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RBS INSURANCE SERVICES LIMITED

DIRECTORS' REPORT

The directors present their report and the audited financial statements for the year ended 31 December 2007

Activity

The pnncipal activihes of the Company are the provision of managenal, advisory and data processing services and the
provision of inspection, investigaton and legal services achvities

The Company I1s a subsidiary of The Royal Bank of Scotland Group plc which provides the Company with direction and
access to all central resources it needs and determines policies 1n all key areas such as finance, nsk, human resources or
anvironment The directors have reviewed these policies and consider them to be appropnate For this reason, the directors
believe that performance indicators specific to the Company are not necessary or appropnate for an understanding of the
development, performance or position of the business The annual reports of The Royal Bank of Scotland Group pic review
these matters on a group basis Copies can be obtained from Group Secretanat, RBS Gogarburn, Edinburgh, EH12 1HQ,
the Registrar of Companies or through the Group's web site at www rbs com

Reoview of the year

The directors are satisfied with the development of the Company's activities during the year The Company will be guided by
its immediate parent company n seeking further opportunites for growth Dividends pawd dunng 2007 were £nil (2006
£57 7m) The directors do not recommend the payment of a final dvidend (2006 £nil)

The Company’s financial performance 1s presented in the income Statement on page 6 At the end of the year, the financial
position showed total assets of £441 9m (2006 £511 5m) and equity of £73 0m (2006 £11 4m)

The Company s funded by facilites from members of The Royal Bank of Scotland Group ple It seeks to mirumise its
exposure to external financial nsks, further information 1s disclosed in note 3

DIRECTORS AND SECRETARIES

The present directors and secretary who have served throughout the year, except where noted below, are listed on page 1

From 1 January 2007 to date the following changes have taken place

Directors Appointed Resigned

A D Comish 22 January 2007

C R Crawford 22 January 2007

C Moat 22 January 2007 27 November 2007
M N Quinton 22 January 2007 20 September 2007
R C Ramsden 22 January 2007 12 February 2008
C P Sullivan 22 January 2007

R D Houghton 22 January 2007




RBS INSURANCE SERVICES LIMITED

DIRECTORS' REPORT (Continued)
DIRECTORS' RESPONSIBILITIES

The directors are required by the Companies Acts 1985 and 2006 to prepare a directors’ report and financial statements for
each financial year and have elected to prepare them in accordance with Intematonal Financial Reporting Standards, as
adopted by the European Union They are responsible for prepanng financial statements that present faidy the financial
position, financial performance, and cash flows of the Company In prepanng these financial statements, the directors are
required to

- select suitable accounting policies and then apply them consistently,

- make judgements and estmates that are reasonable and prudent,

- state whether applicable accounting standards have been followed, subject to any matenal departures disclosed and
explained in the financial statements, and

- prepare the financial statemants on the going concemn basis unless it is nappropnate to presume that the Company will
continue in business

The directors are responsible for keeping proper accounting records which disciose with reasonable accuracy at any tima the
financial position of the Company, and to enable them to ensure that the directors' report and financial statements comply
with the requirements of the Comparnies Acts 1985 and 2006 They are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other iregulanties

DISCLOSURE OF INFORMATION TO AUDITORS

Each of the directors of the Company holding office at the date of approval of this report confirms that

(1) so far as each of the dwrectors 1s aware, there 1s no relevant audit information of which the Company's auditors are
unaware, and

(2) each director has taken all the steps that they ought to have taken to make themselves aware of any relevant audit
information and to establish that the Company’s auditors are aware of that information

This confirmation is given and shall be interpreted in accordance with the provisions of $2342ZA of the Companies Act 1985

DIRECTORS' INDEMNITIES
In terms of Section 236 of the Companies Act 2006, Mr A D Cormish, Mr C R Crawford, Mr M A Hesketh, Mr R D Houghton,

Mr C Moat, Mr M N Quinton, Mr R C Ramsden and Mr C P Sullivan had been granted Qualifying Third Party Indemruty
Provisions by The Royal Bank of Scotland Group plc

CHARITABLE DONATIONS

The total amount given for chantable purposes by the Company dunng the year ended 31 December 2007 was £68,618
(2006 £40,879)




RBS INSURANCE SERVICES LIMITED

DIRECTORS' REPORT {(Continued)

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The Company follows the policy and practice on payment of creditors determined by The Royal Bank of Scotland Group plc
{'RBSG"), as outhned below

RBSG 1s committed to maintaining a sound commercial relationship with its supphiers Consequently, it 1s RBSG's policy to
negotiate and agree terms and conditions with 1ts suppliers, whrch includes the giving of an undertaking to pay supplers
within 30 days of recept of a comrectly prepared 1nvoice submitted in accordance with the terms of the contract or such other
payment penod as may be agreed

EMPLOYMENT OF DISABLED PERSONS

During the year, the Company gave full and fair consideration to applications for employment by disabled persons, having
regard to their particular aptitudes and abilities and to appropnate vacancies

The Company will continue to ensure that disabled employees are considered on the same basis as any other member of
staff with regard to traning, career, development and promotion

EMPLOYEE INVOLVEMENT
Within the bounds of commercial confidentiality, information 1s disseminated to all levels of staff about matters that affect the

progress of the Company and are of interest and concem to them as employees All permanent members of staff are eligible
to participate in The Royat Bank of Scotland Group plc profit share scheme

AUDITORS
Deloitte & Touche LLP have expressed their willingness to continue in office as auditors

Approved by the Board of Directors
and signed on behalf of the Board

MM

Dlrectr.'r'_“H "
esheT
Z,Q February 2008 1




RBS INSURANCE SERVICES LIMITED

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF RBS INSURANCE SERVICES LIMITED

We have audited the financial statements of RBS Insurance Services Linuted for the year ended 31 December 2007 which
compnse the income statement, the balance sheet, the statement of recogrised income and expense, the cash flow
statement, the accounting policies and the refated notes to the accounts 2 to 29 These financial statements have been
prepared under the accounting policies set out therein

This report 15 made solely to the Company's members, as a body, in accordance with section 235 of the Compantes Act 1985

Our audit work has been undertaken so that we might state to the Company’s members those matters we are required to state
to them in an auditors’ report and for no other purpose To the fullest extent permiited by law, we do not accept or assume
responsibility to anyone other than the Company and the Company's members as a body, for our audit work, for this report, or
for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibihifies for prepanng the Annual Report and the financial statements in accordance with applicable law
and International Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the statement of
Directors’ Responsibilities

Qur responsibility i1s to audit the financial statements in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland)

We report to you our opimon as to whether the financial statements give a true and far view and whether the financial
statemenis have been properly prepared in accordance with the Companies Act 1985 Wae also report to you whether, in our
opinion, the information given in the directors’ report 1s consistent with the financial statements In addition we report to you if,
in our opinton, the company has not kept proper accounting records, if we have not receved 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 the directors’ report for the above year and consider whether it 1s consistent with the audited financial statements We
consider the implications for our report if we become awara of any apparent misstatements or matenal inconsistencies with the
financial statements Our responsibilities do not extend to any information outside the directors’ report

Basis of audit opinfon

We conducted our audit in accordance with International Standards on Auditing (UK and lreland) issued by the Auditing
Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
financial statements It also ncludes an assessment of the significant estimates and judgements made by the directors in the
preparation of the financial statements, and of whether the accounting policies are appropnate to the circumstances of the
company, consistently appled and adequately disclosed

We planned and performed our audit so as {o obtain all the information and explanations which we considered necessary In
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or other irregulanty or error In forming our opmion, we aiso evaluated the overall
adequacy of the presentation of information n the financial statements

Opinlon )

In our opinion

. the financial statements give a true and fair view, in accordance with IFRSs as adopted by the Eurcpean Union of the
state of the company's affairs as at 31 December 2007 and of its profit for the year then ended,

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

L the information given in the directors’ report 1s consistent with the financial statements

Telulte ¢ Toweke LLD

Delaitte & Touche LLP

Chartered Accountants and Registered Auditors
London, United Kingdom

2_6 February 2008




RBS INSURANCE SERVICES LIMITED

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Revenue

Other operating iIncome
Operating expensas
Operating profit

investment iIncome
Finance costs

Profit before tax
Tax charge

Profit for the year

Notes

10

2007 2006
£ Million £ Million
10055 956 0

57 -
{966 6) (912 4)
7486 43.6
160 85
{19 8) (61)
708 460
(132) (16 0}
57.8 30.0

The profit for the year was entirely attnbutable to equity shareholders of the Company and 1s denved fram continuing

operations

The notes on pages 10 to 32 form par of these financial statements




RBS INSURANCE SERVICES LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2007

ASSETS

Non-current assets

Property, plant and equipment
Intangible assets

Investrment in assocrate
Deferred tax assets

Current assets

Prepayments and accrued income
Loans and receivables

Cash and cash equivalents

Total assets

EQUITY

Share capital
Retained eamings
Total equity

LIABILITIES

Non-current labilities
Borrowings

Retirement benefit obligation
Defarred tax liabilities

Current llabllities
Bormowings

Trade and other payables and deferred income

Current tax habilities
Bank overdrafts

Total liabllities

Total equity and liabilities

Notes

14
15
16
17

18
19

20
21

22
26
17

22

19

2007 2006
£ Million £ Miltion
489 345
843 739
90 78
40 -
146 2 116 2
28 30
2901 3923
28 .
2967 3953
4419 511.5
730 114
73.0 1.4
140 -
103 185
- 17
243 202
187 9 3190
145 4 144 1
113 158
; 10
3446 479 9
3689 500.1
2419 5115

The financial statements were approved by the Board of Directors and authornsed for 1ssue on26 February 2008

They wera signed on its behalf by

M

Drector 1 44 5 bre T i

The nates on pages 10 to 32 form part of these financial statements




RBS INSURANCE SERVICES LIMITED

STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE YEAR ENDED 31 DECEMBER 2007

Actuanal gain on defined benefit plan
Deferrad tax credit on actuanal gain on defined benefit plan

Net income recognised directly in aquity

Profit for the year

Total recognised income and expense for the year

Total recognised income and expense for the year was entirely atinbutable to equity shareholders of the Company

The notes on pages 10 to 32 form part of these financial statements

Notes

26

17

2007 2008
£ Million £ Million
56 07
(16) (0 2)
4.0 0.5
576 300
61.8 30.5




RBS INSURANCE SERVICES LIMITED

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Profit for the year

Adjustments for
Investment revenues
Finance costs
Tax expense
Depreciation of property, ptant and equipment
Amortisation of intangible assets
Impairment of intangible assets
Derecognition of intangible assets
Profit on sale of property, plant and equipment
Operating cash flows before movements in working capital

Net decrease in loans and receivables

Net decrease/(increase) in inter-company balances - trading
Net decrease/(increase) in inter-company balances - loans
Net decrease In other operating labilittes

Cash generated from/{used by) operations

Interest paid

Tax paid

Net cash generated from/{used by) operating activities

Cash flows from investing activities

interest received

Proceeds on disposal of property, plant and equipment
Purchases of plant and equipment

Capital contribution in associate

Purchases of intangible assats

Net cash used by investing activities

Cash flow from financing activities
Dividends paid

Proceeds from borrowings
Repayments of borrowings

Net cash (used by)/generated from financing activities
Net increase/(decreasa) in cash and bank overdrafts

Cash and cash eguivalents at the beginning of the year
Cash and cash equivalents at the end of the year

The notes on pages 10 to 32 form part of these financial statements

Notes

14
15

15
15

19
19

2007 2006
£ Million £ Million
57 6 300
(16 0) {8 5)
198 61
132 160
66 61
267 218
56 87
40 -
(34 4) (t1)
830 771
16 23
1067 (48 9)
03 (208 9)
{54) {19 8)
186 2 (198 2)
(19 8) 61)
(27 1) (95)
1393 (213 8)
160 85
922 19
(78 8) {13 3)
(12) (16)
(46 6) {44 1}
(18 4) (48 6)
- 577
1,136 5 3830
{1,253 6) (64 0)
(117 1) 261 3
38 (11
{10) 01
28 (10}




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1 ACCOUNTING POLICIES

11 Basis of accounting

The financial statements have been prepared in accordance with Internattonal Financial Reporting Standards (IFRSs) adopted for use in the
European Union and therefore comply with EU 1AS regulation The financial statements also comply with those parts of the Companies Act
1985 applicable to companies reporting under IFRS

The financtal statements have been prepared on the histonical cost basis
1.2 Revenue recognition
Rendering of services

The Company has undertaken the provision of inspection, investigation and legal services formerty undertaken by a feflow group company -
C 8 G Claims Services Limited Invoices relating to this actvity are 1ssued on a monthly basis for commusstons receivable from customers,
and the revenue Is recognised In full on the date of the invoice

With respect to the fixed term contracts, quarterly invoices are i1ssued to the customer for the current month and two months 1n advance
The revenue for the current month 1s recognised immediately, and the remainder 1s deferred over the following two months to which the
service relates The arrangements are cantractual and the cost of providing the service 1s incurred as the service I1s rendered The price Is
usually fixed and always determinable

Management fees

These are made up of staff costs and expenses recharged to subsidiary companies, excluding VAT These fees are credited to the income
statement in the period in which the management fee 1s billable

The recharges are based on cnteria set out in the Company's cost allocatton model Neon-customer facing staff costs are recovered at a 6%
mark-up above the cost to the Company Costs other than staff costs are recovered at the cost to the Company Revenue 1s accounted for
on an accruals basis and mafched to costs in the period in which the costs are incurred and charged te the incoma statement

13 Property, plant and equipment

Items of property, plant and equipment are stated at histoncal cost less accumulated depreciation (See below) and impairment losses Where
an item of plant and equipment comprises major compenents having different useful ives, they are accounted for separately

Depreciation 15 charged to the income statement on a straight-ine basis so as to wnte off the depreciable amount of plant and equipment
over ther estimated useful lives The depreciable amount 1s the cost of an asset less its residual value Land s not depreciated Estimated
useful ives are as follows

Freehold and long leasehold buildings 50 years or the period of the lease If shorter
Other equipment, including property adaptation costs 4 to 15 years
Vehicles 5 years

14 Leases

Leases in which a significant portion of the nsks and rewards of ownership are retained by the lessor are classified as operating leases

Rentals payable under operating leases are recognised in the income statement on a straight Iine basis over the term of the lease
incentives received as an nducement to enter into an operating lease are spread on a straight line basis over the lease term

15 Intangible assets

Intangible assets that are acquired by the Company are stated at cost less accumulated amortisation and impairment losses These assets
are derecognised If they are deemed to no longer meet the capitalisation critenia for intangible assets before the asset Is brought into use
The cost I1s then charged back to the income statement Amortisation 18 charged to the income statement once the asset is brought into use,
using methods that best reflect the economic benefits over therr estimated useful economic lives and included in operating expenses The
estimated useful economic lives are as foilows

Software development costs 3 to 5 years
Expenditure on internally generated brands is written off as incurred

During the year the directors revisited the methodology applied to amortise intangible assets As a result of the review the estimated useful
economic ives of software development costs have been changed from 3 years to 3 to 5 years The impact of this change In accounting
estimate on the retained earnings and net assets is an increase of £4 1m as at 31 December 2007

10




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1 ACCOUNTING POLICIES (Continued)

1.6 Impairment of intangible assets, property, plant and equipment

At each reporting date, the Company assesses whether there i1s any indication that its intangible assets or property, plant and equipment are
impawed If any such indication exists, the Company estimates the recoverable amount of the asset and the imparment loss If any The
recoverable amount of an assel 1s the higher of its fair value less costs 1o sell and its value in use Value In use 15 the present value of future
cash flows from the asset or cash generating umit discounted at a rate that reflects market interest rates adjusted for nisks specific to the
asset or cash that have not been reflected in the eshimation of future cash flows

If the recoverable amount of an intangible or tangible asset i1s less than its carrying value, an impairment loss 1s recognised immediately in
the iIncome statement and the carrying value of the asset reduced by the amount of the loss

Where an impairment loss subsequently reverses, the carrying amount of the asset i1s increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the carrying amount that would have been determmned had no
impanrment loss been recognised for the asset in prior years A reversal of an impairment loss is recongnised as income immediately, unless
the relevant asset I1s camied at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation increase

1.7 Pensions and other post-retirament benefits

The Company operates a defined contribution and a defined benefit pension scheme (now the "Closed Scheme”) The costs of providing
pensions under the Closed Scheme, which 1s now closed to regular contributions, are explained in note 2 1 Actuanal gainsflosses that anse
In the year In respect of the Closed Scheme are accounted for in full in the Statement of Recognised Income and Expense, In accordance
with IAS 19 - Employee Benefits (amended December 2004)

The defined contribution pension scheme pension charge inciudes the amounts payable by the Company to t in respect of the year This
scheme replaced the defined benefit scheme (see note 2 1), and the costs of providing pensions under the latter have been assessed and
charged to the income statement in accordance with the adwice of an independent professionally qualified actuary

The Company provides Funded Unapproved Retirement Benefits Schemes for certain senior employees The cost of these are charged to
the Income statement as incurred

The Company also provides other post retirement benefits for certain directors and senior employees The cost of these are charged to the
income statement as incurred

The Company provides no other post retirement benefits to its employees
18 Investment in associate

An associate 1s an entity over which the Company has significant influence and that 1s neither a subsidiary nor an interest in a joint venture
Significant influence I1s the power to participate in the financial and operating policy decisions of the investese, but 1s not in control or joint
control over these polictes

Investments in associales are stated at cosl less any imparrment i the value of individual investments based on an annual assessment
Any impairment is charged to the income statement

The financial statements are separate financial statements The Company 15 exempt from preparing consolidated financial statements See
note 28 on the ulttmate controlling party and address where those consolidated financial statements are obtainable

19 Financial assels

Loans and receivables — financial assets with fixed or determinable repayments that are not quoted in an active market are classdied as
loans and recewvables

Lcans and recesvables are recognised initally at far value and subsequently measured at amortised cost using the effective interest rate
method less impairement

Fitnancial assets are derecognised when the nghts to receive cash flows from them have expired or where they have been transferred and
the Company has also transferred substantially all nsks and rewards of ownership

1




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1 ACCOUNTING POLICIES (Continued)

110 Impairment of financial assets

The Company assesses at each balance sheet date whether there 1s any cbjective ewidence that a financial asset or group of financial
assets 1s impared A financial asset or portfolio of financial assets 1s impaired and an imparment loss incurred If there Is objective evidence
that an event or events since initial recognition of the asset have adversely affected the amount or timing of future cash flows from the asset

Loans and receivables - If there 15 objective evidence that an impairment loss on a financial asset or group of financial assets classified
as loans and recevables has been incurred, the Company measures the amount of the loss as the difference between the carrying amount
of the asset or group of assets and its recoverable amount Impairment losses are assessed individually where significant or collectively for
assets that are not individually significant

Impairment losses are recogrised in the income statement and the carrying amount of the financial asset or group of financial assets 18
reduced by eslablishing an altowance for the impairment losses If in a subsequent penod the amount of the impairment loss reduces and the
reduction can be ascribed o0 an event after the imparrment was recognised, the previously recognised loss 1s reversed by adjusting the
allowance

For trade and other recevables, a bad debt provision of 100% is calculated for all balances outstanding in excess of 3 months
111 Derivatives and hedging

Denvative financtal instruments are recogrised nitially, and subsequently measured, at far value Farr value 1s derived from prices for the
derivative's companents using appropriate pricing or valuation models

Gains and losses arising from changes in fair vatue of a denvative are recognised as they anse in the income statement unfess the derivative
is the hedging nstrument m a qualifying hedge

112 Forelgn currencies

The Company’s financial statements are presented in stering which 1s the functional and presentation currency of the Company

Transactions in foreign currencies are translated into sterling at the foreign exchange rate ruling at the date of the transaction Monetary
assels and habilites denominated 1n fareign currencies are translated into sterling at the rates of exchange ruling at the balance sheet date
Foreign exchange differences ansing on translation are recognised in the income slatement Non-monetary items denominated in foreign
currencies that are stated at farr value are translated into sterling at foreign exchange rates ruling at the dates the values were determined

113 Taxation

Provision 1s made for taxation at current enacted rates on laxable profits, ansing in income or in equity, taking into account relief for overseas
taxation where appropnate

Deferred taxatton 1s accounted for in full for all temporary differences between the carrying amount of an asset or liability for accounting
purposes and its carrying amount for tax purposes, except in relation to overseas earnings where remittance 1s controlled by the Group, and
goodwill

Deferred tax assets are only recognised to the extent that it «s probable that they will be recovered

114 Transactions with related parties

IFRS requires all entities to disclose related party transactons The Company's policy 1s to have regard to materahty from both the
shareholder's and the related party’s perspective

115 Share based payments

The Royal Bank of Scotland Group grants optons over shares in The Royal Bank of Scotland Group plc to its employees under various
share option schemes IFRS 2 ‘Share-based Payment’ is apphed to grants under these schemes after 7 Novermber 2002 that had not vested
on 1 January 2005 The Royal Bank of Scoland Group recognises an expense for these transactions with its employees based on the farr
value on the date the options are granted It includes the cost of these awards in determining any recharges of employee costs it makes to
UK subsidianes in the Group

12




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1 ACCOUNTING POLICIES (Continuad)

116 Cash and cash equivalents

Cash and cash equivalents comprises cash on hand and demand deposits with banks together with short-term highly iquid investments that
are readily convertible to known amounts of cash and subject to insign:ficant nsk of change in value

Under 1AS 7 the Company Is producing a cash flow statement using the indrect method This shows an explanation of the movement in cash
and cash equivalents as defined above

1.17 Borrowings

Borrowings comprise bank overdrafts and inter company loans The borrowing costs are recognised in the income statement as finance
costs in the penod in which they are incurred

The Company dassifies a financial instrument that it issues as a financial fiabiity or an equity instrument in accordance with the substance of
the contractual arrangement An instrument 1s classified as a ability if it 1s a contractual ebligation to deliver cash or another financial asset,
or to exchange financial assets or financial labilites on potentially unfavourable terms An instrument is classified as equity If it evidences a
residual interest in the assets of the Company after the deduction of liabiities

118 Accounting developments

The IASB reissued IAS 23 'Borrowing Costs’ in March 2007 Enthes are required to capitalise borrowing costs attnbutable to the
development or construction of intangible assets or property, plant or equipment The standard is effective for accounting periods beginning
on or after 1 January 2009 and is not expected to have a matenal effect on the Company

The IASB revised IAS 1 'Presentation of Fiancial Statements' in September 2007 The amendments to the presentation requirements for
financial statements are not expected to have matenal effect on the Company The standard i1s effective for accounting periods beginring on
or after 1 January 2009

In addition to the above, the Company has considered the reissued IFRS 3 'Business Combinations' and IAS 27 * Consolidated and Separate
Financial Statements' by the 1ASB following the completion in January 2008 of its project on the acquisition and disposal of subsidianes The
Company has concluded that these will not appty

The Company has considered other new international accounting standards IFRS 8 ‘Operating Segments’ and interpratations IFRIC 11 to 13,
and has concluded that these will not appiy to the Company In addition the Company has also considered IFRIC 14 The Limit on a Defined
Benefit Asset, Mimmum Funding Requirements and thetr interaction’ 1ssued in July 2007 The interpretation is effective for accounting
periods beginning on or after 1 January 2008 and 1s not expected to have matenal effect on the Company

13




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The reported results of the Company are sensitive to the accounting policies, assumptions and estmates that underlie the preparatton of its
financial statements The Company’s principal accounting policies are set out on pages 10 to 13 UK company law and IFRSs require the
directors, In prepanng the Company’s financial statements, to select sutable accounting poticies, apply them consistenly and make
judgements and estimates that are reasonabie and prudent In the absence of an applicable standard or interpretation, IAS 8 ‘Accounttng
Policies, Changes in Accounting Estmates and Errors’ requires management to develop and apply an accounting policy that results in
relavant and reliable information in the light of the requirements and guidance in IFRSs dealing with similar and related 1ssues and the IASB's
Framework for the Preparation and Presentation of Financial Statements

The judgements and assumptions invalved in the Company’s accounting pelicies that are considered by the Board to be the most important
to the portrayal of its financial condition are discussed below The use of esttmates, assumptions or mode!s that differ from those adopted by
the Company would affect its reported resuits

21 Pensions

The Direct Line Group Staff Pension and Life Assurance Scheme {the "Staff Scheme”} was a non-contnbutory defined benefit scheme On 1
April 2003, the assets and habiliies of the Staff Scheme were transferred into the Green Flag Group Pension Plan {the "Green Flag Plan”®)
Subsequently, on the same date, the Green Flag Plan was renamed as the Drrect Line Group Closed Pension Scheme (the "Closed
Scheme™) The Staff Scheme was a closed scheme, which continued to provide benefits based on final pensionable salary to pensioners
and deferred members The Staff Scheme was wound up on 10 December 2003 The Closed Scheme has no active members The Closed
Scheme continues to provide benefits for Individuals that were pensioners at the time the scheme closed, defined benefit members based on
their final pensionable salary at the ime the member left the scheme and defined contnbution benefits for other members The habilities of
the Closed Scheme relate to payment of pensions and deferred pensions

The assets and iabilites of the Closed Scheme are held separately from those of the Company, however the net deficit 15 accounted for on
the Company balance sheet The assets of the Closed Scheme are measured at their far value at the balance sheet date Scheme liabiliies
are measured using the projected unit method, which takes account of projected earnings increases, using actuanal assumptions that give
the best estimate of the future cash flows that will arise under the scheme liabilities These cash flows are discounted at the interest rate
applicable to high-quality corporate bonds of the same currency and term as the liabiites Any surplus or deficit of scheme assets over
habilites is recognised in the balance sheet as an asset / (surplus) or lability / (deficit) An asset 1s only recognised to the extent that the
surplus can be recovered through reduced contributions in the future or through refunds from the scheme

An actuanal valuation was performed by the Scheme Administrators, as at 3t December 2006 and as at 31 December 2007 The deficits on
the above dates and the movements thereon have been accounted for as per note 26

In determining the value of scheme labiites assumptions are made as to price inflation, dividend growth, pension Increases, earnings
growth and employees There is a range of assumptions that could be adopted in valuing the scheme's liabiites Different assumptions
could significantly alter the amount of the deficit recognised :n the balance sheet and the pension cost charged to the income statement The
assumphions underlying the 2007 deficit and penston cost are set out in note 26 to the financial statements
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RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

3. MANAGEMENT OF FINANCIAL RISK

The Company has financial nsk exposures This section summarises these rnisks and the way the Company manages them
3t Financlal risk

The Company 1s a member of the Insurance Dwvisian of The Royal Bank of Scotand Group plc As such, the Company benefits from
services provided by specialist teams and nsk management procedures and controts which are applied consistently across the Dvision  The
disclosures below relate to the Insurance Division as a whole

The Division 1s exposed to financial nsk through its financial assets and financial labiies (borrowings) The Dmvision’s financral nsk s
concentrated within iis investment portfotio This portfolio 1s managed in accordance with the RBS Insurance Investment Policy and
tnvestment Guidelines These are drawn up i compliance with the objectives and nisk appehte parameters set by The Royal Bank of
Scolland Group plc and are approved by the RBS Insurance Group Limited Board The Investment Policy 1s operated by the Investment
Management Commutiee (IMC), which 1s made up of Senior Executives of the Insurance Division and the Funds Management Committee
(FMC)

The Company's financial nsk exposure 1s minimal and anses from its lcans and recevables due from, and loans to, other members of the
Royal Bank of Scotland Group

These balances are all payable on demand and carry a floating rate of interest which 15 reset on a monthly basis

Controls - Bank Deposits up to one year may be appraved by one member of the IMC Other transactions must be approved by at least two
members of the IMC Any nvesiment not specifically named in the hmits agreed with The Royal Bank of Scotland Group plc risk
management division must be approved by at least three members of the IMC

321 Market risk

Market nsk encompasses any adverse movement in the value of liabiities as a consequence of market movements such as nterest rates,
credit spreads, forzign exchange rates, equity prices and property valuations

The Company 1s exposed to market nsk in both the value of its labilites and the value of assets held
Interest rate nsk

Interest rate nsk arises primarily from the Company's loans and recewvables due from, and toans due to other members of the Royal Bank of
Scotland Group

A table showing the sensitvity of profits to changes in interest rates 1s included below
Currency risk

Under the terms of the RBS !Insurance Group Investment Policy and Guidelines, RBS Insurance Group {of which the Company is a part of) 1S
permitied to hold non-sterling denominated investmenis up to a maximum of 10% of total invested funds For individual non-sterling
investments the Company manages the foretgn exchange sk through forward exchange contracts as per note 27

All other financial assets and liabiéities are dencrminated in sterling and do not bear any exposure to currency nsk

Senstivity analysis

The results of sensitwity testing are set out below The impact of a reasonably possible change in a single factor 15 shown, with other
assumptions left unchanged

Sensltivity factor Daescription of sensitivity analysis

Interest rate and investment return The impact of a change in market interest rates by +/- 1% (e g fa current interest rate
is 5%, the impact of an immed:ate change to 4% or 6%)

Expenses The impact of an increase n ongoing administrative expenses by 10%

Sensitivity at 31 December 2007

Interest rates Interest rates Expenses

+1% 1% +10%
Impact on profit before tax (£ Million} (0 5) 05 {96 6)
Impact bafore tax on shareholders' equity (£ Million) (0 5) 05 (96 6)
Sensitivity at 31 December 2008

Interest rates Interest rates Expenses

+1% -1% +10%
Impact on profit before tax (E Miilton) (0 5) 05 {91 2)
Impact before tax an shareholders’ equity (£ Million) (0 5) 05 (91 2)
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RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

3. MANAGEMENT OF FINANCIAL RISK (Continued)

Limitations of sensitivity analysis

The above tables show the effect of a change in a key assumption while other assumptions remain unchanged In reaiity, there 15 a
correlation between the assumptions and other factors It should also be noted that these sensitivities are non-linear, and larger or smaller
impacts should not be interpolated or extrapolated from these results

322 Creditrisk

Credit nisk anses from the potential that losses are incurred from the fallure of a counterparty to meet its credit obligations The main source
of credit nisk for the Company is loans and recevables

Royal Bank of Scotland Group Risk Management sets standards for mamntaining and developing credit isk management throughout The
Royal Bank of Scotland Group plc This is achieved via a combination of governance structures, credit sk policies, control processes and
infrastructure collectively known as the Group's Credit Risk Management Framework ("CRMF™)

RBS Insurance has established its own CRMF consistent with The Royal Bank of Scotland Group plc CRMF The RBS Insurance CRMF
sets out the prior approval process for credit exposures and provides for appropriate analysis and reporting of these exposures at both the
Company and The Royal Bank of Scotland Group pic level Where appropniate, larger credit exposures are aggregated with other credit
exposures, elsewhere in the Group for credit approval and monstoring purposes

The following table provides information regarding the carrying value of financial assets that are neither past due nor imparred, the ageing of
financial assets that are past due but not impared and financial assets that have been impaired

At 31 Decamber 2007

Neither past Carrying value In Financlal assets
dug nor Past dus Past due Pastdue  Pastdue more the batance that have been
Impalred 1 - 30 days 31 - 60 days 61 - 90 days than 91 days sheet impaired
£ Miltion £ Million £ Million £ Milllon £ Miflion £ Million £ Million
Cash at bank and in hand (note 19) 28 - - - - 28 -
Other loans and receivables (note 18) 2901 - - - - 2901 -
2929 - - - - 2929 -

At 31 Dacember 2006
Neither past Carrying value In Flnancial assets
due nor Past dus Past due Pastdue  Pastdue more the balance  that have been
Impalred 1-30 days 31-60days 61 - 90 days than 91 days sheat impaired
£ Milign £ Million £ Milion £ Milion £ Milton £ Million £ Million
Cash at bank and in hand {note 19) - - - - - - -
Other loans and recevables {note 18} 3923 - - - - 3923 -
3923 . - - - 3823 D

There were no matenal financial assets thal would have been past due or impaired had the terms not been renegobated The Company does
nol hold any coflateral as secunty
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

3 MANAGEMENT OF FINANCIAL RISK (Continued)

The following table analyses the credit quality of financial assets that are neither due or impaired by type of asset

At 31 December 2007

AA

£

Cash at bank and in hand {note 19) 28
Other loans and receivables {note 18) -
Total 28

At 31 December 2006

AA

£

Cash at bank and in hand {note 19} -
Other toans and recewvables (note 18) -
Total -

32.3 Liquidity risk

Liquicity nsk 1s the potential that obligations cannot be met as they fall due as a consequence of having a timing mismatch

Not Rated
£

2901
290 1

Not Rated
[

3923
392.3

Total

28
290.1
2929

Total

392.3

3923

The management of hquidity risk within the RBS Insurance Division 1s undertaken within the hmits and other policy parameters set out in the

investment Guidelines Compliance 1s monitored in respect of the internal policy where appropriate

17




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

4,

REVENUE
2007 2006
£ Millton £ Miltion
Rendering of services 395 420
Management fee tncome {note 29) 966 0 914 0
1,0055 956.0
OTHER OPERATING INCOME
2007 2006
£ Milhion £ Million
Other operating mcome 13 -
Profit on sale of property, plant and equipment 344 -
57 -
OPERATING EXPENSES
2007 2006
£ Millien £ Millkon
Provision of inspection, investigation and legal services 25 29
Marketing and administrative expenses 7159 6736
Depreciation {note 14) 66 61
Management fees (note 29) 2054 2013
Amortsation of intangible assets 267 218
Imparrment of intangible assets 55 67
Derecognition of intangible assets 40 -
966 6 9124

Expenses for marketing and administration nclude integration costs of £nil (2006 £0 7 million) ansing from the integration of
Tracker Network (UK} Limited .

INVESTMENT INCOME
2007 2006
£ Million £ Milhon
Interest ncome
from loans to retated parties (note 29) 160 8.5
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RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

8. FINANCE COSTS

2007 2008
£ Million £ Mitlton
Interest expense
Borrowings from related partes (note 29) 195 61
Interest expense - interest payable other 03 -
198 81
9 TAXCHARGE
2007 2008
£ Milion £ Mithon
Current taxation

Charge for penod 154 172
Under provision In respect of prior periods 51 02
205 17 4

Deferred taxation (note 17)
Charge / (credit} for penod 02 (16)
(Over) / under provision in respect of prior periods {7 5) 02
{7 3) {(14)
Tax charge for the period 132 160

The actual tax charge differs from the expected tax charge computed by applying the standard rate of UK corparation tax at
30% (2006 30%) as follows

2007 2008

£ Milhon E Million

Expected tax charge 212 138
Effects of

Non-deductible tems (08) 18

Deferred tax provided at 28% 03 -

Non-taxabie items (51} -

Adjustments in respect of prior perods (2 4) 04

Tax charge 13.2 18.0

The aggregate current and deferred tax relating to items that are charged or {credited) to equity 1s £1 6 million (2006 £0 2
millson)

10 PROFIT FOR THE YEAR

2007 2008
Profit for the year 1s stated after charging/{crediting) £ Mition £ Million
Depreciation of property, plant and equipment (ncte 14) 68 61
Amortisation of intang:ble assets 287 218
Impairment of intangible assets 55 87
Derecogmition of intangible assets 40 -
Operating leases 41 36
Net foreign exchange losses 05 -
Employee benefit expense {note 12) 5022 4691
Auditors’ remuneration 2007 2006
£ Million £ Million
Audit fees for the current year 13 13
Other services - Financial Services Authonty compliance 01 01
14 14
Recharged to related parties {14) {(14)

Fees for audit and non-audit services, inciuded within operating expenses, were incurred by the Company in respect of all RBS
Insurance Group statutory entites These were recharged to related parties as part of the management fee recharge, with the
exception of the Company’s own fee for audit services of £40,000 {2006 £40,000}
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10 PROFIT FOR THE YEAR (Continued)

Directors' emoluments

2007 2006

£ Mihon £ Million
Other emoluments 33 22
Company pension contributions 02 01
as 23

Recharged to related parties {(32) {(21)
0.3 02

Any expenses borne by the Company durng 2007 in respect of directors’ emoluments were recharged out to other RBS
Insurance Group statutory entities, with the exception of the Company's own allocation of directors’ amoluments

Included n the above are emoluments, excluding pension contributions, paid to the highest paid director amounting to
£719,560 (2006 £967,516)

A contribution of £20,470 (2006 £73,732) lo a money purchase scheme was made on behalf of the tighest paid director One
other director {2006 two directors) had retirament benefits accruing under money purchase pension schemes In respect of
qualifying service, five directors (2008 no director) had benefits accruing under defined berefit pension schemes

During the year seven directors have exercised options (2006 four directors)

11  DIVIDENDS

2007 2006
£ Million £ Million

Declared and paid dunng the year

Equity dividends on ordinary shares

Intenm dividend - 577

12 EMPLOYEE BENEFIT EXPENSES
2007 2006
No No

The average monthly number of employees, including executive directors, was

Operations 16,125 17,106
Support 1,112 1,185
17,237 18,291
2007 2008
£ Million £ Milion
Salanies and other short-term employee benefits 462 2 4288
Termination benefits 45 67
Retrement benefit obligations 355 338
502 2 469 1

Services are usually recharged to related parties on a cost-plus basis, altowing a margin ranging from 0% to 6%

Employee costs, including directors’ remuneration and non-payroll costs, were recharged by the Company to fellow subsidiary
companies dunng the year The total amounts recharged were £611 3 miilion {2006 £508 1 milion)

Employee costs recharged by the Company includes the full costs of key managers and other staff in respect of share-based
payments in The Royal Bank of Scotland Group plc The attnbution among members of The Royal Bank of Scotland Group plc
has regard to the needs of the group as a whole It would be mappropriate to deem that any employee had received share-
based payments as a result of their employment with the Company
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

13. CLASSIFICATION OF FINANCIAL INSTRUMENTS

Financial assets and financial fiabilitles are measured on an ongoing basis either at far value or at amortised cost The
summary of significant accounting policies in note 1 describes how the classes of financial instrument are measured and how
income and expenses of the financial assets and habihties by category are defined n IAS 39 and by the balance sheet

heading

As at 31 December 2007

Other Non-financial
Loans and (amortised assets/
recevables costs) lrabilities Total
£ Milion £ Million £ Milion £ Millon
Property, plant and equipment - nfa 489 48 9
Intangible assets - n/a 84 3 843
Investments in associates - n/a 90 90
Loans and recewables 290 1 n/a - 2901
Prepayments and accrued income - n/a 28 28
Deferred tax assets - n/a 40 40
Cash and cash equivalents 28 n/a - 28
2929 n/a 149.0 441 9
Borrowings n/a 2019 - 2019
Retirement benefit obligation n/a - 103 103
Trade & other payables & deferred income nfa 1454 - 1454
Current tax habiites n/a - 13 113
Deferred tax habilities n/a - - -
n/a 3473 21.6 368.9
Equity 730
4419
As at 31 December 2006
Other Non-financia!
Loans and {amorhsed assels/
recevables costs) lhabilities Total
£ Milion £ Million £ Million £ Milion
Property, plant and equipment - r/a 345 345
Intangible assets - n/a 739 739
Investments in associates - nfa 78 78
Loans and receivables 3923 n/a - 3923
Prepayments and accrued income - n/a 30 30
Cash and cash equivalents - n/a - -
3923 n/a 1192 5115
Borrowings n/a 3190 - 3190
Retrement benefit obligation n/a - 185 185
Trade & other payables & deferred income nfa 144 1 - 144 1
Bank Qverdraft n/a 10 - 10
Current tax habilitres n/a - 158 158
Deferred tax liabiities n/a - 17 17
n/a 464.1 360 500 1
Equity 114
5115
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14 PROPERTY , PLANT AND EQUIPMENT

Land and Other

buildings Vehicles Equipment Total

£ Millon £ Million £ Million £ Milhon
Cost
At 1 January 2008 - 63 57 58.0
Additions - - 133 13.3
Disposals - (41) - (41)
At 31 December 2006 - 22 650 87 2
Additions 542 - 246 788
Disposals (51 9) {10) 87 (61 6)
At 31 December 2007 . 23 12 809 84 4
Depreciation
At 1 January 2006 - 44 256 30.0
Depreciation charge for the year - 09 52 6.1
Ehminated on disposal - (3 4) - (34)
At 31 December 2006 - 19 08 327
Depreciation charge for the year - o1 65 6.6
Elminated on disposal - (0 8) (30) 38)
At 31 December 2007 - 12 343 35.5
Net book amount
At 31 December 2007 23 - 46 8 48.9
At 31 December 2006 - 03 342 34.5

Duning the year the Company acquired land and buildings from Churchill Court Limited, Churchill Insurance Company Limited
and D L Buldings Limited at net book vaiue These companies are members of The Royal Bank of Scotland Group plc
Subsequently, land and buildings with a net book value of £51 9m were sold at an open market value of £86 3m The profit on

disposal of £34 4m has been credited to the Income Statement (note 5)
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15 INTANGIBLE ASSETS

Cost

At 1 January 2006
Additions
Imparred in pertod

At 31 December 2006
Additions

Impatred in peniod
Derecognised in period

At 31 December 2007
Amortisation

At 1 January 2006

Amortisation charge for the year
Impaired n period

At 31 December 2006
Amortisation charge for the year
Impaired in pernod

At 31 December 2007

Net book amount

At 31 December 2007

At 31 December 20068

16 INVESTMENT IN ASSQCIATE

At 1 January

Additions tn the year
At 31 December

2007
£ Milion

78
12

Software
Development
Costs

£ Milion

66 6
441
(72}

1035
46 6
TN
(40

1390

83
218

(05)
296
267
(16)

547

843

739

2006
£ Million

62
16

90

78

Investment in associate represents the Company's 10% holding of ordinary unlisted shares i Direct Line Insurance SpA, a
company tncorporated in Italy The Company's proportion of voting power held 1s 10% The further investment in 2007 1s the

Company’s share of the addittonal capital injected in the year

The remaining 90% investment in Direct Line Insurance S p A is held by a group company, Direct Line Group Limited
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17.

18

19

20.

DEFERRED TAX

The following are the major tax assets/(habilittes) recognised by the Company, and the movements thereon, during the current

and prior reporting years

At 1 January 2006

Credit/{charge) to income statement
Credit to equity directly
Transfer from group companies

At 31 December 2006

At 1 January 2007

Credit/{charge) to income statement
Credit o equity directly

At 31 December 2007

Deferred tax assets
Deferred tax tiabilires
Deferred tax assets/(llabilities)

LOANS AND RECEIVABLES

Other loans and receivables
Receivables from related parties {note 29)
Loans to related parttes (note 29)
Trade and other receivables

Total loans and recelvables

CASH AND CASH EQUIVALENTS

For the purposes of the cash flow statement, cash and bank overdrafis are as follows

Cash and cash equivalents {note 29)
Bank overdrafts (note 29}

SHARE CAPITAL

The Company's authonsed share capital 1s made up of 100 £1 ordinary shares amounting to £100 (2006 £100)
The Company's 1ssued and fully paid share capital is made up of 2 £1 ordinary shares amounting to £2 (2006 £2)

Software Retirement
development benefit Other timing
cosls obligation differences Total
£ Milhlon £ Midon £ Million £ Million
(85) 64 (10 {3.1)
29 {o1n (14 1.4
- 02) - (c2)
- - 02 02
{56) 61 (22) “n
(56} 61 (22 “an
46 {15) 42 7.2
- (18) - {16)
(190) 30 20 40
2007 2006
£ Milion £ Million
50 61
(10) (7 8)
40 (17)
2007 2006
£ Milhon £ Million
428 1431
243 4 2437
41 55
2901 3923
2007 2008
£ Millien £ Milion
28 -
- (10)
28 {10)
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21,

22,

23.

RETAINED EARNINGS

Retained earnings

Balance as at 1 January 2008

Actuarial gains on defined benefit plan

Defarred tax on actuarial gains on defined benefit plans
Profit for the year

Dividends

Balance as at 31 December 2006

Actuanal gains on defined benefit plan

Deferred tax on actuanal gains on defined benefit plans
Profit for the year

Balance as at 31 December 2007

BORROWINGS

Loans from related parties (note 29)

The borrowings are repayable as follows

Current
Non-current {repayabie between five - ten years)

The carrying value of the short term borrowings approximates to ther fair value

TRADE AND OTHER PAYABLES AND DEFERRED INCOME

Due to related parties (note 29)
Trade creditors and accruals
QOther creditors

Other taxes

Deferred ncome

Total

Trade creditors are settled in accordance with contract terms, mostly within two months
goods and services for setlement mostly within two months

24. CONTINGENT LIABILITIES

25

There are no contingent liabilities that require disclosure In these financial statements

COMMITMENTS

£ Millton

38.6

07

{02)

300

(57 7)

11.4

58

(1 6)

576

730

2007 2008
£ Milhon £ Mition
2019 3190
187 9 3190
140 -
201.9 3190
2007 2006
£ Millon £ Milion
87 361
991 1008
03 17
28 07
45 48
145.4 144 1

Swmilarly, accruals are generally for

Capital expenditure contracted for at the balance sheet date but not yet ncurred is as follows

Plant and equipment

25

2007
£ Million

2006
£ Milhon
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25

26

COMMITMENTS (Continued)

Opaerating loase commitments
The Company leases vehicles under non cancellable operating lease agreements

2007 2006

. £ Million £ Million
Minimum lease payments under operating leases recognised as

an expense In the year 41 3.6

At the balance sheet date, the Company had outstanding commitments under non cancellable operating leases,
which falf due as follows

2007 2006

£ Millron £ Milhon

Within one year 48 53
In the second to fifth years inclusive 83 886
131 139

RETIREMENT BENEFITS OBLIGATIONS
Defined contribution scheme

The Company operates the Direct Line Group Pension Scheme (1998) (the "1998 Scheme”) on behalf of its employees The
1998 Schems Is a money purchase arrangement with defined contribution levels The assets of the 1898 Scheme are held
separately from those of the Company and are invested in managed funds The 1998 Scheme was renamed the RBS Insurance
Pension Scheme as of 1 January 2005 The contnbutions paid by the Gompany are charged 10 the income statement, as

incurred

The pension charge in respect of the defined contributton scheme for the year was £34 8 milion (2006 £33 1 million})

Defined benefit scheme

The following disclosure 1s In respect of the Closed Scheme, a defined benefit scheme Details of this scheme are as per note
21

The Caompany 1s the sponsoring employer of the scheme and therefore accounts for the deficit in the pension scheme

The assumptions in respect of the defined benefit scheme and the amounts accounted for under |AS 19 are set out below

2007 2006

% %
Rate of increase in pension payment 32 29
Rate of increase in salanes 45 42
Rates of increase of deferred pensions 32 29
Discount rate 60 53
Inflation rate 32 29
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26.

RETIREMENT BENEFITS OBLIGATIONS (Continued)

The assets in the Scheme and the expected rates of return are included in the table below together with the present value of the
obligations and deficit in the Scheme

Expected Expected
return Value at return Value at
2007 2007 2008 2006
% £ Million % £ Million
Equittes 81 298 81 262
Bonds 45 44 45 41
Government bonds 45 43 45 41
Corporate bonds 55 42 53 38
Other 486 06 48 o7
Total market value of assets 43 3 387
Present value of fund obligations 536 572
Deficit in the Scheme (10 3) * (18 5)
Deferred tax asset at 28% 53 0! {5.8)

The expected return on plan assets reflects the average rate of earnings expected on the investiments made to provide the
pension benefit obligations that are secured by the pension Scheme The starting point for setting the expected return was the
nominal gross redemption yield an UK gilt-edged secunties at the balance sheet date As at 31 December 2007 (31 December
2006) the relevant yield was 4 5% (4 5%) a year This assumption was used for the expected return on gavernment bonds The
expected return on corporate bonds was set equal to the discount rate which implies a nsk premium over government bonds of
1 0% (0 8%) a year For equittes It has been assumed that they will outperform government bonds by 3 6% (3 6%) a year

The deferred tax asset has not been netted off against the net pension liability and has been accounted for as an assel {note
17)

Amounts charged to the income statement 2007 2006
£ Million £ Million

Interest on cbligation (30) (26)
Expected return on plan assets 28 23
(0 2) 03)

The charge to the income statement has been included under operating expenses

Amounts credited to the statement of recognised income and expense

2007 2006

£ Million £ Million

Actual return on scheme assets 25 30
less expected return on scheme assets (2 8) (23)
Expernence gan on scheme assets (0 3) 07
Expernience (loss) on scheme liabilites 10 {0 9)
Changes in assumptions underlying the present value of scheme habilities 49 09
Actuarial gain 56 07

The cumulative actuanal gain before deferred tax recognised in the Statement of Recognised Income and Expense as at 31
December 2007 amounted to £5,633,000 (2006 £739,000)
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26

27.

8

RETIREMENT BENEFITS OBLIGATIONS (Continued)

Changes in the present value of the defined benefit obligation are as follows

2007 2006
£ Million £ Million
Opening defined benefit obligation 57 2 5563
Interest cost 30 26
Actuanal losses {(59) (01)
Benefits pad Qon (0 6)
Closing defined benefit obligation 536 572
Changes in the farr vatue of the plan assets are as follows
2007 2006
£ Mdhon £ Million
Opening farr value of plan assets 87 47
Expected return 27 23
Actuanal (losses)/gains (02) 07
Contnbutions by company 28 16
Benefits paid (07) (06)
Closing fair value of plan assets 433 38.7
Net pensicn deficit before deferred tax
brought forward (18 5) (20 8}
carried forward (10 3) (18 5)
The Company coninbuted £2 8m to its defined benefit plan in 2007
The history of the plan for the current and prior years is as follows
2007 2006 2005 2004
£ Million £ Milion £ Millron £ Million
Present value of defined benefit obligation 536 572 553 439
Fatr value of plan assets {43 3) (3B 7) (34 7) {29 2)
Deficit 10 3 18 5 2086 147
Experience adjustments on plan habilities 10 (C 9) (04) -
Experience adjustments on plan assets (0 3) (0 7) 31 10

DERIVATIVE FINANCIAL INSTRUMENTS

The Company enters into dervative financial instruments (denvatives) to manage balance sheet foreign exchange risk as per

note 3 21

The table below analyses the Company's denvative position at the balance sheet date

2007 2006
Neotional Assets/ Notional Assets/
amounts (Liabilites) amounts (Liabilitres)
£ Mill:on £ Million £ Milon £ Million
Forward foreign exchange contracts 58 {0 3) 53 -

PARENT COMPANIES

The Company’s immediate parent company is RBS Insurance Group Lirmited

The Company's ultimate holding company, ulimate controling party, and the parent of the largest and smallest group into which
the Company is consolidated 1 The Royal Bank of Scotland Group plc, which 1s incorporated in Great Bntain and registered in
Scotland Financial statements for The Royal Bank of Scotland Group plc can be obtained from The Royai Bank of Scotland

Group ple, Gogarburn, PO Box 1000, Edinburgh EH12 1HQ
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29 RELATED PARTY TRANSACTIONS

The following transactions were carned out with related parties

i. Sales of services

Sales of services (note 4)

All Risk Management Limited

Churchill Insurance Company Limited

Devitt Insurance Services Limited

Birect Line Group Limited

Direct Line Insurance plc

Direct Line Life Insurance Company Limited
Finsure Premium Finance Limited

Green Flag Limited

Indernmity Insurance Limited

Inter Group Insurance Services Limited

Inter Group Intermediary Services Limited

Inter Group Assistance Services Limited

The National Insurance and Guarantee Corporation Limited
RBS Business Insurance Services Limited

RBS Insurance Group Limited

set2prnint Limited

Tracker Network (UK) Limited

UK Assistance Accident Repar Centres Limited
U K Insurance Limited

Interest income {note 7)

All Risk Management Limited

Churchill Court Limited

Churchill Management Limited

C 8 G Claims Services Limited

D L Buildings Limited

Direct Line Insurance plc

Green Flag Holdings Limited

Green Flag Limited

Inter Group Insurance Services Limited
Kickshaws Limited

RBS Insurance Group Limited

The Natonal Insurance and Guarantee Corporation Limited
UK Assistance Accident Repar Centres Limited
Weald Leasing Limited

Sales of services are provided between related parties on an arm's length basis

Interest iIncome received from deposits held with related parties were at rates ranging from 5 49% to 6 63%

ii Purchases of products and services

Lombard Vehicle Management Limited
National Westminster Insurance Services Limited
The Royal Bank of Scottand Group pic

2007 2006
£ Million £ Miltion
03 08
2065 2003
85 118
28 18
33686 376
22 -
48 44
04 -
08 28
03 05
03 -
01 -
124 3 1343
49 51
196 275
05 05
14 1 3z
489 55
190 1 198 1
966 0 914 0
2007 2008
£ Million £ Mithion
01 -
01 -

- 02

- 09

g2 0.1

- 03

45 12
02 -
02 04

- 16

99 27

- 02

03 06
05 03
160 85
2007 2006
£ Million £ Milion
41 38
107 114
1806 186 3
2054 201 3
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RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

29 RELATED PARTY TRANSACTIONS (Continued)

Interest paid (note 8)

Churchill Insurance Company Limited
Churchill Management Limited

Direct Line Accident Management Limited
Direct Line Group Limited

Drrect Line Insurance plc

Direct Line Property Investments Limited
Green Flag Group Limited

Green Flag Limited

Natronal Westminister Bank Plc

The National Insurance and Guarantee Corporation Limited

The Royal Bank of Scotland Group plc
Tracker Network (UK) Limited
U K Insurance Limited

2007 2008
£ Million £ Million
26 08
10 -
- 01
13 02
30 10
04 04
42 11
11 09
0t -
14 02
03 -
07 11
34 03
195 61

Purchases of services also includes payments made between companies determined by the level of business generated and

as agreed between the parties {on an arm’s length basis)

Illii Campensation for key managemeant

The aggregate remuneration of drectors and other members of key management for the Company dunng the year was

£578,472 (2006 £385,648)

Any expenses borne by the Company dunng 2007 in respect of diectors’ emoluments were recharged out o other RBS

Insurance Group statutory entities, with the exception of the Company’s own allocation of directors' emotuments

iv Year-end balances arising from sales/purchases of products/services

Bank deposits held with related parties (note 19)
The Royal Bank of Scotland plc

Bank overdrafts held with related parties (note 19)
The Royal Bank of Scotland plc

Receivables from related parties (note 18)

All Risk Management Limited

Churchill Insurance Company Limited

C S G Claims Services Limited

Devitt Insurance Services Limited

Direct Line Financial Services Limited
Direct Line Insurance pic

Direct Line Life Insurance Gompany Limited
Finsure Premium Finance Limited
Indemnity Insurance Limited

Inter Group Insurance Services Limited
Inter Group Assistance Services Limited
RBS Business Insurance Services Lirmited
RBS Insurance Group Limited

The National Insurance and Guarantee Corporation Limited

The Royal Bank of Scotland Group ple

Tracker Network (UK) Limited

UK Assistance Accident Repair Centres Limited
U K Insurance Limited
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2007 2006

£ Milion £ Million
28 -

28 -
2007 2006

£ Million £ Million
- (10)

- {10)

2007 2008

£ Million £ Million
- 01

- 134

- c1

08 09

- 08

81 194

36 06

04 03

- 02

04 13

01 -

04 04

10 566

- 151

- 114

23 26

57 47
218 152
426 1431




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

29, RELATED PARTY TRANSACTIONS (Continuad)
Movements in receivables from related parties were as follows

At 1 January

Transactions in the period
Payments on behalf of related party
Settled in the year

At 31 December

Payables to related parttes (note 23)
Churchil Management Limited
D L Buildings Limited
Direct Line Group Limited
Green Flag Limited
Lombard Vehicle Management Limited
National Westmtnster Insurance Services Limited
The Royal Bank of Scotland Group plc
set2print Limited

Movements in payables to related parties were as foilows
At 1 January

Transactions in the period

Receipts on behalf of related party

Settled in the year

At 31 December

v Loans to related parties

All Risk Management Limited

Churchill Court Limited

Dewitt Insurance Services Limited
Direct Line Group Limited

D L Buildings Limited

Green Flag Holdings Limited

Green Flag Limited

Inter Group Insurance Services Limited
RBS Insurance Group Limited

RAS Insurance Services Ireland Limited
setZprint Limited

UK Assistance Accident Reparr Centres Limited
Weald Leasing Limited

Movements in loans to related parties were as follows

Loans to related parties

At 1 January

Loans advanced dunng year
Loan repayments receved
Interest receved (note 7}

At 31 December

3

2007 2008
£ Million £ Mulion
1431 939
966 0 914 0
{519) -
{1,014 €) (864 8)
42 8 143 1
2007 2006
£ Million £ Million
- 04
- 01
- 341
175 -
- 05
10 08
202 -
- 02
387 361
2007 2008
£ Million £ Mill:on
381 358
205 4 2013
45 -
(247 3) {201 0)
387 a6 1
2007 2006
£ Million £ Million
10 08
- 02
44 -
738 -
- 61
1340 406
185 -
25 81
- 162 2
11 -
- 05
23 162
78 90
2434 2437
2007 2008
£ Milhon £ Million
2437 348
354 0 3582
(370 3) {157 8)
160 85
243 4 2437




RBS INSURANCE SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

29. RELATED PARTY TRANSACTIONS (Continued)
vi Loans from related parties (note 22}

Churchill Insurance Company Limited
Churchill Management Linited

Direct Line Group Lirmited

Direct Line Insurance plc

Direct Line Property Investments Limited
RBS Insurance Group Limited

Green Flag Group Limited

Green Flag Limited

The Nationat Insurance and Guarantee Corporation Limited
National Westminister Bank Plc

The Royal Bank of Scotland Group plc
Tracker Network (UK) Limited

U K Insurance Limited

Movements in loans from related parties were as follows

At beginning of year

Leans advanced during year
Loan repayments paid
Interest charged (note 8)

At end of year

Interest has been charged at a rate of 3 month LIBOR - approximately 6 35% (2006 5 29%)

32

2007 2006

£ Miliion £ Million
589 40 4

- 258

- 85

28 475

- 161

415 -
06 1091

- 333

322 84
179 -
168 -
220 67
102 232
2019 3190
2007 2006

£ Million £ Million
3190 -
11365 3830
(1,273 1) (70 1)
1956 61
201 9 3190




