruments 1ssued - to establish whether they
fall withun the scope of IFRS 2 The Group apphed IFRIC 8 from 1 January 2007 and it did not have a
significant impact on the Group’s financaial statements
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

1.

ACCOUNTING POLICIES (continued)

(u) Standards, interpretations and amendments to published standards that are effective for the

first time (continued)

IFRIC 9 Reassessment of embedded denvatives (effecttve for annual periods beginning on or after 1 June
2006) required an assessment of whether an embedded derivative 1s 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 1s prohibited, unless there 1s a change 1n the contract’s terms, 1n which case it 15 required The
Group apphed IFRIC 9 from 1 January 2007 and 1t did not have a significant umpact on the Group’s financial
statements

Standards, interpretations and amendments to published standards that are not yet effective
and have not been early adopted by the Group

Rewised standards and interpretations IAS 1 Presentation of Financial Statements {effective from 1 January
2009), IAS 23 Borrowing Costs (effective from 1 January 2009), IFRIC 12 Service Concession Agreements
(effective for annual penods beginming on or after 1 January 2008), IFRIC 13 Customer Loyalty Programmes
{effective for periods beginning on or after 1 July 2008), IFRIC 14 IAS 19 The Limutation on a Defined
Benefit Asset, Mimimum Funding Requirements and their Interaction (Effective from 1 January 2008}, These
are not expected to have a matenal impact on the financial statements of the Group

IFRIC 11 [FRS 2 - Group and Treasury Share Transactions (effective for annual pertods beginming on or after
1 March 2007) The interpretation provides guidance on accounting for share based transactions involving
treasury shares or involving 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 it 15 not expected to have a significant impact on the Group's financial statements

Standards, interpretations and amendments to published standards that are not yet effective
and/or are not expected to be applicable to the Group

IFRS 8 Operating Segments (effective for annual peniods beginming on or after 1 January 2009), IFRIC 7
Applymng the Restatement Approach under IAS 29 Financial Reporting i Hypemnnflationary Economues
{effective for annual pertods beginning on or after 1 March 2006), IFRIC 10 Interim Financial Reporting and
Impamrment (effective for annual periods beginming on or after 1 November 2006}, IFRIC 12 Service
Concession Agreements (effective for annual pertods beginming on or after 1 January 2008)

KEY ESTIMATES AND JUDGEMENTS

The preparation of financial statements, 1 conformity with generally accepted accounting principles (IFRS
GAAP), requires the use of estimates and assumptions that affect the reported amounts of assets and
hiabilittes at the date of the financial statements and the reported amounts of revenue and expenses during
the reporting pertod

Key judgements made in selecting accounting policies and critical accounting estimates

In the process of applying the Group's accounting policies, management has used 1its judgement and made
estimates and assumptions 1n determining the amounts recogrused mn the financial statements These
estimates and assumptions can affect the reported amounts of assets and habtlities 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 estmates The most sigmficant areas where judgements and estimates are
made are set out below
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Standard Life Investiments Limited

NOTES TO THE FINANCIAL STATEMENTS

2,

KEY ESTIMATES AND JUDGEMENTS (continued)

Key judgements made in selecting accounting policies and critical accounting estimates
(continued)

(i) Cash Flow Statement
The indirect method was chosen on the basis that 1t 1s simpler than the direct method and 1s consistent with
the approach adopted by our peers

(ii) Deferred acquisition costs ('DAC') amortisation period

Management estimate the DAC amortisation period based on the average perntod over which services have
been provided in the past to the relevant grouping of customers and any significant changes 1n the busmess
whuch may impact this period in the foreseeable future

(iii) Long term incentive plans

The habihties ansing 1n respect of the Group’s long term incentive plans are accrued based upon the terms of
each plan The liabilities are determined on the basis of a range of cnitenia Management estimate the liability
at each peniod end using projections of growth, profitability and investment performance

(iv) Insurance claims reserving

The Group takes all reasonable steps to ensure that 1t has appropnate information regarding its claimns
exposures However, given the uncertainty in establishing claims provisions, 1t 1s hkely that the final
outcome wilt prove to be chfferent from the onginal habihity established

(v) Group reconsiructions

The Group uses merger accounting principles to account for group reconstructions which are not business
combinations within the scope of IFRS 3 Busmess Combinations Detauls of this accounting policy are
contained 1in note 1 (b)(11) to these accounts

OTHER OPERATING INCOME

2007 2006

Group Group

£000 £'000
Profit on umt and share dealing (net of rebates) 2,657 2,927
Registrar’'s fees 3,357 424
Gains on finanaial instruments carried at FVTPL 522 2,892
Other 118 3
Total other operating income 6,654 6,246
STAFF COSTS AND OTHER EMPLOYEE RELATED COSTS

2007 2006

Group Group

£000 £'000
The aggregate remuneration payable in respect of employees was:
Wages and salarnes 89,641 88,145
Social secunty costs 9,970 9,410
Pension costs 5,017 5,203
Share based payments 399 166
Termination payments 3,239 255
Other 3,280 2,991
Total staff costs and other employee related costs 111,546 106,170

The average number of staff employed by the Group dunng the year was 749 (2006 739) The average
number of staff of the Company during the year was 674 (2006 641)
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Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

s.

OPERATING PROFIT

The following have been included 1n arnving at operating profat

Auditors' remuneration for statutory audit services
Amortisation of deferred acquisiion costs (note 10)
Depreciation of property and equipment (note 9)
Operating lease rentals

Staff costs (note 4)

FINANCE COSTS

Subordinated debt interest expense
Other
Total finance costs

TAX EXPENSE

{a) Analysis of the tax charge for the year

Current tax

Umnited Kingdom corpeoration tax

Adjustment to tax expense 1n respect of pnor years
Overseas tax

Total current tax

Deferred tax
Deferred tax charge/(income) ansing m the current year (note 12(b))
Total deferred tax

Total tax expense
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2007 2006
Group Group
£'000 £'000
270 223
1,837 2,300
183 105
1,367 532
111,546 106,170
2007 2006
Group Group
£'000 £'000
907 740
969 725
1,876 1,465
2007 2006
Group Group
£'000 £'000
22,996 22,371
(71} (10
4,718 134
27,643 22,495
1,439 (1,323)
1,439 (1,323)
29,082 21,172




Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS
7. TAX EXPENSE (continued)

(b) Reconciliation of tax expense

2007 2006
Group Group
£'000 £'000
Profit before tax 96,391 65,025
Tax at UK corporation tax rate of 30% (2006 30%) 28,917 19,508
Effects of
Permanent differences 1,802 1,751
Dafferent tax rates applicable to foreign subsichanes {1,803) {521)
Prior year adjustments (71} (10)
Taxation on unremitted earnings 1,469 424
Effects of joint venture disposal (1,432)
Other 200 20
Total tax expense 29,082 21,172
8. DIVIDENDS PAID AND RECEIVED
2007 2006 2007 2006
Group Group Company Company
£'000 £000 £000 £'000
Dividends paid to parent
undertaking 82,000 82,000
Dividends received from subsidhary
undertakings 10,105 9,658
9. PROPERTY AND EQUIPMENT
Computers Furniture & Leasehold Total
GROUP Equipment Improvements
£'000 £000 £'000 £'000
Cost:
At 1 January 2006 433 701 556 1,690
Exchange differences {18) (15) (31) (64)
Additions 36 107 100 243
At 31 December 2006 451 793 625 1,869
Exchange differences 16 11 69 96
Additions 66 46 279 391
At 31 December 2007 533 850 973 2,356
Accumulated depreciation:
At 1 January 2006 385 639 525 1,549
Exchange differences (15) (11) (28) (54)
Depreciation for the year 40 34 31 105
At 31 December 2006 410 662 528 1,600
Exchange differences 18 25 29 72
Depreciation for the year 45 64 74 183
At 31 December 2007 473 751 631 1,855
Net book value;
At 31 December 2007 60 99 342 501
At 31 December 2006 41 131 97 269

The Company had no property and equipment at the year end (2006: £NIL)
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NOTES TO THE FINANCIAL STATEMENTS

10.

11.

DEFERRED ACQUISITION COSTS

2007 2006

Group Group

£000 £'000
At 1 January 4,054 4,755
Costs deferred 253 1,599
Amortisation (1,837) (2,300)
At 31 December 2,470 4,054
Comprising:
Costs deferred 13,938 13,685
Accumulated amortisation (11,468) {9,631)
Closing net book amount 2,470 4054
Presented as:
Non current 1,139 1,812
Current ’ 1,331 2,242
Total deferred acquisition costs 2,470 4,054
INVESTMENTS IN SUBSIDIARIES

2007 2006
Company Company

£000 £'000
At 1 January 27,002 27,002
Additional investment 7,527 2,000
Disposals {1,501) (1,000)
Impairment losses recogmsed (300) (1,000)
At 31 December 32,728 27,002

Durning 2007 the Group reorgamised its private equity business and set up a humted habihty partnership
(LLP} This new entity, SL Capital Partners LLP, 1s owned 60% by the Group and 40% by Mnority Interests
compnsing senior members of the private equity management team As part of this transaction, the General
Partner companies were transferred to a new parent company, SLCP Holdings Limited, and these were later
sold to the LLP at their cost of £1,000 The Company also redeemed 1ts holding of preference shares n
Standard Life Investments (Private Equity) Lumited at their cost of £1,500,000 at this time

Impairment losses recogmsed duning 2007 related to an additional mvestment made m Standard Life
Investments (Asia} Limited Impairment losses recognised during 2006 related to an additional investment
made n Standard Life Investments (USA) Limited It 1s not expected that the value of the mvestments will be
supportable by the future operating results of these subsidianes and as such, the carrying value of the
investments has been unpaired to their fair value less costs to sell, which 15 deemed to be £1,700,000 (2006
£NIL) Impairment losses are recognmised within administrative expenses

Dunng 2006, the Company disposed of its subsidiary undertaking Touchstone Insurance Company Limited

to 1ts parent company, Standard Life Investments (Holdings) Lumited for a consideration of £1,061,000
The following are particulars of the Company’s significant subsidhary undertakings
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NOTES TO THE FINANCIAL STATEMENTS

11. INVESTMENTS IN SUBSIDIARIES (continued)

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

Standard Life Scotland Ordinary & 100 Collective

Investments Redeemable imnvestment

(Mutual Funds) Preference products

Limited management

SLTM Limated Scotland Ordmary 100 Collective

mvestment
products
management

Standard Lafe Scotland Ordinary & 100 Investment

Investments Redeemable management

{Corporate Funds) Preference

Lumited

Standard Life Scotland Ordinary & 160 Investment

Investments Redeemable management

(Private Equity) Preference

Limited

SL Capital Partners Scotland Ordinary 60 Investment

LLP management

Standard Life Canada Ordinary 100 Investment

Investments Inc management

Standard Life Scotland Ordinary 100 Investment

Investments management

(As1a) Linmted

Standard Life Scotland Ordmary & 100 Investment
Investments Redeemable management
(USA) Limuted Preference

Standard Life Hong Kong Ordinary 100 Investment
Investments management
(Hong Kong)

Limited

Standard Life Jersey Ordmary 100 Property
Investments mvestment
(fersey) Limited management

All of the above compames are unhsted and all have a year end of 31 December, except Standard Life
Investments (Jersey) Limited which has a financial year end date of 31 March and SL Capital Partners LLP
which has a financial year end date of 30 June
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NOTES TO THE FINANCIAL STATEMENTS
12. TAX ASSETS AND LIABILITIES

(a) Tax assets and liabilities

2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £000 £000
Deferred tax assets (see (b} below) 3,903 5,097 3,269 4,380
Current tax recoverable 967 3,028 544
Total tax assets 4,870 8,125 3,269 4,924
Current tax habilities 8,654 7,674 7,991 7,386
Total tax liabilities 8,654 7,674 7,991 7,386

Deferred tax liabilities expected to be payable by the Group within 12 months amount to £545,000 (2006
recoverable £830,000) Deferred tax habihities expected to be payable by the Company within 12 months

amount to £333,000 (2006 recoverable £898,000)

(b) Recognised deferred tax

2007 2006 2007 2006
Group Group Company Company
£'000 £000 £'000 £000
Deferred tax assets comprise:
Employee benefnts 6,300 6,789 5,803 5,478
Depreciable assets 141 190
Other 316
Gross deferred tax assels 6,757 6,979 5,803 5,478
Less offset of deferred tax habihties (2,854) (1,882) (2,534) (1,098}
Net deferred tax assets 3,903 5,097 3,269 4,380
Deferred tax liabilities comprise:
Deferred acquisition costs 320 784
Unreahsed gamn on investment 236 674 736 674
securtties
Taxation on un remitted earnings 1,798 424 1,798 424
Gross deferred tax liabilities 2,854 1,882 2,534 1,098
f t d
Less offset against deferred tax (2,854) (1,882) (2,534) (1,098)
assets
Net deferred tax liabilities
Movements in net deferred tax
assets comprise:
At 1 January 5,097 3,811 4,380 2,213
Exchange differences 245 37)
Amounts credited to the income
statement (note 7(a)) (1,439) 1,323 (1,111) 2,167
At 31 December 3,903 5,097 3,269 4,380
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NOTES TO THE FINANCIAL STATEMENTS
13. INVESTMENT IN JOINT VENTURE

The Group’s investment in the joint venture 1s as follows

2007 2006 2007 2006

Group Group Company Company
£'900 £'000 £000 £000

At 1 January 20,977 18,830 16,761 16,761

Share of profit after tax 4,773 3,351

Foreign exchange differences 626 (534)

Dividends recerved (1,654) (670)

Partial disposal (4,955) (3,313)

At 31 December 19,767 20,977 13,448 16,761

The Company has a joint venture, HDFC Asset Management Company (HDFC AMC), an investment
management company incorporated mn India The Company holds a 40 0% (2006 49 99%) interest in the
equuity share capital and a 49 9% (2006 49 9%) mnterest 1n the non equity share capital of HDFC AMC The
Company shares control of this joint venture HDFC AMC has a financial year end date of 31 March For the
purposes of consolidation these accounts mncorporate the result from 1 October 2006 to 30 September 2007
The accounts incorporated include 6 months of audited accounts to 31 March 2007 and 6 months audited
management accounts from 1 Apnl 2007 to 30 September 2007

In October 2007 the Company sold 9 9% of the equity capital of HDFC AMC for a consideration of
£22,002,000, the particulars of which are as follows

2007 2007
Group Company
£'000 £'000
Consideration recerved 22,002 22,002
Cost of disposal (4,955) (3,313)
Foreign exchange gain realised (83)
Net gain realised 11t income statement 16,964 18,689
The following are particulars of the Group's share of the joint venture
2007 2006
£'000 £'000
Current assets 7,504 9,260
Long termn assets 22,046 17,717
Current liabilities (8,511) (4,560)
Long term liabilities (1,272) (1,440)
19,767 20,977
Income 14,244 9,666
Expenses (9,471) {6,315)
4,773 3,351

27




Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

14.

15.

INVESTMENT SECURITIES
2007 2006 2007 2006
Group Group Company Company
£'000 £000 £'000 £'000
Non current
Other 7,870 6,358 4,327 3,609
Current
Managet's box 1,254 2,435
Investment securities 9,124 9,293 4,327 3,609
Investment secunities comprise of the following histed and unhsted instruments
2007 2006 2007 2006
Group Group Company Company
£000 £'000 £000 £'000
Equity secunties listed 1,219 4,449 307 577
Equity secunties unlhsted 4,020 3,032 4,020 3,032
Debt securities listed 562 541
Debt securities unlisted 3,323 1,271
9,124 9,293 4,327 3,609
TRADE AND OTHER RECEIVABLES
2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £'000 £'000
Amounts due from funds/unit trusts 37,019 117,886
Amounts due from investors m collective 24,512 39,661
mvestment schemes
ts o dard L
Amounts due from Standard Life group 11,236 13,336 16,595 8,858
undertakings
Amounts due from Standard Life
Investments (Holdings) Linuted 1,061 1,061 1,061 1,061
Amounts due from subsidiary undertakings 17,955 11,387
Amounts due from joint venture 1,272 1,440 1,272 1,440
Trade receivables 4,494 8,674
Prepayments and accrued income 17,627 41,805 3,389 1,327
Other 5,208 4,507 2,730 859
Total trade and other receivables 102,429 228 370 43,002 24,932
Presented as:
Non current 1,272 1,440 1,272 1,440
Current 101,157 226,930 41,730 23,492
Total trade and other receivables 102,429 228,370 43,002 24,932
Trade and other receivables have the
following maturities
Within one year 101,157 226,930 41,730 23,492
Greater than one year 1,272 1,440 1,272 1,440
Total 102,429 228,370 43,002 24,932

All of the financial assets above, with the exception of the amounts due from the jomnt venture, are non interest
beaning Note 23 to these financal statements provides an analysis of the credit and foreign currency nsks from

the financial assets noted above
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15.

16.

17.

18.

TRADE AND OTHER RECEIVABLES (continued)

The amounts due from the joint venture represent an mvestment in the preference share capital of HDFC AMC
(note 13) The preference shares are denommated in Indian Rupees and carry an entitiement to a cumulative
annual dividend of 10% of the nominal value of the shares The amounts are not expected to be settled within
12 months

CASH AND CASH EQUIVALENTS

2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £000 £'000
Cash at bank and in hand 32,269 26,366 2,539 1,393
Demand and term deposits
with onginal maturnty of less 136,292 149,245 99,362 128,819
than 3 months
Debt investments with ongimal
maturity of less than 3 months 6,190 3,451
Other short term investments 15,653 15,165 15,653 15,165
Total cash and cash 190,404 194,227 117,554 145,377

Cash at bank and in hand and deposits are subject to variable interest rates

£20,773,000 of the demand and term deposits were placed with a fellow Standard Life plc group subsidiary
company, Standard Life Bank Lmmuted, and the other short term mmvestment was held i Standard Life
Investments (Global Liquidity Funds) plc Sterling Liquidity Fund

All of the cash and cash equivalent balances at the balance sheet date were rated (Standard & Poor’s} A or above
(2006 A or above)

SHARE CAPITAL

Authorised
2007 2006
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
2007 2006
No. £'000 No. £'000
Ordimnary Shares of £1 each 32,440,000 32,440 32,440,000 32,440
SUBORDINATED LIABILITIES
2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £'000 £'000
Subordinated habilities 15,000 15,000 15,000 15,000

The Company has a subordinated loan from a fellow subsichary of the Standard Life plc group, Standard Life
Assurance Limmted, under an agreement that comphes with the Fmancial Services Authornty (FSA) regulations
The subordinated loan was transferred from The Standard Life Assurance Company to Standard Life Assurance
Limted on 10 July 2006 as part of the demutualization of The Standard Life Assurance Company The lean 15
repayable on 1 November 2013 The repayment of the subordinated loan 1s subject to the prnior wrtten
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 during the year was 5 94% (2006 4 92%)
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19.

20.

21.

PENSION AND OTHER POST RETIREMENT BENEFIT PROVISIONS

Unfunded pension
2007 2006 2007 2006
Group Group Company Company
£'000 £000 £'000 £'000
At 1 January 972 972
Movement 1n unfunded 199 199
Settlement {1,171 (1,171)

At 31 December

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

DEFERRED INCOME

2007 2006
Group Group
£'000 £'0600
At 1 January 5,083 5,467
Additions dunng the year 1,449 2,275
Released to the Income {2,213) (2,659)
At 31 December 4,319 5,083
Presented as:
Non 2,797 2,126
current
Current 1,522 2,957
Total deferred income 4,319 5,083
TRADE AND OTHER PAYABLES
2007 2006 2007 2006
Group Group Company Company
£'000 £'000 £'000 £'000
Amounts due to funds/unit trusts 16,703 40,438
Amounts due to investors in collective 25,414 121,669
investment schemes
Amounts due to Standard Life group 27.912 44,460 13,677 2,838
undertakings
Amounts due to subsidiary undertakings 620 247
Accruals 79,321 72,812 69,572 63,529
VAT payable 6,743
Other 7,325 7,081 8,327 514
Total trade and other 163,418 286,460 92,196 67,128
Presented as:
Non current 9,948 13,602 9,353 11,505
Current 153,470 272,858 82,843 55,623
Total trade and other 163,418 286,460 92,196 67,128

All trade and other payables, with the exception of insurance contract habilities and certain accruals are expected
to be settled within 12 months All of the financial habilities histed above are non interest beanng
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22.

23.

(a)

(b)

MOVEMENT IN OPERATING ASSETS AND LIABILITIES

2007 2006 2007 2006
Group Group Company Company
£000 £000 £'000 £'000
Movement in operating assets:
Deferred acquisition costs 1,584 701
Trade and other recervables 125,941 (163,400) (18,070) (1,325)
127,525 (162,699) (18,070) (1,325)
Movement in operating liabilities:
Deferred income (764) (384)
Pension and other post retirement benefit (972) 972)
provisions
Trade and other payables (123,042) 192,753 25,068 18,399
(123,806) 191,397 25,068 17,427
Movement in operating assets and 3,719 28,698 6,998 16,102

liabilities

FINANCIAL RISK MANAGEMENT

Standard Life plc group approach to risk management

Standard Life plc, the ulimate parent of the Group, has established an Enterpnise Risk Management Framework
(ERM) to provide the basis for ensuning that rnisks inherent in the design and execution of Group strategy are
managed m line with its expectations

Standard Life Investinents Limited and subsidiaries approach to risk and capital management

The Group operates within the governance structure of the Standard Life plc group It also has its own
established governance framework, with clear terms of reference for the Company Board and Operational Risk
Commuttee and a clear organmisation structure, with documented, delegated authorities and responsibihities The
Group has an Audit Comnuttee, which mcludes stakeholder representatives

The Group takes and manages nsks to achieve its corporate, financial and regulatory objectives The types of
nisk inherent m the pursuit of these objectives and the extent of exposure to these nisks form the Group's nsk
profile The Board has approved a Risk Policy which outhnes the framework for identifying, assessing,
momnitonng and controlling risk

Capital 1s managed withun the regulatory framework in which the Group operates This makes use of an Internal
Capital Adequacy Assessment Process (ICAAP), approved by the Board, to identfy the nsks to which the
business 15 exposed and to quantify their impact on economic capital, including changes thereto by way of
stress and scenario tests The ICAAP estimates how much capital 1s needed to mitigate the nisk of insolvency to a
selected remote level of risk The Group 1s required at all times to maintamn at least this level of capital The
Group's calculaticn thereof 1s subject to review by the Financial Services Authority (FSA) who also monitor
comphance by way of quarterly and annual submissions made by the Group and penodic visits

The ICAAP 15 subject to high level quarterly review within the Group, with detailed annual review and approval
by the Board If there are any nisks rdentified outwith these timescales, through mternal or external events, or
significant business developments, that could have a material umpact on the Group's financial posttion, Risk and
Compliance wil co ordinate an immediate review of the ICAAP and arrange for its resubmussion to the Board
where necessary
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23. FINANCIAL RISK MANAGEMENT (continued)

©

The management of financial and non financial risks

(i} Credit risk

The Group 1s exposed to credit nisk through capital investments, cash and margin deposits, trade recervables and
ntercompany balances Credit exposures are managed according to limts agreed by the Board, which are
regularly reviewed These lmuts specify the mimmum acceptable counterparty credit rating (A 1 Standard &
Poors, P 1 Moody's for short term exposures and lmgher credit ratings for longer term exposures) and the
maximum acceptable exposure to a single counterparty

Management fee income provides the butk of the Group's revenues and 1s the largest component of Trade and
other receivables Funds are managed 1n accordance with legal agreements m place with both Standard Life plc
group compames and third parties, that speafy contractual payment terms The majonty of receipts by value
are recerved either monthly or quarterly

Cash deposits, compnsing the majonty of cash and cash equivalents, are placed for terms of less than 3 months,
with counterparties selected according to the cnternia noted above The Group 1s also exposed to credit nisk
through its investment 1n the Standard Life Investments (Global Liquidity Fund) plc sub fund, within whaich 1t
places funds as part of its investment strategy for surplus hiquad funds

The table below provides an analysis of total assets bearing credit nsk

2007 2006 2007 2006
Group Group Company Company

£'000 £'000 £'000 £'000
Trade and other recervables 101,871 227,669 42,543 24,326
Cash and cash equivalents 190,405 194,227 117,554 145,377
292,276 421,896 160,097 169,703

At the balance sheet date, none of the financial assets above were impaired but Trade and other recervable assets
classified as past due amounted to £16 Om (2006 £39 5m), of which £1 63m (2006 £85,000} 1s overdue for
greater than 3 months and £397,000 (2006 £ml) over 12 months Of the total Group balance overdue of
£16 0m, £14 7m 15 m respect of certain transactions 1n collective investment funds These are either amounts
due from customers or are due from the funds in respect of cancellations If amounts due from customers are
not settled, the Group could recover the amounts due through selling the accompanying umnits/shares of those
customers

(ii) Market risk

Market nsk 1s the nisk of adverse impact on the Group of changes in the fair values of financial instruments from
fluctuations 1n foreign currency exchange rates, interest rates, property prices and equity prnices

The Group uses sensitivity test based analysis including market and property value changes, foreign exchange
and interest rate movements, detailled i 1ts ICAAP, to understand their impact on expected earmings for
decision making and planmng purposes

The impact of a fall in asset values at a point m time would pnimarily impact revenue, which 1s accried based on
those values, and 1s not hedged A 10% change in market levels would result 1n a change 1n management fee
mcome of £24 2m (2006 £23 3m)

The Group transacts most of its business in Sterling but has exposure to foreign exchange movements through
its overseas subsidiarnes, foreign currency denominated cash balances, and fee mcome denved from Canadian
Dollar, US Dollar or Euro denominated assets, all unhedged The Group's currency exposure at the balance sheet
date was as follows

32



Standard Life Investments Limited

NOTES TO THE FINANCIAL STATEMENTS

23. FINANCIAL RISK MANAGEMENT (continued)
() The management of financial and non financial risks (continued)

(ii) Market risk (continued)

2007
Group
Canadian Other
Sterling Furo Dollar currencies
£'000 £'000 £000 £'000
Investment secunties 4,159 1,186 3,345 434
Trade and other receivables 93,224 8,647
Cash and cash equivalents 172,153 6,330 6,118 5,803
269,535 16,163 9,463 6,237
2006
Group
Canadian Other
Sterling Euro Dollar currencies
£'000 £'000 £'000 £'000
Investment securities 5,445 304 3,243 301
Trade and other recervables 225,659 270 1,740
Cash and cash equivalents 185,387 770 3,450 4,620
416,491 1,344 8,433 4,921
2007
Company
Canadian Other
Sterling Euro Deollar currencies
£000 £'000 £'0600 £'000
Investment securities 3,162 979 186
Trade and other receivables 42,543
Cash and cash equivalents 113,530 23 3,913 88
159,235 1,002 3,913 274
2006
Company
Canadian Other
Sterling Euro Dollar currencies
£000 £'000 £'000 £'000
Investment securities 3,152 304 153
Trade and other receivables 24,326
Cash and cash equivalents 145,318 2 57
172,796 304 2 210
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23. FINANCIAL RISK MANAGEMENT {continued)

{(c) The management of financial and non financial risks (continued)

(ii) Market risk (continued)

A 10% movement 1n the exchange rate between Sterling and the two matenal foreign currency exposures would

have the following impact

Impact on profit before tax

[mpact on equuty

Impact on profit before tax

Impact on equity

Impact on profit before tax

Impact on equity

Impact on profit before tax

Impact on equity

2007
Group
10% increase in currency 10% decrease in currency
against Sterling against Sterling
Canadian Canadian
Euro Doliar Euro Dollar
£000 £000 £'000 £000
1,616 946 (1,616) (346)
458 662 (458) (662)
2006
Group
10% increase in currency 10% decrease in carrency
against Sterling against Sterling
Canadian Canadian
Euaro Dollar Euro Dollar
£'000 £'000 £'000 £'000
134 843 (134) (843)
94 590 (94) (590)
2007
Company
10% increase in currency 10% decrease in currency
against Sterling against Sterling
Canadian Canadian
Euro Dollar Euro Dollar
£'000 £'000 £'000 £'000
100 391 (100) (391)
70 274 (70) (274)
2006
Company
10% increase in currency 10% decrease in currency
against Sterling against Sterling
Canadian Canadian
Euaro Dollar Euro Dollar
£'000 £'000 £'000 £'000
30 (30)
21 (21)
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23. FINANCIAL RISK MANAGEMENT (continued)

(¢) The management of financial and non financial risks (continued)

(ii) Market risk (continued)

The Group 1s exposed to interest rate nisk through 1ts cash and cash equivalents and through 1ts Subordinated
Liabtlities as disclosed in the Balance Sheet A sensitivity impact of mterest rate change on the profits of the

Group are shown below

Impact on profit before tax
Cash and cash equivalents
Subordinated habilities

Impact on profit before tax
Cash and cash equivalents
Subordinated habilities

Impact on profit before tax.

Cash and cash equivalents
Subordinated hiabilities

Impact on profit before tax
Cash and cash equivalents
Subordinated labilities

2007
Group
10% increase in interest 10% decrease in interest
rates rates
£'000 £'000
1,095 (1,095)
+ (89) 89
1,006 (1,006)
2006
Group
10% increase in interest 10% decrease in interest
rates rates
£'000 £'000
1,117 (1,117)
89 89
1,028 (1,028)
2007
Company
10% increase in interest 10% decrease in interest
rates rates
£'000 £000
404 (404)
(8%) 89
315 (315)
2006
Company
10% increase in interest 10% decrease in interest
rates rates
£000 £'000
836 {836)
(89) 89
747 (747)
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23. FINANCIAL RISK MANAGEMENT (continued)

() The management of financial and non financial risks (continned)

(iii) Liquidity risk

Liquedity nisk 1s the nsk of the Group being unable to maintain sufficient cash and marketable secunties to
enable 1t to meet cashflow obligations as they fall due

The Group's cashflows are such that short term habihties are generally matched by simularly short term assets,
and longer term habilities are covered by short term assets, normally held in cash or highly hquid secunties
The Group manages its hquidity nisk by regular monttonng of 1ts cash position, credit control mcluding credit
nsk assessment noted above, forward planning including cash flow analysis and regular reporting thereon to the
Board and the Operational Risk Commuittee

Surplus cash 1s generally mvested in cash deposits with nstitutions meeting the Group's credit nisk approval
cnternia, repayable on demand These are disclosed 1n the Balance Sheet under Cash and cash equivalents

The following table represents the Group'’s ability to meet 1ts cash commitments as they fall due

2007
Expected Cashflows
Group Company
Less than Greater Less than 1 Greater
1 year than 1 year year than 1
vear
£'000 £'000 £'000 £'000
Subordinated habilities 15,000 15,000
Current tax habilities 8,654 7,991
Trade and other payables 153,470 9,948 82,843 9,353
Expected cashflows 162,124 24,948 90,834 24,353
£'000 £'000
Total expected cashflows 187,072 115,187
Liquid assets 291,003 158,825
Surplus 103,931 43,638
2006
Expected Cashflows
Group Company
Less than Greater Less than 1 Greater
1 year than 1 year year than 1
year
£'000 £'000 £'000 £'000
Subordinated habilities 15,000 15,000
Current tax liabilities 7,674 7,386
Trade and other payables 272,858 13,602 55,623 11,505
Expected cashflows 280,532 28,602 63,009 26,505
£'000 £000
Total expected cashflows 309,134 89,514
Liquud assets 420,456 168,263
Surplus 111,322 78,749

All of the above amounts are recorded at their carrying value which 1s considered to be their fair value
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23.

()

(iv)

24.

FINANCIAL RISK MANAGEMENT (continued)
The management of financial and non financial risks (continued)
Operational risk

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

The types of operational nisk the Group 1s exposed to are 1dentified using the following operational risk categories
fraud or 1rregulanties, regulatory or legal, customer treatment, business interruption, suppler farllure, planning,
process execution, and people Activities undertaken to ensure the practical operation of controls over financial
nsks (1 e market, credit, hiquudity and insurance risk) are treated as an operationatl risk

The Group assesses its exposure to operational risk to enable efficient allocation of resources to manage such risks
The Group assesses 1ts historical operational nisk exposure using objective quantitative data The Group also
assesses the impact and likelihood of operational risks matenialising 1n the future through a combination of
qualitative data ansing from management'’s judgement and historical data

The Group's control environment 1s subject to quarterly self assessment by management Managers are
responsible for correcting any control weaknesses 1dentified through this process, taking mto account the cost of
mplementing preventive or corrective action plans and the Group's acceptable level of operational nsk as set out
i the Risk Policy

The mpact of a new product, a significant change, or any one off transaction on the operational risk profile of
the Group 1s assessed and managed

RELATED PARTY TRANSACTIONS
Parent and ultimate controlling party

Pnior 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 (Heldings) Limited whalst its ulhiunate
controlling party remained 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) Limated whuilst 1ts ultimate controling party
became Standard Life plc

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

Group transactions between and balances with related parties

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

The following are details of significant transactions with related parties during the year and year end balances
ansing from such transactions

2007
Revenues Expenses Amounts Amounts owed
owed by to related
related parties
varties
£'000 £'000 £'000 £'000
Key management personnel 21,154
Parent 1,061
Pension schemes 5,017
Joint venture 1,272
Other (including fellow subsidiaries} 204,162 25,726 31,236 42,912
204,162 51,897 33,569 42,912
2006
Revenues Expenses Amounts Amounts owed
owed by to related
related parties
varties
£'000 £'000 £000 £'000
Key management personnel 13,695
Parent 14,003 90 1,061
Pension schemes 5,203
Joint venture 1,440
Other (including fellow subsidiaries) 162,882 25,357 13,336 59,460
176,975 44,345 15837 59,460

Interest paid to the parent amounted to £906,000 (2006 £120,000) Interest paid to other related parttes
amounted to £NIL (2006 £242,000)

Dividend income from the joint venture amecunted to £1,654,000 (2006 £670,000) Dhividends owed by the jont
venture amounted to £NIL (2006 £NIL)

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

settled 1n cash No guarantees have been given or received No expense for bad and doubtful debts has been
recogmsed in the year, or in the prior year, in respect of the amounts owed by related parties
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24. RELATED PARTY TRANSACTIONS (continued)

Compensation of key management personnel

Key management personnel of the Group include all Directors, both executive and non executive and certain
direct reports of the Chief Executive Officer A number of the key management personnel of the Group are also
key management personnel of a number of entities wathin 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 perscnnel compensation apportioned to the Group was as follows

2007 2006

£'000 £000
Short term employee benefits 12,163 9,267
Post employment benefits 35 154
Other long term benefits 4,904 3,658
Share based payments 399 166
Termunation benefits 3,653 450
Other

21,154 13,695

Of the amounts disclosed above, the following 1s 1n respect of the Directors of the Company

2007 2006

£'000 £'000
Aggregate emoluments 6,540 5,735
Amounts {excluding options 1n group shares) recetvable under long term 3979 2828

mcentive schemes

Nine Directors of the Company are parttcipants in long term incentive schernes The benefits ansing under the
incentive schemes are recorded 1n the period 1n which entitlement 15 determned

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

The highest paid Director of the Company received aggregate remuneration dursing the year of £2,208,000 (2006
£1,944,000) At 31 December 2007, the highest paid Director also held accrued pension benefits of £41,000 (2006
£38,000) under the defined benefit pension scheme operated by the Standard Life plc group
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24. 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 during the year and year end balances

ansing from such transactions

Key management personnel

Parent

Pension schemes

Joint venture

Other (including fellow subsidiaries)

Key management personnel

Parent

Pension schemes

Joint venture

Other (including fellow subsidiaries)

2007
Revenues Expenses Amounts Amounts owed
owed by to related
related parties
parties
£'000 £'000 £'000 £'000
10,519
1,061
4,027
1,272
110,524 24,977 34,550 28,677
110,524 39,523 36,883 28,677
2006
Revenues Expenses Amounts Amounts owed
owed by to related
related parties
narties
£'000 £'000 £000 £000
8,563
30,254 90 1,061
4,155
1,440
143,473 32,561 20,245 18,085
173,727 46,696 22,746 18,085

Interest paid to the parent amounted to £906,000 (2006 £120,000) Interest paid to other related parties

amounted to ENIL (2006 £239,000)

Dividend income from subsidianes amounted to £10,512,000 (2006 £9,658,000) Dividends owed by subsidiaries

amounted to £NIL (2006 £NIL)

Dividend income from the joint venture amounted to £1,654,000 (2006 £670,000) Dividends owed by the joint

venture amounted to £NIL (2006 £NIL)

Transactions with related parties were made at market rates The amounts outstanding are unsecured and will be
settled 1n cash No guarantees have been given or received No expense for bad and doubtful debts has been
recogrused 1n the year, or in the prior year, mn respect of the amounts owed by related parties
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25. PENSION OBLIGATIONS

The majonty 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 plc group for its
employees 1n the United Kingdom There 1s no contractual agreement or policy for charging the net defined
benefit cost of the defined benefit scheme across the participating UK compames The sponsoring employer for
the UK defined benefit scheme 1s a fellow subsichary of Standard Life plc and therefore the net defined benefit cost
of the scheme 15 recognised by Standard Life Assurance Limited As a result the Group and the Company account
for thewr contributions to the defined benefit scheme as an expenses in the period they are payable A sumular
arrangement 1s i place for the employees of the Group's Canadian subsichary, 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 1n Hong Kong, the People's Republic of China and
the Republic of Korea as well as a deftned contrnibution pension scheme for 1ts employees i the Unuted States of
America Contnibutions to defined contribution plans (including state plans) are expenses when employees have
rendered services in exchange for such contaibutions, generally in the year of contribution

The contributions to the defined benefit and the defined contnibution schemes recognised as an expense for the
year ended 31 December 2007 were £5,017,000 (2006 £5,203,000)

The Group 15 required, under [AS 19 Employee Benefits, to provide the following disclosures relating to the
Standard Lafe plc group’s UK and Canadian defined benefit schemes

Changes to the UK defined benefit scheme

With effect from 16 November 2004, the UK scheme was closed to new entrants The benefits provided by the UK
scheme have since undergone substantial further review In November 2007, as part of a broader suite of changes
and subsequent to appropriate consultatton, members were given a choice of two options to take effect from
January 2008

1 Maintaining a hnk to final salary for benefit accrued to December 2007, with future service benefits accruing on
a ‘defined contnibution’ basis, or

1 Linking benefits accrued to December 2007 to movements 1n the Retatl Price Inndex, with future service to be
credited on defined benefit basis, as earned and revalued thereafter in line with the same index

Approximately 95% of members selected option {u} The financial information presented 1n this note reflects the
outcome of this activity Further information 1s outlined where appropriate, below

Contributions to UK and Canadian defined benefit schemes.

The following table shows the actual contnbutions made to the schemes 1n 2006 and 2007

2007 2006
£m £m
United Kingdom Normal Funding 40 46
United Kingdom Deficit Reduction 20 60
Canada 3
Expected contributions to the schemes 1n 2008 are as follows
2008
£m
Umted Kingdom Normal Funding 36
Umted Kingdom Deficit Reduction 20
Canada 3

Note that the total contributions to the UK scheme mnclude deficit reduction contributions paid 1in accordance
with the existing agreement with the scheme trustees
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25. PENSION OBLIGATIONS (continued)

Canada - post retirement medical benefits

In Canada, certain of the scheme plans provide employees with post returement medical benefits A 1% point
change 1n assummed medzcal cost trend rates would have the following effects:

One percentage point One percentage point
increase decrease
2007 2006 2007 2006
Effect on the aggregate of the service cost 1 1 (1)
and mterest cost
Effect on defined benefit obhigation 5 3 (4) (2)

{a) Analysis of amounts recognised in the Standard Life plc group balance sheet for the UK and
Canadian defined benefit schemes

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

2007
United
Kingdom Canada Total
£m £m £m
Present value of funded obligation (1,375) (119) (1,494)
Present value of unfunded obligations (44) (44
Fair value of plan assets 1,212 133 (1,345)
Net liability on the balance sheet (163) (30) (133}
2006
United
Kingdom Canada Total
£m £m £m
Present value of funded obligation (1,287) (115) (1,402)
Present value of unfunded obhgations (41) (41)
Fair value of plan assets 1,124 110 (1,23%)
Net liability on the balance sheet (163) (46) ~(209)
(b) Defined benefit obligation
The movement 1n the present value of defined benefit obligation 1s as follows,
2007 2006
£m £m
At 1 January 1,443 1,386
Foreign exchange differences 22 (20)
Current service cost 47 51
Interest cost 74 68
Actuaral gains (15) (14)
Past service cost 5 1
Benefits paid (38) (29)
At 31 December 1,538 1,443
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25. PENSION OBLIGATIONS (continued)

(b) Defined benefit obligation (continued)

The defined benefit obligation 15 funded as follows

2007 2006
£m £m
Wholly unfunded 44 41
Wholly funded 1,494 1,402
At 31 December 1,538 1,443
(c) Plan Assets
The changes 1n the fair value of plan assets are as follows
2007 2006
£m £m
At 1 January 1,234 1,017
Recogmition of plan assets 110
Expected return on plan assets 89 69
Actuanal gams/(losses) (22) (32)
Contributions by employer 62 106
Exchange difference on foreign plans 18 (13)
Benefits paid (36) (23}
At 31 December 1,345 1,234
The disttibution of the fair value of the plan assets at year end 1s as follows
2007
United
Kingdom Canada Total
£m £m £m
Equities 779 72 896
Bonds government 209 37 243
Bonds corporate 10 10 22
Property 47 12 12
Other 167 2 172
Total 1,212 133 1,345
2006
United
Kingdom Canada Total
£m £m £m
Equities 783 72 855
Bonds government 191 18 209
Bonds corporate 4 11 15
Property 47 4 51
Other 59 5 104
Total 1,124 110 T.233

Denvative mstruments are used by the UK scheme to modity the profile ot the assets ot the scheme to better
match the scheme's habilities and to execute specific strategies as defined within the scheme's Investment

Guidelines
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25. PENSION OBLIGATIONS (continued)

(d) Principal assumptions

The pninapal economic assumptions used in determmng pension benefit obligation for the UK and Canadian
defined benefit schemes are as follows

2007
United
Kingdom Canada
% %

Rate of increase in salaries* 445 545 350
Rate of mncrease in pensions

345 133
Discount rate 575 550
Inflation assuinption 3.45 200
Rate of return on plan assets

639 7 00

2006
United
Kingdom Canada
% %

Rate of increase 1n salarnes* 305 3.90
Rate of increase in pensions

305 225
Discount rate 510 5.25
Inflation assumption 305 225
Rate of return on plan assets

716 7 50

*The rate of increase in salanes for the UK staff penston scheme 1s relevant only for service accrued to December
2007 attnbuted to members who chose option ‘v

The valuation of scheme liabilities 1s sensitive primarily to both the assumed discount and nflation rates and in
particular to the difference between these two rates A reduction of ten basts points in the discount rate used to
value the UK scheme would increase the defined benefit obligation by £38m

The most significant non economc assumption 1s that made 1n respect of mortahity post retirement The
mortality tables (along with sample compiete expectations of life) are 1llustrated below

United Kingdom Canada

UP1994 proj to 2015
using mortality
Table PCM{(M/F)00 projection scale AA
"Double entry" table, CMI
cohort projections with

Improvements underpin 0
Normal retirement age 60 65
Expectation of Life

Male, age today NRA 25 60 1900
Male, age today 40 29 80 19 00
Female, age today NRA 000 21 60
Female, age today 40 000 21 60
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NOTES TO THE FINANCIAL STATEMENTS
26. EMPLOYEE SHARE BASED PAYMENTS

The Group does not operate any share based payments Dunng the year ended 31 December 2007 the Group's
ultimate parent company, Standard Life plc operated a number of schemes, all of which are equuty settled Prior to
admittance to the London Stock Exchange, Standard Life plc did not operate any employee share based payment
schemes Details of the arrangements now n place are as follows

(i) Long Term Incentive Plan (LTIP) '

Under the terms of the LTIP, share options are awarded to executives and semor management based on
performance results of the Standard Life Group over a three year peniod The performance target 1s based on the
Standard Life Group's return on capital which 1s a combination of return on underlying profit for the non life
busiesses of the Standard Life Group and the return on Furopean Embedded Value for the hfe busimesses 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 ultumately vest 15 determined at the end of the three year performance pernod
The terms and conditions of the LTIP histed below assume the maximum number of options available to vest

Prior to the listing of Standard Life plc's shares on the London Stock Exchange, the LTIP was a cash based award
dependent on certain performance conditions being achieved over a three year penod On the listng of the
Standard Life plc’s shares on the London Stock Exchange, the 2005 and 2006 plans were converted to awards over
the shares of Standard Life plc and in future years the LTIP will be a share based payment scheme Under the
terms of the converston, the number of options awarded, which will have a nil exercise price was based on the
average share pnice 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 An additional grant under the 2006 plan was made on 1 November 2006

The three year performance pertod for the 2007 plan commenced on 1 January 2007 The grant date for the plan
was 1 May 2007 with additional grants being made duning the year to individuals who jomned the plan after 1
May 2007

(ii) Performance shares

All ehigible employees may be awarded free performance shares if certain Standard Life Group profit targets are
met On 2 May 2007, each eligible employee was awarded 100 shares 1n respect of their services for the period 10
July to 31 December 2006 The costs of 1ssue of these shares were recharged to the Group dunng the year

(iii) Share Incentive Plans

The Standard Life Group operates share incentive plans, allowing employees the opportumty to buy shares from
their salary each month The maximum purchase that an employee can make 1 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 all of the matching shares if they leave the Group prior to completing three years of service from date of
grant

(iv) Shares awarded on flotation of Standard Life plc

On the bsting of the Standard Life plc’s shares the London Stock Exchange, each quabifying employee was
awarded 185 shares There were no vesting conditions attaching to these shares and therefore all these shares
vested on 10 July 2006

{v) Bonus shares

As part of the histing of Standard Life plc shares, holders of employee shares who retamed their shares for a
continuous period of one year from 10 July 2006 to 9 July 2007 were entitled to one bonus share for every twenty

shares held The shares were 15sued to all elgible employees through the employee share plan and are deemed to
be a share based payment
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NOTES TO THE FINANCIAL STATEMENTS

26. EMPLOYEE SHARE BASED PAYMENTS (continued)

(a) Terms and conditions of the share-based payment schemes

The terms and conditions attaching to each of the on going arrangements are set out in the table below The

assumptions set out are based on the weighted average number of awards

LTIP 2007 LTIP 2006
share share
options Share Performa options
granted to  incentive nce shares  granted to
Arrangement executives plans 2007 2006 executives
Grant of share  Grant of Grant of
Nature of arrangement
options shares shares
Date of Grant 1 May 2007 Monthly 2 May 2007 4 Aug 2006
Number of mnstruments 126,729 33,955 60,400 161,306
granted
Exercise price ml n/a nfa il
Share price at date of grant 330 75p 296p 331p 258 75p
Contractual hife (vears) 35 n/a n/a 375
3 year
3 year service
SEIVICE
penod; 3 year service eriod
Vesting conditions speafied y P !
G period specified
TOuUp
Group
performance
performance
Settlement Shares Shares Shares Shares
Expected option life at grant 3 n/a n/a 216
date (years}
Risk free interest rate 5 82% nfa nfa 4 92%
Expected dividend (dividend 3 38% n/a nja 2 67%
yield)
None at
None at grant None at grant grant date
Expected departures (grant  date Leavers date Leavers /a Leavers
date) accounted for accounted for n accounted
on departure on departure for on
departure
Expected outcome of A:]g]rzxiiia;te
meeting performance criteria 50% nfa 75%
expected to
{at the grant date)
vest
Fair value per granted
mstrument determined at 299p 296p 331p 244p

the grant date
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Share incentive
plans 2006

Grant of shares
Monthly
8,002

n/a

291p

n/a

3 year service
penod

Shares
n/a
n/a

n/fa

None at grant date.
Leavers accounted
for on departure

At grant date all
awards expected to
vest

291p



Standard Life Investments Limmited

NOTES TO THE FINANCIAL STATEMENTS
26. EMPLOYEE SHARE BASED PAYMENTS (continued)
(b) Standard Life group LTIP share options
The Black Scholes option pricing model 15 used to value the options granted under the LTIP

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

No share options were exercised dunng the perniod The imnformation 1n the table that follows applies to options
outstanding at the end of each peniod

2007
Weighted average
Number remaining life (years)
. . Weighted average of options
Range of exercise prices exercise price ('000) Expected Contractual
nil nil 288 144 194
2006
Weighted average
Number remaining life (years)
. . Weighted average of options
Range of exercise prices exercise price ('000) Expected Contractual
nil ml 161 21e 2 66

A reconahation of movements in the number of share options granted to executives and senior management 1s
set out 1n the table below The number of options transferred 1 and out represent movements of employees
between entities part of the Standard Life Group

2007
Number of Weighted
options average exercise
('000) price
On conversion 161 ml
Effect of modifications and cancellations ml
Effect of change in expected performance outcome il
Granted 127 rul
Forferted ml
Exercised nil
Outstanding at 31 December 288 ml
Exercisable at 31 December ml
2006
Number of Weighted
options average exercise
('000) price
On conversion 161 ml
Effect of modifications and cancellations mil
Effect of change 1n expected performance outcome ml
Granted ml
Forfeited il
Exercised nl
Qutstanding at 31 December 161 ml
Exercisable at 31 December nil

Under the terms of the conversion these options have a ml exercise price
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NOTES TO THE FINANCIAL STATEMENTS

26.

27.

28.

EMPILOYEE SHARE BASED PAYMENTS (continued)
(c) Expense charged to the Income Statement
The Company and the Group have incurred a charge of £399,000 (2006 £166,000) 1n respect of share based

awards granted by Standard Life plc to employees of the Company The charge recognised in the Income
Statement 1s split as follows

2007 2006
Group and Group and
Company Company
£'000 £'000
Share options granted to executives and semnor management 156 165
Matching shares granted under share incentive plans 29 1
Performance shares 200
Bonus shares 14
399 166

COMMITMENTS
Operating lease commitments

The Group's and the Company's annual commutments under non cancellable operating leases for land and
buildings were as follows

2007 2006
Group Group
£'000 £000
Within one year 514
Expining dunng years 2 to 5 2,481 133
Expinng thereafter 406 406

Commitments to limited partnerships

The Group has entered mto partnership agreements which have commtted the Group to invest a maximum of
£11,447,000 (2006 £2,411,000) mto hmited partnershups During the year the Group invested £771,000 (2006
£390,000) with a remaining maximum commutment of £10,220,000 (2006 £2,021,000)

EVENTS AFTER THE BALANCE SHEET DATE

On 28 February 2008, the Board approved that the Company provide a Capital Support Agreement to an
mvestment fund (an associate of the Standard Life plc Group) whereby the Company commuts to contnbute the
difference between the amortised cost value of the associate's investment in Whastlejacket Floating Rate Notes and
the disposttion, sale value or amount recovered from the recervership of those notes The Company currently
estimates that there will be no matenal financial effect of this arrangement

48



Standard Life Investments Limited

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF STANDARD LIFE INVESTMENTS
LIMITED

We have audited the group and parent company financial statements (the “financial statements”) of Standard Life
Investments Limited for the year ended 31 December 2007 which comprise 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 i 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’ responsibilities for preparnng the Annual Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Umion are set out
n the Statement of Durectors’ Responsibilities

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

We report to you our opinion as to whether the financial statements give a true and fair view and have been
properly prepared 1n accordance with the Companies Act 1985 We also report to you whether in our opimon the
information given 1n the Directors’ Report 1s consistent with the financial statements

In addition we report to you if, 1n our opimion, 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 in the Annual Report and consider whether 1t 1s consistent with the audited
financial statements The other information compnses only the Directors” Report We consider the implications for
our report if we become aware of any apparent misstatements or material inconsistencies with the financal
statements Our responsibilities do not extend to any other informahion

Basis of andit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit mcludes examination, on a test basis, of evidence relevant to the amounts and
disclosures m the finanaal statements It also includes an assessment of the significant estimates and judgments
made by the Directors in the preparation of the financial statements, and of whether the accounting policies are
appropnate to the group’s and company’s caircumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtam all the wnformation and explanations which we considered
necessary m order to provide us with sufficient evidence to give reasonable assurance that the financial statements
are free from matenal misstatement, whether caused by fraud or other irregulanty or error In forming our opinion
we also evaluated the overall adequacy of the presentation of information 1n the financial statements
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF STANDARD LIFE INVESTMENTS
LIMITED

Opinion
In our opmnicn

m the group financial statements give a true and fair view, 1n accordance with IFRSs as adopted by the European
Umon, of the state of the group’s affairs as at 31 December 2007 and of 1ts profit and cash flows for the year
then ended,

m the parent company financial statements give a true and fair view, 1n accordance with IFRSs as adopted by the
Eurcpean Union as apphied n accordance with the provisions of the Compares Act 1985, of the state of the
patentt company’s affairs as at 31 December 2007 and cash flows for the year then ended,

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

®  the information given m the Directors' Report 1s consistent with the financial statements

P men.[;l\w o

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Audators
Edinburgh, 11 March 2008
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