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THEAA'sTRUSTED BRAND

The AA has along tradition of service,
expertise and innovation whichis at the
core of all we do and means after more
than 110 years, we are still one of the
UK's most trusted brands

THEAAINVESTMENT CASE

We ensure our services are delivered
with our long-standing values of courtesy,
care and expertise And, as we take the
AAtothe next stage of its development

in the dynamic markets inwhich we
operate, we will work collaborabively with
our partners to realise the opportunities
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The AAhas strong fundamentals and
asustainable business model

Ahighly trusted commercial brand The AA
has one of the most widely recognised and
trusted brands inthe UK

Marketleadership We are by far the largest
Roadside Assistance provider with more than
40% share of the UK market We also have strong
market positions across our product range

Opportunity for digrtal transformation We are
at the forefront of digital development with

the potenttal to transform the services we
deliver and the expernrence cur Members and
customers receive

THE STRATEGIC PRIORITIES

High barriers to entry Our vehicle deployment
systemn, people and scale combined with the

high start-up costs required to operate an efficient
national roadside service pose significantbarniers
toentry

High recurring revenue Our personal Members
are loyal with stable retention rates and average
tenure of 12 years

High cash generation The majonty of our
customers pay for our servicesin advance so
that virtuatly all of our accounting profits convert
tocashduringtheyear

Experienced and skilled workforce Qur selection
process and continual training for our excellent
workforce lead to long service and high repair
ratesin Roadstde Assistance

Strengthenthe Revolutionise Reduce Group
AA’s foundations customer experience borrowings

to becomethe pre-eminent through investing in and and the associated
Membership services embracing new technologies interest costs
organisation nthe UK

Thestrategicjourney

Year1 {the 2016 financial year)

Qurambition forthe AAsto

Strengtheming of the AA s foundations  transformitintethe UK s pre-eminent

Year2 Building momentum

forchange

Membership services organisation

Year 3. Realising the transformation

Year4 Deliveringgrowth

Executive Chalrman's statement p08)




FINANCIALHIGHLIGHTS

Revenue (exciuding business disposed of}

£963m

2015 £967m

Trading EBITDA {exctuding business disposed of}

£415m

STRATEGICHIGHLIGHTS

The transformation of the AA 15 well
underway We are bulding the UK’s leading
Membership services organisation by
strengthening the AA's foundations to
provide a platform for growth

Good progress in the first phase of the transformation
of the AA, iIncluding investing in IT and the brand

2015 £429m Early signs of the turn-around of Roadside Assistance
Operatng profit with a slowing of the decling :n personal Membership
Improving the Membership proposition with better
£305 m products, rewards and marketing
2015 £326m Engagingin digital change with growth inusage of
our breakdown app, the launch of Intelematics Europe,
Cashconversion our connected car IV, and of Trakm8 telematics
1 010/ Delivered cost savings inthe first of a three-year
(o] prograrnme culminating in savings of at least
2015 97% E40Qm peryear fromthe 2019 financial year
Netdebt Won the Lex Autoleasing contract bringing our overall
© share of business customers to approximately 60%
£2 .8 bn Launched our in house insurance Underwnter
and Financral Services in partnership with the Bank
2015 £3 Obn
of Ireland
Adjusted basic EPS Reduced the cost of borrowings, producing
annualised savings of £E45m net finance costs,
23.2 p through the refinancing
2015 23 3p Recommended ourfirst dividend of 9p in total with
respect tothe 2016 financial year and paid the intenm
Basic EPS dividendof 3 5p
1 '0 p Our marketplace
201513 3p
Interestcover
2.2X
2015 2 Ox
Flnanclalnwlew
1905 1914 1940s 1950s
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The AA has along tradition of service and
innovation which s at the core of allwe doand
means that more than 110 years on, we remain
the UK’s leading motoring organisation




THEAA'S AREAS OF BUSINESS
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Roadside Assistance’ Insurance Services
IMAGE IMAGE IMAGE IMAGE
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Revenue Trading EBITDA Revenue Trading EBITDA

£724m £361Im

i Exeluding theglass business disposedof

£13Im £78m

Driving Services Ireland
IMAGE IMAGE IMAGE IMAGE
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Revenue Trading EBITDA Revenue Trading EBITDA

£68m £19m

Ourperformance p26)

£38m £13m
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The following definitions apply throughout the report
2016 financial year i1s the year to 31 January 2016

Trading EBITDA {(earnings before interest tax depreciationand
amortisation)} excludes exceptionalitermns and stems not allocated
toasegment inthe current penod items not atlocated toa segment
principally relate to the difference between the cash centnbutions to
the pension schemes for on going service and the calculated annual

service cost and share based payments (see note 32)

Adjusted basic EPS (earnings per share) adpsts forarnumberof

one offs of whichthe largest are exceptional tems and the

amortisation of debt issue fees items not atlocated to a segment,
the amorttsation of debt issue fees, penalties on early repayment
of debt and double running interest costs on Class B/B2 notes
This s covered more fully In note 8to the accounts

Cash conversion s net cash inflow from operating activities before
tax and exceptional items divided by Trading EBITDA

Interest cover is Trading EBITDA divided by cash finance costs
excluding any early repayrment fees

Net debtincludes the principal amounts of the Group s borrewings
less cash and cash equivalents
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The strength of the AA is inextricably linked with S
our brand and its foundations in our market- 3
leading roadside assistance servicein the UK. 3
Eel
We offer UK motorists roadside assistance “
both through personal Membership and
business partnerships. .
Insurance Servicesincludes motorand home
insurance and Home Services.
We offer many other services, which enrich o
Membership, including driving lessons and g
training within the Driving Services division 3
- ']
and such services as AATyres, Automyze and
AA Cars which are part of Roadside Assistance.
The AAinlreland offers insurance and
roadside assistance.
I
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aglance

The AA at

—_—

We operate three divisions: Roadside Assistance,
Insurance Services and Driving Services. We also
operate inIreland providing Roadside Assistance

and Insurance Services

Revenue splt by division’

IMAGE
REMOVED

Trading EBITDA splt by division™?

IMAGE
REMOVED

1 Revenue and Trading EBITDA excluding the Glass business disposed of

2 Excluding head office costs

ROADSIDEASSISTANCE

IMAGE
REMOVED

We are the UK's leading provider

of roadside assistance, with
approximately 3,000 patrols attending
an average of around 10,000
breakdowns by cars, motorbikes,
caravans and vans every day

o>

Revenue'

£724m

Trading EBITDA'

£361m

Personal Members

3.7m

Business customers

10.2m

Ourperformance
Highlights of the year
IMAGE IMAGE
REMOVED REMOVED
March April June July August
Indexation ~ inclusion Raised £199m equityand Launched our award-winning Announced Joint Venture Launched The AA
inthe FTSE 250 £735m new bonds to redeem advertising campaign with TVSn India focusing Garage Guide
PlK notes and Class B notes on roadswe assistance for August
reducing cost of debt from the business market ugu
Which? survey recommended
59%to5 0%
July provider of breakdown cover
April Launched Financial tor 10th successive year
Launched AA Tyres Services partnership
with Bank of ireland
IMAGE IMAGE IMAGE IMAGE
REMOVED REMOVED REMOVED REMOVED
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INSURANCE SERVICES DRIVING SERVICES IRELAND
IMAGE IMAGE IMAGE
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The AA offers motor, home, home
emergency services, travel and other
specialist insurance policies We act
as broker for insurers, operating
adwverse panel of third party
underwrnters In2015, we relaunched
our Financial Services business in
partnership with the Bank of Ireland,
and, in January 2016 we launched our
own In house Insurance Underwriter

£}

We are the UK's leading provider of
dniving lessons through AA Driving
Schooland the British Scheol of
Motonng We are alsoone of the
two market leaders in providing
dnver education including Driver
Awareness courses which are
offered by Police forces

¥

AN

Roadside Membership, which
provides 24 hour roadside assistance
for vehicles, 1s the largest source of
income In Ireland We atso offer motor
nsurance policies underwritten by

a panel of underwriters and home
insurance underwntten by a third
party insurer

Revenue Revenue Revenue
Trading EBITDA Trading EBITDA Trading EBITDA

£78m

£19m

£13m

Insurance policies

2.1m

Driving Instructors

2,574

Personal Members

128,000

Average income per policy

£63

DriveTech Police contracts

1

Insurance policies

185,000

ssoujsng INQ
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September October November December Januvary
Launched Membersh:p Payment of first First AAloans launched Lex Autolease contract won Insurance Underwnter
\t:;e{:‘e:;;sr:fnecsl;?lng discount interim dividend ;r'larrtihug:\siapnk of Iretand D mber B28 Fleet launched
October business telematics
Launch of Autornyze taunched through Trakm8
January Rollout of phones
and Boschdiagnostics
technology to patrols
IMAGE IMAGE IMAGE
REMOVED REMOVED REMOVED
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Our marketplace

IMAGE REMOVED

ROADSIDE ASSISTANCE MARKET J

Roadside assistance services inthe UK, including
the AA, are provided through business-to-consumer
(personal Members) and business-to-busmess
channels (business customers)

In personal Membership, fees are paid principally

for breakdown cover but additional revenue is available
from selling other services (cross-selling) or higher-
value products and services (Up-selling) For business
customers fees are set either per breakdown or per
vehicle and average income per customer s lower than
i personal Membership

Market Share

The roadside assistance market 1s worth approximately £1 8bnand we
are the clear market leader with over 40% of the consumer segment

With respect to our business customers, the AA has more than 65% of the
car manufacturers segment, around 60% of the fleet andleasing segment
and around half of the banking and added value account segment

Competition

Inthe UK there are a smallnumber of large players with significant market
share Competitionts based onquality of service and price

Barriers to entry are significant and include the investment required

to build a trusted, hughly recognised brand, the creation of a nationwide,
branded fleet of qualfied patrols with competitive technicat ability, and
the sophisticated deployment process to operate effectively No new
entrant has achieved a signtficant scale since the 1970s

Customers

Personal Membership covers vehicles or individuals Vehicle policies
cover either single or muttiple vehicles, personal policies cover one

or more individuals including families, regardless of the vehicle they
aretravelling in Entry-level products offer cover for reparr or towing
broken-down vehiclestoalocal garage if reparr i1s not possible Thiscan
be complemented by additional services such as

Relay transport for broken-down vehicles to a destingtion of the
Member's choice

Homestart: reparr services while vehicles are either parked at or within
aprescnbed distance of their home

Stay Mobile: Replacement vehicle, transfer oraccommodation services
to help Members who would otherwise be stranded

Business customers’ coveris provided by the respective partners
but with services provided by the AA Theseinclude pay-for-use and
insurance based services

Market drivers

Economic environment

Whilst our business proved remarkably stable over the economic cycle,
spend on roadside assistance s discrebionary Positive momenturninthe
UK economy provides a solid backdrop to expand our Membership base

Size ofthe carfleet

UK volumes are driven primarity by the number of privately-owned
vehicles whichgrew at approximately 1% per annum between 2007
and 2014 Despite suffering significantly duning the financialensis,
new car registrations in the UK have grown strongly in recent years
with 6 3% growth in 2015

Newbusiness customers
Winning new partners and renewals of existing contracts s a key driver
of our business-to-business operations

Licensed private cars In the UK, 1950-2014 (milton) UK .consumer marketshare, 2015 (%)

Business customer market share, 2015 (%)
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INSURANCE SERVICES MARKET

The AA and other insurance brokers act as an intermediary
between those seeking insurance cover and insurance
underwriters and earn a commission at the paint of sale
Insurance brokers assume no underwriting risk, but

work with one or more underwrniters who compete for
thenisk There s a trend for brokers to develop in-house
underwriting capabilities and in January 2016 the AA
launched 1ts own motor underwnting business to
complement existing broker operations from the start

of the new financial year

Market Share

In2015 the industry wrote around E11bn of motorinsurance premiums
and £7bn of home insurance premiums, with the AA accounting, by
volume, for approximately 4% and 3% of these markets respectively

Competition

The UK motor and home insurance markets expenence hghtevels
of competition Aswellasthe number of partictpants, the wide availabulity
of distribution platforms contributes to increasing competition

Along with brand, pricing s a key consideration for customers,
particularly for motor insurance Afterthree successive years of mator
premium rate reductions, 2015 saw an increase inrates and a subsequent
rise incustomer churn levels Home insurance also remains competitive
but premiums have continued to fall during the year as weather has

been benign

Customers

Qurinsurance business serves bothroadside Members and
non-Members Atthe end of 2015, approximately 9% of our
roadside Membership base had motorinsurance withus and 6%
had home insurance

Insurance brokers compete with each other and directsnsurers through
arangeofchannels Price comparnson websites (PCWs)amount toup
to70% of the marketin metor:nsurance In home insurance they are less
dominant largely because home insurance policies are less homogenous
and also less expensive than their motor counterparts

Market drivers

Inthe UK, motor insurance I1s a legal requirement and market volumes
are strongly influenced by the number of vehicles and bcensed drivers
The number of cars, motonsts and overall cost of moteringare key
volume drivers

Theresidential property market drives the home insurance market as
insurance 1s typically taken when purchasing a property Mortgage
lending, house price momenturm and new build volumes are all factors
toconsider

Home insurance providers offer arange of related products, including
home emergency, maintenance and repair cover for boilers, blocked pipes
and roof damage

s§auIsng anQ
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Brand conslderation for switching motor insurance,  AA British Insurance Premium Index -
motor Insurance, 2011-15 (£ per pobicy)

Jan 2012-Jan 2016 (%)

AA British Insurance Premium Index - home
contents & buildings Insurance, 2011-15 (£ per policy)
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Our marketplace
continued
\
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DRIVING SERVICES MARKET

IRELAND MARKET

The UK driving services market compnses driving schools
and traming for occupational drivers or those who have
committed driving offences Branded driving school
organisations tend to operate a franchise model whereby
franchisees receive a car and support from the brand in
return for aregular fee Traming for occupational drivers
and individuals who have committed dniving offences

are delivered under long-term service contracts

Market Share

The four main products the AA offers in Ireland broadly
mirror our product offerings in the UK and are roadside
assistance, motor insurance, home insurance and home
emergency services In Ireland breakdown cover s usually
an additional benefit provided with motor insurance

Market Share

The AA has approximately 12% of the very fragmented market for
pupils through its two franchises, AA Driving School and British School
of Motoring

In DriveTech the AA has strong positions in both fleet and Police markets
Inthe Police market the AA has contracts with 11 of the 45 Police forces
inthe UK Inthe fleet market the AA1s market leaderwitharange of
smaller competitors

Competition

The UK driving services market has high levels of competition ranging
from national and regional networks to independent operators Markets
rernamn competiive with cost and professional qualities top of the
buying criteria

Customers

In driving schools, pupil segments and their needs are complex varying
by age, regionand buying critenia Key customers for occupational-driver
training are companies with significant logistics operations in the UK

and Europe, as well as Police forces throughout the UK

Market drivers

The driving school market I1s driven by levels of economic confidence
Since 2014 demand has been strong due to better ecanomic conditions
and a catch-up of people who deferred learning to drive during the
financialcrnisis Occupational-driver trainingis also affected by economic
confidence as companies’ fleets grow or contract

The motor and home insurance marketsinIreland are less fragmented
than the LUK and do not include aggregators and clam handlng
companies Inmaotor and home insurance, we are the largest insurance
broker by premium whilst in roadside assistance we are the market
leader with 68% market share

Competition

Breakdown cover 1s an additienal benefit provided with motor insurance
in Ireland and our competitors are major insurance underwnters

Motor iInsurance premiums grew by 30% in the 2015 calendar year
resulting inincreased competition in both new business and retaining
existing customers

Customers

Acquisition channels for insurance customers include the internet,
telesales and direct mail, Cross sales provide a significant source of
new businessinour roadside assistance product

Breakdown cover s also offered through business-to-business
relationships with car manufacturers and leasing companies in addition,
we have a specific contract with a leading Insh bank to provide marketing
matenal on breakdown cover to holders of a premium card product

Marketdrivers

Underlying econemic performance and pricing dynamics in insurance
are the main market drivers of the Insh business

Driving schools, puplls market share, 2015 (%)
2006-15 {'000s)

Provisional driving Ucence applications,

Ireland, roadslde assistance new vehicle market share,
2015 (%)
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Our business model

The AA's highly trusted brand has been at the heart of allwe do for more
than 110 years

Itis supported by the values of courtesy, care, experhse, dynamism
and collaborabon by which we operate throughout our business
These values are powerful when applied to the strengths of the AA
which are our lugh quality people, innovative approach to what we
do, reliability indelivering our services, intellectual property,

the technology we bring to bear and our financial resources

The combination of our strengths, brand and values 1s what has enabled
us to continue to deliver the high standards of service to our Members,
customers and business partners

As wedeliver our strategy, we will strengthen the AA’s foundations
to become the UK's pre eminent Membership services organisation
and revolutiomse customer expenence Inaddition we will reduce
borrowings and the associated cost of interest

We are confident that the AA’s sirengths, our values and the
management's strategic priorhies will continue to reward the trust
and enhance the expertise at the heart of cur brand and services
Thereby we expect to increase value for shareholders

OURSTRATEGIC PRIORITIES
Strengthen Revolutionise Reduce Group
the AA foundations customer experience borrowings
to become the pre-eminent throughinvesting iInand and the associated
Membership services embracing new technologies interest costs
organisation inthe UK

==l O

We have beenrescuingmillions
of motonstsa year for more than
110 vyears Trustis further
enhanced by the contnbution
we make through the extensive
work of the AA Charitable Trust

We aimto generate shareholder
returns through bothincreased
share value and dvidends
Qurbusinessis ughly cash
generative, faciitating financial
deleveraging and return of
cashto shareholders

C-t_—_-._vv’_/;'

IMAGE REMOVED
Continued Increased Enhanced
trust shareholder value expertise

We ensure our employees, our
technology and our work with
regulators transforms us into
the pre-eminent Membership
services organisation i the UK

Transform the AA into the UK’s pre-eminent
Membership services organisation
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Executive Chairman’s
statement
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“In this past year, the first year of our
transformation, we have strengthened the
foundations of the AA and put In place the platform
which s allowing us to revolutionise customer
expertence. We have also substanhally reduced
the cost of borrowings. At the same time, we have
delivered results in line with expectations and
strong operational cash flow.

“With stronger foundations and the significant
potential we see across the business, we are
confident that our continued investment during
the 2017 financial year will build momentum
We expect to begin to realise the benefits of
this transformation in the 2018 financial year.

“The Board’s confidence in the business,
combined with the substantial reduction
in the annual cash interest costs achieved
by the refinancing, has led to the
recommendation of a total

dividend of 2p Inrespect of

the 2016 financial year.”

Bob Mackenzle
Executive Charman

FINANCIALHIGHLIGHTS

OURSTRONG FUNDAMENTALS

Intransforming the AA, we
are building on the strong
fundamentals of the business

High recurring revenues and
significant cash generation

Ahighly regarded and trusted
commercial brand

Clearleadershipin the stable
roadside assistance market

High levels ofretention
and loyalty among our
personal Members

Strong market positions
across ourrange of other
products and services

Anexperienced and
dedicated workforce

Trading EBITDA {excluding
business disposed of)

-3.3%

Basic EPS

1.0p

Adjusted basicEPS

23.2p

Revenue (excluding
business disposed of)

-0.4%

Cashconversion

101%

Dividend per share

9p

Insurance policies

10.2m 2.1m

Personal Members Business customers

excluding free memberships

3.7m 3.3m

Personal Members

Driving mstructors

2,574

/
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This has beenanother remarkable year for the AA inwhich we set out
our strategy to transform the business and have since made excellent
progress against this strategy

> We have reported results in line with expectations with strong
operational cash flow

>The transformation s firmly on track and early benefits are showing
in Roadside Assistance

>We have made significant strategic progress intaunching our inhouse
Insurance Underwnter, Financial Services parinership, our connected
carposthioning, and a JV inIndia

> Werefinanced our most expensive debt, lowering the cost of borrowings

»We paid our first intenm dividend and are now recommendeng the final
dividend inrespect of the 2016 financial year

Results inline with expectations and reflectinga robust performance
inRoadside Assistance

Therobust performance of Roadside Assistance, which represents 76%
of Group trading EBITDA, against a background of major transformation
reinforces our conviction Inthe potental of this business It grew revenue
1 8% andtrading EBITDA O 8%, reflecting not justits resilient business
model but cur successful execution of several strategic initiatives :nthe
first year of the transformation

Overall revenue, excluding the Glass business which we sold In
September 2015, reduced 0 4% to £963m This was theresuit of the
continued pressures in boththe Insurance Services and Driving Services
markets and the impact of the weaker Euro affecting conversion of the
results of the Ireland business This decline, as well as new |T operating
costs and a full year of PLC costs, together with the investment in
marketingand diagnostic technelogy offset both the positive performance
of Roadside Assistance and costreductions Asaresult, Group Trading
EBITDA, excluding the Glass business, reduced 3 3%to £415m,in Line
with expectations, and the EBITDA margin was consequently sightly
lower than lastyear at 43 1% (2015 44 4%)

Operational cash flow was strong and cash conversion before tax and
exceptional tems was 101% Net cash flow was £90m before dividends
the one-off costs of the refinancing and the purchase of cur own shares
for anemployee incentive programme This was achieved despite the
abnormally high level of capital expenditure relating to the transformation

Strategic achievements

We set out three strategic prionties at the time of our IPOIn June 2014
and in March 2015 we laid out the objectives and investment needed
todeliverthem The progressionof this programme 1s set out on pages
12and 13 of this report

We have made good progress in our first full year since the IPQ and are now
well on our way to turming the AA into the UK's pre-eminent Membership
services organisation, taking full advantage of digital opportunities

Qur strategic initiatives are covered on pages 14 to 19 of this report
The summary which follows gives a sense of the reach of cur ambution
andthe robustness of the business in responding tothese mitiatives

1. Qurfirst strategle priority is to strengthen the AA’s foundations to
become the pre-eminent Membership services organisationin the UK.
We have made a very good startinreversing the effect of years of
under-investment

>We are turning around the core Roadside Assistance business and
increasing personal Memberships We increased the retentionrate to
81% (from 79% last year) and the rate of decline in Roadside Assistance
personzl Members has significantly slowed to -2 6% year on year,
which compares with -4 5% last year Averageincome per Member
rose 4 4% to £141

> We are encouraged by the progress and future potential of the recently
launchedin house Insurance Underwriter and Financial Services
partnershipwith Bank of Ireland

> Atestament to the excellence of our services was winning the Lex
Autoleasing contract this year which helped drive a 6% Increasen
our business customers

2.Oursecond strategic priority isto revolutionise customer experience
throughinvesting in thebusiness and embracing new technologies

We are making Membership more valuable, modernising our operations
and becoming more efficient

}The transformation of IT systems s critical to strengthening the
foundations of the AA The marketing package of the new Customer
Relationship Management system (CRM), was launched in March,
ahead of plan The uploading of data wilt follow

ssauysNg Ing
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>The digital revolution at the AA s well underway The app1s now used
In 11% of personal Members' breakdowns, improving customer
experience andour efficiency Theimminent relaunch of the website
and launch of My AA, the online portat for Members, are essential in
modernising the business internally and from the perspective of
the customer

>We have invested in main media marketing with approximately
E10m directed to brand advertising This reinforced our marketing
developments, including new product architecture and rewards,
which are creating a stronger Membership proposition

>We have built on our long history of innovation in creating our
Intelematics Eurepe JV andlaunching Trakm8 telematics for
Fleet and Leasing customers, giving us a strong position for
connected cardevelopments

»We are making productivity improvements threughout the operations
and specifically inthe patrot force These are not gnly delivenng higher
service levels but will also lead to greater operationalefficiencies

> Operational and back office efficiencies have contributed to our cost
savings of £8mn the 2016 financial year Thisis part of at least £40m
net annualised savings, off the 2015 cost base, expected fromthe 2018
financial year

JOUBLLIZAOT |
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PROGRESSION OF THE TRANSFORMATION OF THEAA

) )

) )

E::;’}?,ﬁ,ii‘;‘f’;ﬁi tt:; at Yeart Year2 Year3 Year4
the tme of the IPO last year Streng'thenlng of Building momentum Realising the Delivenng growth
we set outthe details of this the AA's foundations for change transformation

strategy and now are reporting
onthe first phase of this
transformation
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Executive Chairman’s
statement continued

3 Thethird strategic priority Is to reduce Group borrowings andthe
associated Interest costs Through the refinancing completed in luly,
we reduced the annual cash cost of servicing our debt by more than
£45m Net debt was £2,809m at 31 January 2016, compared with
£2,967m at 31 January 2015 The refinancing also facilitated the future
payment of dividends which are discussed below

Organisationalchanges

We have made organisational changes to help direct focus on the
customer and simplify management structures The mamnappoaintments
areas follows

»Janet Connor Restructuring & Insurance Director, 1s accountable for
the Broking operation as the CEO of AAISL and the AA s programme
of restructuring and transformation

> Olly Kunc, Operations Director, 1s responsible for the operations of the AA

including patrols, deployment, callcentres and technical development

> Mike Lloyd, Commercial Director, i1s responsible for the Roadside
Assistance and Financial Services businesses as wellas the marketing,
digitaland public affairs functions for the AA

> Kirsty Lloyd-Jukes, Membership Services Director, 1s responsible for
the Motoring Services, Media and Driving School businesses as well as
leading the connected car strategy and Group strategy

Since the IPO, we have created a semor management team with the
appropriate skills to lead the cultural change whichis enabling the
transformation of the AA

The Board

There have been several changes to the Board during the year Margaret
Young resigned as Non-Executive Director and Nick Hewtt as Executive
Director, both for personalreasons

In October 2015, we appointed Suzy Willams as Non-Executive
Director and a member of the sk, remuneraticnand ngmination
committees Brand development is one of the key strategic objectives
of the transformation and Suzv's extensive experience with consumer-
facing companies and brands make her a major asset to the Board

Ithank John Leach, our Senior Independent Director, and the Board
for its commitment to and energetic support of the AA over the year

Corporate responsibility

Our values are courtesy, care, expertise, collaboration and dynamism
The most long-standing of these, courtesy, care and expertise, are the
values by whichwe serve our Members and our customers and can be
summed up by the wordresponsitility We are an organisation which
has held responsibility at the core of everything we have done for more
than110 years

The Board is proud of the way in which cur commitment to Corporate
Responsibility has developed and become more formalised While there
15 still some way to go in integrating it inte all levels of the business, it forms
a natural part of what we do every day

In our Corporate Responstbility report {pages 36 to 42) you will find details
of how we operate as aresponsible organisation Ouremployment
practices ensure that our people deliverthe service in the time-honoured
way which we are so famous forand so proud of Inour role at the roadside,
we consider it our responsibility to keep our own teams, our Members

and customers safe Of course Health & Safety goes beyond the roadside
and we maintain uigh standards throughout our operations We are
cormmitted to environmental responsibility and encourage it across

our properties and in allour activities Inadditien, our charitable work
reinforces our values and our role as the UK's pre-eminent motoring
organisation And it1s the AA Charitable Trust for Road Safety and the
Environment that sets us apart

Through the Trust, we have campaigned for the interests of motorists
as therr responsible’ champion, and created practical training
programmes for vulnerable drivers and other road users

This lses behind one of the AA’s proudest honours of the year the
appointment of Edmund King, who as AA President leads our public
posttioning, as an Officer of the Order of the British Empire in the

2016 New Year sHonours List for his services to road safety His letter
intreducing our Corporate Responsibility report can be found on
page 36

Dividend

Inwview of the AAN's business madel, which s characterised by strong cash
generation, our confidence in the transformation plans and the interest
cost savings facilitated by the refinancing, the Board (s recommending
the payment of a total dividend of 9 pence per share, iInrespect of the
2016 financialyear Thisincludes the intenm dividend of 3 S pence per
share which was paid on23 October 2015

The finaldividend of 5 S pence per share, subjecito approval at the AGM
on 9 June, willbe paid on 13 June to shareholders registered on 13 May
{(withthe ex-dividend date set for 12 May)

It remains our intentionto pursue a progressive dividend policy

AYEAR OF ACHIEVEMENTS

During the 2016 financial year we We havemadegood

strengthened the AA’s foundationsto  Progressinthefirst

rovide a platform for future growth ~ Phaseofthe

P b g transformation of
the AA, including
the upgrade of our
technology and

investment In
marketing and
brand advertising

There are early signs We improved the Curdigitalappis

oftheturn-aroundof  Membership now used in11% of

Roadside Assistance  proposition with perscnal Members’

with a slow down better products breakdowns and

in the decline of and rewards and we are bu:lding our

personal Members amore sophisticated position inconnected
approachtomarketing cartechnology
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Outlook

We have made a positive start to the 2017 financial year whichis the
second year of the transformation programme While we are building
momentum from the actions taken last year to strengthen the foundations
and revolutionise the business, the 2017 financial year will, as anticipated,
be another year ofinvestment

Based on the success of last year's advertising campaign and other
marketing actions, we willcontinue toinvest in brand marketing in the
2017 financial year We will continue toinvest in our products and
cannected car developments as previcusly outlined

A shift inthe phasing of the transformation capital expenditure results in
the investment of approximately E65mn the 2017 financial year following
lower than expected investment of £54m in 2016 The total willremain
unchanged at £128mover three years

We continue totarget cost savings off the 2015 cost base of at least
E£40m per annum fromthe 2019 financialyear Inthe 2017 financial year
we expect to increase savings compared withthe 2016 financial year

We expect reduction innet debtin the 2017 financial year to be relatively
modest Thereafter, as we revert to more normalised levels of capital
expenditure, we expect to accelerate deleveraging

Thankyoutothe AAteam

It has been an exacting year and the team at the AA has performed well
agamnst a backdrop of huge change Our strategy to transform the AA
would not succeed were It not for the positive athitude and sheer hard
work of our people in adapting to the cultural shift needed Modermising 1s
nesther easy nor comfortable and | am proud of the way in which our teams
have responded to what has been asked of them

The AAhasa clear direction of where we are going and how to get there
and we also have good leadershipin our management team Some real
successes achieved already give us cause for greater confidence
However, there 1s much stillto do, but lam confident that we are now
facing up to the challenges ahead and transforming this remarkable
company Intq something more retevant, stronger and more sustainable

GOVERNANCE OVERVIEW

IMAGE REMOVED

JohnLeach
Semior Independent Director (SID}

Inthis my second year as SID at the AA, lam pleasedto provide
testimony to our progress on corporate governance and reporting, in
line with the standards required for a Premium Listed public company

Given the combined posibion of Chuef Executive and Chairman, my role
as 51D has added significance and responsibilities to provide oversight
of our governance activities As part of this, | ensure that the correct
checksand balances are inplace to safeguard our decision-making
processes We have aclear division of the Board sresponsibiliies as
recommended by the FRC's UK Corporate Governance Code, and
further detal of this s found on pages SO t0 53

During the year, | led our first board performance evaluation, marking
another key milestone in our evolving governance arrangements
This included a formal opportunity to appraise the performance of
the Executive Chatrman, a key requirement of the Code inmeasunng
board effectiveness The results of the evaluation are discussed in
detailon page 60

As SID, 1 actively seek to develop the relationship between our Board
and shareholders | was delighted to invite our top 10 shareholders’
governance officers to meet Andrew Miller, Chairman of Audit
Committee, Mark Millar, Company Secretary and me to discuss

our governance in more depth

Lam willing to meet shareholders should they contact me through
the Company Secretary

lam privileged to support the work of Bob Mackenzie, the Executive
Chairman, and the Board and to protect the interests of the AA's

[ IMAGE REMOVED l shareholders and other stakeholders by ensunng that our governance
15 strong and effective

Bob Mackenzle
Executive Chairman I IMAGE REMOVEDJ
Wedelivered cost The AAwontheLex InJanuary 2016 we Welauncheda We refinanced The AAsfirst
savingsinthefirstofa Autoleasingcontract launchedaninsurance Financial Services reducingannuallsed  dividend was paid
three-year programme, forroadside assistance Underwritertocreate  partnershipwithBank netfinancecosts theintenm dividend
culminatingin bringing our overall amore sustainable of Ireland, building by E45m for the 2016 financial
annualisedsavingsof  share of business nsurance business 0N past successIn year The final dividend
atleast E40mfromthe customersto modeland take this market 1s recommended
2019 financial year around 60% advantage of our

strong brand and

understanding of
our Members’ needs
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The strategic journey

We have made good progressin the first yearof our
programme to transform the AAinto the UK’s pre-eminent
Membership services organisation, taking advantage of
the benefits of digital development

We set out three strategic priorities at the time of our IPO

in June 2014 and, in March last year, detailed the investment
that would be needed These are still the strategic priorities
which will deliver the transformation and the investment
requirements remain as previously set out

Our strateqic priorities:

Strengthenthe

AA’s foundations

to become the pre-eminent
Membership services
organisation inthe UK

Revolutionise
customer experience
through investingin
and embracing new
technologies

Reduce Group
borrowings

and the associated
interest costs

There s much stillto do,
butwe are confident that
we have put the foundations
inplace torealise our
ambitions for the AA

IMAGE REMOVED

The progression of
thetransformation
Isasfollows®

Year1
Strengthening
the foundations

In the 2016 financial year we strengthened the
AA’s foundations by focusing on and investing
in the fundamentals.

We began to modernise our IT systems,
recharge our brand, reinforce the excellence
of our service delivery and improve the
Membership proposition. In addition, we have
begun to build cur digital position both for the
benefit of personal Members and to develop
connected car telematics

We relaunched our Financial Services business
and established our Insurance Underwriter.

We also significantly reduced the cost of the
annual interest on borrowings and paid our
first dividend.
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IMAGE REMOVED

IMAGE REMCGVED

IMAGE REMOVED

building the momentum

> Year 2 (2017 financial year)
forchange

Year 3(2018 financialyear)
beginning to realise
the transformation

Year 4 (2019 financial year)
delivering growth

Asexpected thisis another year of
investment wath further sgnificant
capital expendrture related to the
transformation Allof this will create
momentum for the following year when
the benefits will begin to be reatsed
Inaddition the focus on productivity
and efficiency throughout the business
will continue to generate savings

We expect positive trends inrevenue
growth and cost savings to be clear
This will be the final year of our
transformation and associated capital
expenditure investments are expected
tobe muchlower thaninthe previous
twoyears Wewillstart toapply

our significant cash generation to
apregramme of deleveraging

Afterthree years of investment inthe
transformation we believe that the AA
will be strengthened and revolutionised
resultinginrevenue growth cost
savings enhanced profitabilty and
lowernet debt Thetransformation wilt
increase the value we deliverto our
Members customers and shareholders

On the following pages we explain the objectives
which will deliver the strategic priorities and the
progress achieved inyear one.
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Year 1 Strengthening
the foundations

Strengthen the AA’s
foundations to become
the pre-eminent
Membership services
organisation in the UK

Our strategy i1s to reverse the effect of years of
under-investment Delivery of the following four
objectives Is transforming the AA and the progress we
have made in the 2016 financial year Is set out here

I IMAGE REMOVED |

)

Grow the core Roadside
Assistance business by reversing
the declinein Membership and
increasing income per Member

Woe willachieve this by improving
the value and attractiveness of

our services, clarfying the benefits
of Membershipand, once the

new T systems are i, cross-selling
other products within our portfolio
to Members

Retentionup andthe declinein
Personal Members slowed
We are encouraged by the
improvement we have already
achieved in the first year of the
transformation, ahead of the
new ITimplementation

Retention, at 81%, s up two
percentage points on last year
and therate of decline in personal
Members has slowed to 2 6%
compared with 4 5% lastyear

We expect to arrestandreverse

the deciine in personal Membership
inthe medwumtermby increasing
retention of existing Members

and attractingnew Members

Theinvestmentinthe brand,
tughlighting the superionty of our
products and services, mproved
marketing and better retention
tools are all having the positive
effect we planned

2)

Evolvethe Insurance and Financial
Servicesbusiness modelsbased
on the strength of ourbrandand
the value we offerourcustomers

Launched ournsurance
Underwriter

The Insurance Underwriter was
launchedon 30 January 2016

Our first policies have beenwritten
based onour unigue data sources
enabling more effective pricing
ofrisk

The business benefits fromour
powerful brand, new IT systems
and an experienced management
team The Underwriter willinthally
focus on AAMembersand build
the business over the next few
years supported by a significant
level of reinsurance to mitigate nsk
This willadd animportant capability
tothe AA's portfolio of services
forMembers

Relaunched AA Financial Services
Werelaunched AA-branded
Financial Services through our
10-year exclusive arrangement
with Bank of Ireland (BOI UK} We
intend to rebuild our positicn ina
market which was previously highly
successful for the AA

By combining the marketing
strength of the AA with the financial
services expertise of BOI UK, the
business will offer financial services
and products, including credit
cards, loans, cash savings
{including ISAs)and mortgages,

to AAMembersaswellastothe
wider public
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Improve our business customer
positioning through partnerships,
underpinned by high service
levels,

Our leading positions in
business-to-business Roadside
Assistance for the Manufacturing,
Fleetand Leasing and Added Value
Accounts markets, lend scale to
our operations The strengthofour
relabonships withour manufacturer
partners and our share of more than
65% of that market provides us with
a platform for innovation across
theindustry

Record satisfactionlevels

from VWG

The scale and expertise of our
patrol force and the high standards
of service we deliver have resulted
inan excephonal record of service
with VWG achieving a customer
satisfaction rate of 95%

New contract with

Lex Autoleasing

Wewon the contract to provide
roadside assistance for Lex
Autoleasing, the UK's biggest
leasing company, adding
approxmately 280,000 vehicles
and 50 patrols to our own fleet
This helps the entire business as
scale s critical to mantaining high
service standards while optimising
costs This brings our overall share
of UK business customers to
approximately 60%

IMAGE REMOVED
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Capture opportunitiesinadjacent
sectors based onthe strength and
potential of the brand

This wilt becoame more important
inthe future and we ensure that all
we do supports that potential

Initial stepintothe potentially

very large Indian market
QOurexpertise, track recordin
innovation and strong business
partnerships lies behind the
creation of a joint venture inindia
with TVS Automobile Solutions
We expect to remain focused on
providing breakdown services
for the rapidly-growing business
segment of the market in which
our relationships with mutti-
nationatmanufacturersare
mutually beneficial
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Year 1Strengthening
the foundations

Revolutionise

customer experience
through investing in
and embracing new

technologies

In becoming the UK’s pre-eminent Membership
services orgarusation, we are revolutionising AA
customer experience This requires iInvestment
inour patrols, brand, IT systems and digital
capabilities We expect to make Membership
more attractive and valuable and to

generate savings

The three abjectives which will deliver this
strateqic priority and our progress inthe
2016 financial year are set out here

IMAGE REMOVED

)

Investinsystems, peopleand
processes tomprove our
customers’and Members’
experienceand our
operational efficiency

The IT transformation, which1s
critical to our strategy, 1Isontime
and budget

ITinfrastructure to support
ourback-office and call centre
systems s being transformed
This establishes a sound base
onwhich to build new operating
systems Itwillachieve greater
efficiency and smoother working
processes, resulting in lower
operating costs

The marketing package of the
new Customer Relatlonship
Manzgement system (CRM)
went live in March, ahead of plan
This enables more targeted,
personalised and relevant
marketing on amore finely-
segmented basis, reducing

the quantity while increasing
the speed and effectiveness of
communication

Theremainderofthe CRM will
follow, providing an integrated

platform for Members’ records and,
once ali the datas loaded, enabling

easter sales processes Thiswill
reduce time and costs for sales
and inour callcentres Itwillalso
result inasmoother customer
experience andfacilitate sales
across our product range

New technologyisimproving
the effectiveness of our patrols
They now have Bosch diagnostic
technology, smartphones and
tablets which improve despatch
efficiencies, give them critical
information ahead of and during
ajob and save time spenton
administration Thisis improving
repar rates, response times and
number of jobs done while offering
customers abetter service Plans
forthe 2017 financal year include
new battery testing equipment
totmprove the output and timing
of battery testing

Thelaunchof the universal

spare wheel willalso significantly
irnprove productivity and

benefit customers
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Deliver a step-changeinour
digital capability.

Our digital investment s improving
theattractivenessand efficiency
of our operations, products and
processes making them more
immediate, intuitive and relevant

The app s improving personal
Members’ experiences in
reporting breakdowns and
keeping track of patrols’ arrval
time This lowers the number of
calls handled by our call centre
and, as aresult, reduces costs
Theapp s now usedin 11% of
personal Members' breakdowns
and weareaimingtogrowthis

The firstreleaseof ‘My AA", the
new customers” online portal,
enables customers to viewand
manage thelr AA productsin
asingle profile, Thisis the first
building block of customer self-
service which will modernise

our interaction with Members
Weexpect My AAto deliver
savingsand increase online sales

The newwebsite will belaunched
In May, enhancing our enbne
commercial processes including
speeding up our abiity to update
Information and prices

The AAis pioneeringtheuse
of connected cartechnology.

In addition to the direct benefits

for drivers of monitoring safety,
security, logistics and drniving costs,
this technology will give the AA the
capability to improve prognostics,
dagnostics, accuracy of
deploymentand speed of repair
There s also potential for its use

by our Insurance Underwriter in
pricingnsk Developments recently
announced significantly strengthen
our ability toinnovate and take a
leading position in car connectivity

Intelematics Europe This joint
venture, analliance of market-
leading roadside assistance clubs,
has access to exesting solutions
which are tried, tested and widely
adopted n Australia and the USA
We will have reach and economies
of scale across multi-national
manufacturers at aninternational
level This will give us the ability

to leverage shared IP to deliver
sophisticated solutions

Trakm8 telematics for our Fleet
and Leasing customers, provided
by Trakm8, ourlong-standing
partner for our own patrol fleet,
enables driving styte, fuelusage
and location to be monitored
electromcally Inadditron, we can
combune telematics with roadside
assistance and other AA products

ssausngJnp
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Transform Membership, the brand
and ourcommercialmodelto
retain existing Members, attract
new Members and sell products
acrossallourbusinesses

We have done a great dealin

the first year of the transformation
to invigorate the value of
AAMembership

Insurer Hosted Pricing willenable
more frequentinsurance price
changes which our Underwnter
willtallor using enhanced data

We will offer Insurer Hosted
Pricing to our panelintime

This1s expected toimprove the
competitiveness of both our
Insurerand broking businesses

Our firstbrand advertising TV
campaign in eight years reinforced
our marketting approach and
highlighted the AA’s expertise

and product range

Impr::ver“nents t; tTae Mérl;ber;hfp
proposition include

>Animproved pricing model
ensuring our products are
more rationally tiered

> Added benefits for Members
inctude discounts atarange
of Mitchells & Butler outlets
(Harvester, Browns and
MNicholson’syand MOTO service
station discounts at Costa,
WH Smith, Burger Kingand M&S

>New services such as AA Tyres
and Automyze will reduce some
of the adminestrative burden
for motonsts

As the benefits of Membership
become clearer, the decline

In personal Membership of
the AA shouldreverse and

the sale of additional products
should increase
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Year 1Strengthening
the foundations

Reduce Group

borrowings

and the associated

interest costs

The AAis highly cash generative and
converts on average 100% of EBITDA 1o
operating cash flow We have very low
working capital requirements and low levels
of maintenance capital expenditure Ona
normalised basis after the transformation,
we expect to use our significant level of net
free cash to redeem debt and pay dividends

Reduced the cost
of borrowing

We made significant progress
inreducing the cost of borrowing
Inthe 2016 financial year Our
refinancing, announced in March
and completed inJuly, realised
the following

Reduced leverage taking Net Debt
EBITDA from 6 9x to 6 8x We
raised £199m of equrty and 1ssued
new bonds of £735m allowing the
repayment of the most expensive
elements ofthe debt, putinplace
by previous owners, and £209m
ofthe seniorterm facility

Reduced the annualised cost
ofcashinterestby £E45mby
repaying the 9 5% PIK notes,
redeeming the Group's high yield
9 5% Class B notesand 1ssuing
new Class B2 notesat5 5%

Facilitated our first dividends with
respect to the 2016 financial year
as therefinancing eased the criteria
governingdividend payments

This allowed us to commence our
progressive dividend policy a year
earlier than ongmnally planned The
Board recommended dividends in
respect of the 2016 financial year of
9p per share including the interim
dividend of 3 5p per share paid

in October 2015

Focus remainson
paying down debt

It remains a key strategic priority
toreduce group borrowings and
the associated cost of servicing
that debt

We expect relatively modest
reductoninnetdebt inthe 2017
financial year Thereafter, aswe
revert to more normalised levels
of capital expenditure, we expect
toaccelerate deleveraging

IMAGE REMOVED
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The financialimplications of

the transformation

Capital expenditure
When we set out the plan for the

was E128m over three yearsand
thisisunchanged However, the
phasing of that investment has
altered and we invested £54m
capital expenditure inthe 2016
financial year, below the level
expected due totiming of
payments around the year end

We expect toinvest approximately
£65m dunngthe 2017 financial year
and £9m inthe 2018 financial year

Once thetransformation s
complete, we expect to continue
toinvest approximately £40m
per year on maintenance capital
expenditure split between
vehicles {(approximately £20m
net of proceeds), IT systems
{approximately £10m)and
property and equipment
{approximately £10m)

Brand advertlsing investment
Based onthe success of the brand
transformation, we announcedthat  advertising during the past year,
thecapitalinvestmentrequiredfor  we continue to expect tonvest
the IT element of the transformation  approximately £10m per yearin
brand marketing As previously
stated, we also expect to make
addihonal investment into product
development such as connected
carand Automyze services,
whichwill significantly enhance
the Membership preposition

Operating costs
We expect incremental T
operational mamtenance cests,
rmainly compnsing fees and
licences, toamount to £8m
per year

We remain confident in our ability
toreduce costsand continue to
expect savingsto our 2015 cost
base of atleast £40m per year from
the 2019 financial year We made
savings In the 2016 financial year
of £8m which are largely related
te higher productivity throughout
the organisation, efficiencies in
our ¢all centres and back office
andinrationalising property
The cost to achieve these total
savingsis expected to be £45m
over three years
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Financial review

IMAGE REMOVED

“The year ending 31January 2016 was the first full
year of the transformation of the AA and our results
reflect the significant investment we are making in
the business, the early signs of progress and the
refinancing exercise undertaken during the year.”

Martin Clarke
Chief Financial Officer

| REVENUE
/ 2016 2015
£m £m
Rogdside Assistance 724 Fill
Indurance Services 131 142
nving Services 68 74
Ireland 38 39
Insurance Underwnting 2 1
Trading revenue 963 967
Revenue from business disposed of 10 17
Group revenue 973 984

Revenue was 0 4% lower at E963m compared with E967m last year
Thus excludes £10m (2015 £17m) of revenue relating to the windscreen
replacement business, sold in September 2015 Thedeclinemasksa
robust performance by Roadside Assistance, which grew revenue by
£13mor1 8%through bothimproved retention and increased average
Income per personal Member

Thisrobust performance by Roadside Assistance was offset by the E1'm
decline in Insurance Services revenue reflecting increased churnin motor
nsurance and the impact of resetting Financial Services business thraugh
thejoint venture with Bank of Ireland Driving Services’ revenue declined
as the number of franchise instructors continued to fall and the loss of
certain DriveTech police contracts in the year ended 31January 2015
flowed throughto reduce course numbers in the 2016 financial year
Ireland reported revenue declined as a result of adverse foreign exchange
movements, underlying revenue rose £3mon a constant currency basis
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TRADINGEBITDA | [FinancecosTs |

2016 2015 2016 2015

£m £m £m fm

Roadside Assistance 381 358 Intereston External Borrowings 159 2n

insurance Services 78 84  Finance charges payable under finance leases 7 4

Drmang Services 19 20 Penatties on early redemption of debt 52 3

Iretand 13 15  Double running mterest cost of Class B/B2 notes 19 -

Head Office costs {56) (48) Total cashfinance costs 247 218

Trading EBITDA 15 429

EBITDA from business disposed of - 1 Amgrhisation of debtissue fees 22 30

Group Trading EBITDA 415 430  Transferfromcash ftow hedge reserve 8 7
Trading EBITDA margin (%) 431 44 4  Netfinance expense ondefined benefit

pension schemes 12 )]

Trading EBITDA was £415m, £14m lower than the 2015 financial year Totalnon cash finance costs a2 48

Thedecline reflects the cost of our first brand advertising campaign for Total finance costs 289 266

eight years (E10m),the costs related to the full year effect of betng a public
company {anincremental £4m), the new IT fees and lcences (E4m for the
six month period), and the credit card run of f which benefitted the prior
period (E5m) We achieved cost savings of £8m and in addition, reduced
fees payable to motor msurance price comparison websites The Trading
EBITDA margin reduced from 44 4%to 43 1%

The increase in Head Office costs reflects the full year impact of public
company costs and the increase InIT costs mentioned above and also
the costs of opening the London office

OPERATING PROFIT |
2016 2015
£m Em
Group Trading EBITDA 415 430
ltems not allocated to a segment (18) (8)
Amortisation and depreciation (54) (48)
Exceptionalitems (38) (48)
Operating profit 305 326

The fall of £21m in operating profitis largely driven by the trading
performance of the business described above

The £10m increase in rtems not allocated to a segment ismade up of

a £6m ncrease in the difference between the cash contnbutions to the
penson scheme (that were set as part of the 2013 trnennial valuation)

and the calculated (as per IAS 19) annual service cost, and a E3mincrease
in the share based payments charge as more grants under the long term
ncentive schemes for staff and management were made

Amortisation and deprecration increased by £6m to £54m reflecting
the full year effect of the reclassification of Dnving School cars under
finance leases

Exceptionalitems fell from £48m to £38m as the pnor yearincluded very
substantial costs related to the IPO This was parbially offset by £22m of
costs associated with the business restructunng, a £5m loss on disposal
of the windscreenreplacement business, and, £4m associated with the
debt refinancing

The finance charge and associated cash flows were affected by the
refinancing This involved raising new equity andssuing new Class B2
notes torepay the remaining PIK notes, pay down £209m of bank debt
andrefinance the pre existing Class Bnotes The one off costs associated
with therefinancing are surmmanised as follows

I|MPACTOFREFINANCINGONINCOMESTATEMENT _I
£m
Accelerated amortisation of debt issue fees 18
Penalties on early redemption of debt 62
Double running interest costof Class B/B2 notes (see note 4) 19
Transfer from cashflow hedge reserve for extinguishment of cashflow
hedge {(see note 4) 8
Increase infinance costs 107
Transaction feesincluded in excephionalitems 4
Reduction in profit before tax m
Taxatthe effective rate of 23 5% (26)
Reduction in profit after tax 85
Impact of refinancing cost onbasic earnings per share 14 3p
[ IMPACT OF REFINANCING ONSTATEMENT OF CASH FLOWS |
£m
Issue of Share Capital 206
Issue costs onshareissuance [¢)]
Proceeds from borrowings (Class B2 notes} 735
Issue costs on borrowmngs {16)
Penalhes onearly redemption of debt 62)
Repayment ofbank loans (209)
Repayment of PIK notes {175)
Repayment of Class Bnotes (655)
Other costs of transaction included inexceptionalitems {4)
Double running interest cost of Class B/B2 notes (s¢e note 4) {19)
Net cash flows fromrefinancing {206)
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Financial Review
continued

Taxation

The tax charge for the year of £1imis made up of a current tax charge of
£10m and a deferred tax charge of £1m The currenttax chargeinctudes

a £E6m one-off current tax charge following a change of accounting pobicy
inthe Group’s UK subsidiary undertakings As these changes haveno
impact onthe overall Group accounting policies, there 1sa £6m credit
indeferred tax to offset the current tax charge

The deferred tax charge includes £7m due to the reduction in future
corporation tax rates announced by the Chancellor during the year, which
reduces the value of carried forward losses Excluding this, the Group
has an effective tax rate of 23 5% (2015 18 1%) The impact of the new
anh-avoidance legislation on the carried forward losses announced at
the same time as the reductionn corporate tax has also been considered
and itis not believed to have any impact on the usability of these losses in
future years

Profit and Earnings per Share

Profit after tax reduced by £E63mto £6m (2015 £69m)

Basic earrings per share reduced by 12 3p, from 13 3pto10p This
reduction is driven by the profit reductions discussed above combined
withthe increase of 52m shares 1ssued as part of the refinancing

Adjusted basic earnings per share were 23 2p with the lower costs of the
new capitzl structure largely offsetting the reduction in Trading EBITDA
andincreased depreciation and amortisation

We are required to hold segregated funds as “restricted cash™ in order

to satisfy regulatory requirements governing our Insurance Underwriting
business and Insh subsidianes These restricted cashbalances have
increased to £34m (2015 £24m) pnncipally representing the capital
requirements of our newinsurance underwriter, which commenced
trading on 30 January 2016 Overallrestncted cashbalancesreduced
from £43mto£34m as the pnor yearalsoincluded £19m held as PIK
note pre-funded interest that was released as part of the refinancing

CapitalManagement

The Group considers its capital to be a combination of net debt and equity
Asat 31 January 2016, net debt was £2 8bn while the equity market
capitalisabon was £1 8bn

The Drrectors seek to achieve an appropnate balance between the higher

return that s possible with borrowings and the advantages and security of
equity funding As setout on page 18 under our strategre priorities, we aim
toreduce both the amount of net debt and the cost of servicing it over time

Asahighly leveraged public company, our intentionis to repay debt
throughtrading cashflows to reduce overall gross berrowings This

1s akey mechum term focus for the business while maintaining our
competitive advantage through investment intechnology The other
strategic objectives are of equally high priority but require lower levels

of cash to deliver Giventhe strong cash generation ofthe business over
many years we do not have to trade these objectives off against each other
- we canachieve all these objectives over different strategic imeframes

The captal structure at 31January 2016 1s summarised below

Notwithstanding the reduction in Trading EBITDA, the favourable
movement in working capital of £12m, resulted incash flow from
operating activibes before exceptionalitems and taxincreasing from
E416mto £420m Having reviewed our presentation of proceeds from
sale of vehicles, this has beenrepresented as part of investing activities,
reducing cash converston to 101% (2015 97%)

The voluntary debt repayments descnbed above, combined with the
substantial IT capital expenditure spend resulted in a net cash outflow
forthe year of £136m {2015 cash inflow of £100m) The AA cash balance
has therefore reduced to £166m (2015 £302m), held n AAAmoney
market funds for easy access and high iquicity The £150m working
capital facility remains undrawn other than the £10m ancillary facility used
to 1ssue letters of credit to certain corporate insurance providers We do
not currently envisage needing to draw on the warking capital facility for
the foreseeable future

CASHFLOWANDLUIQUIDITY ]
w6 2015 | CAPITALSTRUCTURE
m
Group Trading EBITDA 415 430 ety date sty P e
Working capital 12 03)  Senior Term Facility 31 January 2019 436 454
Otheriterns @ ! ClassAlnotes 31 uly 2018 472 475
Cashflow from operating activities before excepticnal Class AZ notes N July 2025 6927 500
ttems and taxation 420 +e Class A3 notes 31July 2020 425 500
Excephionalitemsand taxpaid 9 G s agnotes 3 July 2019 378 250
Cash flow from investing actmities ) {16} |
Class B2 notes 3July 2022 550 735 ‘

Cashinflow fromissue of share capital 199 200 Ty —— 297 29014
Debt refinancing activities {382) {188} Finance lease :bhgaalons * 61
Interest on borrowings (178) {218) Cashand cash equvatents (166)
Cash flow from otherfinancing activities (85) (35) Totalnet debt 2800
Net hand cash lent 136 1 !

£1MCTEAsE N CasN ANCCAsN equvalen’s (136) 00 Equity(Valued at market close on 23 January 2016} 1,790
Cash conversion 101% 7% Totalcaptal 2,599

The weighted average interest rate for all borrowings of 4 87% has been calculated using the
effechiveinterest rateand carrying valueson 31 January 2016

Given the penalties associated with making early repayments of

the bonds we have 1Issued, we do not envisage making matenal veluntary
repayments of these at this stage The substanbal IT investment

(£128m over three years) will not only modernise the business, but also
substantially reduce the level of IT spend in subsequent years Oncethis
1s complete, we expect to resume normal levels of net capital expenditure
of approximately £40m per annum This, togetherwith very low

working capitat requirements will significantly improve free cash flow
We therefore expect to be able to make repayments to our senior term
facility over its remairung bfe before refinancing any residue at matunty
The existing Class A and Class B2 notes inissue will be refinanced at or
before ther expected matunity dates
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Net Debtand Dividends [ KEY CASHRELEASE METRICS || 1o
NETDEET 1 2016 2015 z
2016 2015 Net senior leverage {AA Intermediate Co Limited group)' 50x Six g,
Yearended 3 January £m fm  Excesscashflow? £204m £225m E
Senior Term Facility 454 663  Fixedcharge coverratio? 2 8x nfa E
Class Anotes 1,725 725 Consoldated netincome* £514m £356m
Less AAIntermediate CoLimited group Nate that the above tabie relates te the financial results of the AA Intermediate Co Limited group
cashand cash equivalents (94) (262) andtherefore may differ sightly tothose of the AA ple Group
Netsenor secured debt’ 2,085 2126 1 Ratioof Net Senior Secured Debt to Trading ERITDA of AA Intermediate Co Limited group
for the last 12 months. This excludes AA plc cash and cash equivatents.
Class B notes - 655
2 Cumulatve free cash flow since 1 Febiruary 2013 reduced by dindends and adjusted
Class B2 notes 735 - for items requived by the financing documents
Finance lease obligations 61 51 3 Ratiootfixed finance chargesto Trading EBITDA
Net debtexcluding PIK notes? 2,881 2,832 4 Cumulative profit after tax since 1May 2013 adjusted for tems required by the
PlKnates _ 75 Iinancingdocuments g
Less AA ple Group cash and cash equivalents? {72) {a0) Pensions 3
Qi
Total netdebt 2,809 2967 o
As at 31 January 2016 the defined benefit pension scheme net Llabilities o
Netdebt ratio® 68 sox E'® £296m, areduction of £138m since 31 January 25 This reduction
etaeblraie . X ®  Islargely duetothe increasein the corperate bond yields, which we are
Class Bleverage ratio 6 9x 66X  required to use as the discount rate for these abilities The most recent
Senwor leverage rahio® S 0x 4 9x  triennal valuation was carried out at 31March 2013, which showed a
deficit of E202m The next tnennialvaluation willbe carried out as at
Class A free cash flow debt service 39x 35x 31March2016 Preliminary indications suggest that the reductioninlong
Class B free cash flow debt service 2.4x 29y term gilt yields since 2013 wikl cause this deficit to increase, however the
final results will not be known for up to fifteen months after this date
1 Principalamaunts of the Senior Term Facllity and Class A notes less AA Intermediate
Co Limited group cashandcash equivalents Inthe meantime, the asset-backed funding scheme deficit reduchion =
2 Prnncipalamaunts of the Senior Term Facility Class Anotes Class B2natesandfinanceleases  contributionswillcontinue tobe pard These contributions were £13min by
less AAlntermediate Co Limitedgroup cashand cash equrvalents the 2016 financial year and willincrease annually by the rate of inflation §
3 Totalcash and cash equivalents for the Group excluding the vatue reported as the o
AAIntermediate Co Limited group cash and cash equivalents ;";
4 Ratio of Total Net Debt to Trading EBITDA for the last 12 manths &
5 Ratioof Net Debt excluding PIX notes to Trading EBIT DA for the last 12 months. I IMAGE REMOVEEU '3"
6 Ratio of Net Seruor Secured Debt to Trading EBITDA for the last 12 months ﬁ
Inorder to comply with the requirements of the Class A notes, we are MartinClarke “
required to maintain the Class A free cash flow to debt service ratioin Ctuef Financial Officer

excess of 1 35x The Class B2 notes require us to maintainthe Class B2
free cash flow to debt service ratio In excess of 1x

The Class Aand Class B2 notes also place restnctions on the Group's
ability to upstream cash from the key trading comparnies to pay external
dividends and finance activities unconstrained by the restrnictions
embedded in the financing documents

The Class A notes only permit the release of cash providing the serior
leverage ratro after payment s less than 5 Sx and providing thereis
sufficient excess cash flow to coverthe payment

The Class B2 note restnctions generally only permit the release of cash
providing the fixed charge cover ratio after paymentis morethan 2 1
and providing that the aggregate payments do not exceed 50% of the
accumulated consolidated net ncome
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Key performance
indicators

R

The AA has strong fundamental charactenstics (isted onpage 8

in the Executive Charrman's statement} These form the basis of the
transformation which we will deliver through the strategtc priorities
explained on pages 121019 The KPis betow reflect those fundamental
charactensticsand our progress inthe first year of the transformation
against the strategic prionties The performance underlying these KPis
15 explainedin the Financial Review on pages 20t0 29

Achieve strong financizal performance leading to the detivery of sustainable sharehotder returns

Key sirength
Strategic objective KPl Cefimtion Data Rernuneration
Highrecurring Trading The key measure of segmental performances £415m Annualcash
revenueandcash EBITDA considered to be Trading EBITDA being 3.3% bonus 70%
flow generation earnings before interest, tax, depreciation -3.3% based on
arising from strong and amortisation excluding exceptionalitems, Trading
Trading EBITDA items not allocated to a segment, discontinued EBITDA
operations and businesses held forsale Inthe IMAGE Remaining
current period items not allocated to a business REMOVED 30% subject
segment principzlly relate to the difference to Trading
between the cash contnbutions to the pension EBITDA
schemes for on-going service and the calculated underpin
annual service ¢cost and share-based payments
High cash flow Cash Net cashinflow from operating activities 101% -
generation conversion before tax and exceptional items dwided by +4ppt
Trading EBITDA PP
IMAGE
REMOVED
Reduce borrowings Leverage Ratio of net debtto Trading EBITDA for the last 6.8x Individual
12 months (see page 23) +1.4% ?bjectl;(t?)
. ‘or cash bonus
IMAGE for CFO
REMOVED
Reduce borrowings Interest Trading EBITDA divided by cash finance costs 2.2 Indinaduyat
andassoclated cover (see note 4) excluding any early repayment fees +10% objective
Interest costs 1 for cash bonus
IMAGE for CFO
REMOVED
Create shareholder value
Shareholder value Total Totalshareholder returnrepresentsthechange  19% Long Term
Shareholder  n closing value of ashare held from the IPO Incentive
Return (%) to 31 January 2016 plus the value of any Plans share
dividends paid duning that penod Thishas performance
been measured using the share price onimbial condition

admissionof £2 50
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Irstrengthen the AA as the pre-eminent motoring services organisationinthe UK and revolutionlse customer experience

Key strength
Strategic objective KPI Definiticn Data Remuneration
Market leaderin Personal Number of personal Members 3.7m Individual
roadslde assistance Members atthe penodend 9%, criteria of
{millions) -2.6 Bonus of
IMAGE Executive
JUOUU T . e e Chairman
Number of personal Members 3.3m REMOVED
excluding free Memberships 1.8%
at the periodend =l
Bustn“ewsms" Number of b"u:slnes;custor;ers 10.2m -
customers atthe periodend 0
{millions) +6.0% IMAGE
REMOVED
Aver“a\ge Averageincome per o £14'|“ ) Indinaidual )
income personal Member o, criteria of
+4.4% Bonus of
Executive
: IMAGE Chairrman
Average Income per £156 REMOVED
personal Members excluding 0,
free Memberships +4.0%
Average mcorr;;" per ) o £18 ) -
busmess customer 5.3%
IMAGE
REMOVED
Strong market Insurance Total policies sold inthe 2.1m -
positionsin policies last 12 months excluding 41%
othersegments (millions} business customers within el
Home Services IMAGE
REMOVED
Framnchlsed Numt;erof—drlvmg scho;l 2’574 - i
driving instructors at the period end
instructors -3.6%
IMAGE
REMOVED
Scaleandbarrlers Patrols Number of employees inthe 2’881 -
toentry UK that attended breakdowns -6.5%
IMAGE
REMOVED
Breaul-cuéjg\;ns Num—berof—— —_3.45 - -
attended breakdowns attended 0,
{milbons) -2.9% IMAGE
REMOVED

ssaUISNg JNO
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Performance

Roadside
Assistance

&

IMAGE
REMOVED

Roadside assistance responded well
to the nvestment in the transformation,
growing revenue 1.8% and Trading

EBITDAO 8%
Revenue(%ofGrowp) ~ TradingEBIDAGGofGrop)
IMAGE IMAGE
REMOVED REMOVED

Revenue excluding businessdisposedof  Personal Members

£724mM e7nmy 3.7M z.8m)

Trading EBITDA excluding business Average income per personal Member

disposed of
£361Im (E358m) £141 (£135)
Trading EBITDA margin ll:e:so:al l:l;mbers excluding free
o emberships
49.9 /O (50.4%) 3. 3 m (3.4m)
Breakdowns attended Average income per personal Member

excluding free Memberships)

3.4m izsm) £156 (c150)

Business Customers

10.2m (9.6m)

Averageincome per business customer

£18 1o

1 excluding Head Office costs

Headlines

» Income per personal Member rose 4 4%, retention rate rose to 81%
and the rate of decline in personal Membership slowed

YRetained business coniracts with Northgate and Toyota, extended
contract with Vauxhall and won a new contract with Lex Autoleasing

> Rolted out new diagnostic and communications technology to patrols
resulting iInsignificant improvements to customer service and efficiency,
increasingthereparrrate to 82%

»Awarded Which? Recommended Provider status for both consumer and
AA-provided manufacturer breakdown cover for the 10th year inarow

Overview

Roadside Assistance performance isdnven by our highly valued personal
Memberbase However, business customers provide close to half thejobs
for the patrol force, suppaorting the scale of our operations which s erittcal
to our success

Roadside Assistance also Iincludes additional services such as vehicle
inspections, tyre fithng and publishing Collectively these businesses
generate approximately £7m of Trading EBITDA

In September 2015 we completed the dispesal of our mobile windscreen
repair business, AA Glass, and prior year figures are restated

Financlal performance

Roadside Assistance revenue grew 18% to £724m, driven by theincrease
inincome per Member, iImproved retention rates and a full year impact
from the Valkswagon Group contract, launchedin June 2014 We have
slowed the rate of decling of personal Members to -2 6% {to 3,673k) versus
adecline of -4 5% last year Average income per persaonal Member rose

4 4% compared with arise of 71%tn the prior year Itremains our intention
tolimit price increases

We have ceasedto give away free Memberships toinsurance customers,
and excluding these free Memberships, we have 3,331k personal Members
Therate of decline in this categoryis slower at -1 8%(-5 2% last year)
demonstrabing the greater value Membership holds for those who pay for it
The broader Membership base which includes joint and family Members
was 4,712k Members, compared with 4,773k last year Thiswider category
represents the potential reach of cross-selling opporturities which the new
CRM systemwillenable ustoaddress

During the year our retention rate reached 81% compared with 79% last year
This reflects the positive impact of enhancements to our product offering,
pricing, nvestment i advertising and training at our call centresmcluding
particularly the Stay AA programme We are receiving fewerincoming calls
frorn Members requesting a review of their cover and our Stay AAteam s
retarning more of those whe call at lower discounts, largely owing to better
product communicatton Revenue from new Members was broadly flat

Inthe business-to-business segment we grew revenue with a 6% increase
in customers driven by retention of contracts with Northgate and Toyota,
the extension of our contract with Vauxhall, and winning the Lex Autoleasing
contract which started in January 2016 The increase incustomer numbers
offset a lower average income per business customer resulting from the first
full year effect of the Lloyds contract which we retained in March 2015

Trading EBITDA ncreased by £3m to £361m, mostly from the improvement
inrevenue and cost savings generated by efficiencies inthe patrolt force
andcall centres Trading EBITDA margin however decreased from 50 4%
to 49 9% due to the investment inbrand marketing of approximately £10m
and new technology for the patrols as part of the transformatron

Financial review[p20
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Performance

Insurance

Services
(including Financial Services)

ft

IMAGE
REMOVED

As expected revenue and
Trading EBITDA were lower than
last year reflecting the competitive

market conditions

Revenue (% of Group) Trading EBITDA {% of Group}

IMAGE IMAGE
REMOVED REMOVED

Revenue Policy numbers

£131M ¢azmy 2.1M 22m)

Trading EBITDA Averageincome per policy

£78m (E84m) £63 (£66)

TFrading EBITRA margin

59.5% (s9.2%)

1 excluding Head Office costs

Headlines

) Policy numbers and income per pobicy were adversely affected
by challenging market conditions and as a result revenue s lower

» Profitability maintained due to reduced aggregator spend and cost
efficienciesincall centres

»Launched our financial services partnership with the Bank of Ireland
in July

> Launched our inhouse insurance underwriter in January

»QOur core products of motor and home insurance again achieved the
top award, a five-star rating, from Defagto the independent researcher
of financial products

Overview

We arranged 2 Tm policies last year for motor insurance, homeinsurance
and Home Services providing emergency repairs to bailers, heating
systems and other domestic installations

We launched our financial services partnership with the Bank of Ireland
through which the AA offers a range of savings, loans and credit cards
By building on along history of AA financial services, and developing
products highly relevant to our Members, we will further enhance our
Membership proposition

The introduction of new operating systems and products into Home
Services prepares the ground for the many opportunities we seein
that market

We also launched our Insurance Underwniter in January to participate
onthe AA's motor insurance panel. This will enable us to use our
understanding of our Members in pncing the risk of providing insurance
for them

Financial performance

The declineinInsurance Servicesrevenue, to £131m, reflected the 4 1%
decline in policy numbers This was due to higher motor prermiums, which
drove increased customer churn, as well as a decrease in motor ancillary
income, and reflected our focus on profitability over volumes

Trading EBITDA, of £78m, reftected this dectne and the creditcardrun
off from the legacy financial services business which benefitted the prior
year results by £5m However improvements tn efficiency within our
contact centres and lower markeling spend on aggregators helped ofiset
these adverse effects and trading EBITDA margin was higher than last
year at 59 5% (59 2%)

Flnancialrevlew
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Performance
Driving
Services

IMAGE
REMOVED

Driving Services reported a reduction

In revenue and Trading EBITDA largely
reflecting the lower number of driving

instructor franchises and fewer Police
contracts in the prior year

e

27.9% 27.0%

1 excluding Head OffiLe costs

Revenue (% of Group) Trading EBITDA (% of Group)
IMAGE IMAGE

REMOVED REMOVED

Revenue Driving instructors

£68m 74m 2,574 (2,670)

Trading EBITDA

£19m (E20m)

Trading EBITDAmargin

Headlines

»Driving school franchisee numbers and Police speed awareness
courses downas a result of the prior year reduction in Police contracts

»We protected profitability by efficiency savings

>We are reviewing these businesses with astrategy to embed the
Driving Schools more effectively into our roadside assistance and
insurance senvices product offerings

Overview

Thuis division compnises Driving Schools and DriveTech Throughthe
AAand BSM brands the AA s the largest driving schoolinthe UK and
DriveTech s the market leader in providing speed awareness courses
for Police forces in the UK and fleet traning services

Since the yearend, we have aligned Driving Schools more effectively
with our Roadside Assistance business This should enable usto take
advantage of its strong brand and leading position toencourage
relationships with potential Members at an earlier stage intheir
experience as motorists

Financial performance

Dnving Services revenue declined by £E6mto £68m due to lower
volumes in both Driving Schools and DriveTech

Whilst the overall number of people learming to dnve in the market
increased, Driving School revenue declined inine with the 3 6% fallin
the number of franchised instructers The continued buoyancy of the
market has led to many instructors becoming independent We are
revamping the proposition for AA driving instructors and clanfying the
advantages tolearner drivers of association with the AA brand

InDriveTech, revenue was affected by a decline in speed awareness
courses following the loss of two contracts in the prior year

Driving Services trading EBITDA was lower than last year, a result of
this fall inrevenue, although the decline was partly offset by the full year
benefit of the reclassification of the vehicle leasing contracts

Financial revlew
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Performance

Ireland

IMAGE
REMOVED

Reported results for Ireland were
adversely affected by the weakness
of the Euro. Ona constant currency
basis revenue rose 8% and Trading
EBITDAwasflat

—

Revenue (% of Group) Trading EBITDA (% of Group)'
IMAGE IMAGE
REMOVED REMOVED
Revenue Persanal Members
£38m (E39m) 128,000
(119,000)
Trading EBITDA Insurance policy numbers
£13m (E15m) 185,000
Trading EBITDA margin (178’000)

34-2% (38.5%)

1 excluding Head Office costs

Headlines

YRoadside personal Membership numbers up 8% as aresult
of strong retention and enhanced cross selling

»Motor insurance retention improved despite inflationary
pricing enviconment

> This drove an 8% ncrease in revenue on an underlying constant
currency basis

YEBITDA was flat on a constant currency basis

> The weakness of the Euro affected reported results

Overview

ssaUSNg IO

20URLLIDLIA IND

AAireland s one of Ireland’s leading consumer services businesses,
providing insurance and breakdown cover

Financial performance

Revenue declined by 3%to £38m compared to the pnor period due
to adverse foreign exchange movements Onaconstant currency
basis, revenue rose by £3m (8%) and all products contributed tothis
strong performance

Personal Membersincreased by 8%, reflecting a 12% growth in new
business volumes and continued strong retention The 4% increase
ininsurance pelicy numbers was driven by good performancen
motor insurance with retention rates strong despite aninflationary
pricing envi ronment

Trading EBITDA on a constant currency basis was flat, with higher
revenue offset by hrgher marketingand staff costs However reported
Trading EBITDA declined by £2mto £13mas aresult of the foreign
exchange movements

Flnancialreview
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Risk Management

—_—

Effective nsk management
is key to the delivery of the
AA strategic objectives

AA Risk Management Framework

Risk Registers

Our Risk Management Framework Policy
requires all areas of the business to maintain
anskregister which s to be reviewed at

least quarterly Each senior member of the
Management team has his/her own set of
“Top Risks” which are reviewed each month
Risks from this “bottom up” nsk identification
exercise are linked to the principal risks
identified by the PLC Board

Incidents and Near Misses

Antmportant part of the risk framework is

the identfication and reporting of Incidents and
near misses which help inform our assessment
of nsk and helps heghlight areas for control
improvement actions

Key Risk Indicators

The Risk Management framework s also
supported by key risk indicator management
informatien (M1) This is used to momitor the
position against our desired nsk exposure and
to monitor trends and changing factors enabling
us to take early corrective action

Control Verification

The operation and reporting of management
"snap checks” (controleffectiveness tests)
and quarterly self-certification by risk
register gwners that the risk management
framework has been operated for their area
of the business helps underpin the Risk
Management framework

Princlpal Risks

The Directors have carried cut a robust
assessment of the Pnincipal Risks facing the
Group, including those that would threaten

its business model, future performance,
solvency ortquidity Inputs to the assessment
include the strategic objectives of the AA,
internal and external factors, and the nsks
identified by management These principal nisks
have been monitored and updated by the PLC
Risk Committee durning the year Thesensksare
detailed below together with the key mitigating
achons/controls, a summary of changes during
the year and the primary key performance
indicators (KPIs)

Risk Appetite

The nsk appetite for the AA1s documented
and approved by the PLC Board The AA's Risk
Appetite framework policy defines the amount
of nsk the organisation 1s willing to takein
achieving Its strategic objectives

The AA brand and the poesitive perception

and promotion of the AA brand are key to the
continuing success of the AA The Group
therefore seeks to mitigate or avoid nsks which
may have a negative impact onthe brand

Many of the AA's activities relate to successiully
managing togistics - roadside repair and
recovery, arranging suitabte insurance and
financial products Our customers trust

us to source/provide products and services
which deliver desirable customer outcomes

The AA relies on a number of business partners
and believes they should be farrly treated and
that the AA should ensure that these partners
provide services and products of a suitable
standard to both the AA and AA Members

With our heritage as a membership organisation,
we have a strong sense of customer fairness

and therefore seek to avoid potential conduct
nsk, unethical behaviours and unfair

customer outcomes

The AAwillaccept aconsidered and balanced
expasure to nsks in order to acquire, grow or
defend market share

The AAhas a zero appetite for systemic
non-compliance with Legal and
Regulatory requirerments

We are exposed to movements in the market
value of assets {particularly asset valuesinthe
Pension Fund)and interest rates on a proportion
of our debt We do not take market risksfor
reward and use appropriate risk management
techniques to reduce the effects of market nsk
onthe Group including interest rate hedging

The AAseeks to obtain the best avarlable return
onits cash commensurate with taking very little
nisk and minimisting credit risk exposure to any
one particularinstitution and by maintaining a
balanced investment portfolio

The AA seeks toensure that sufficient lquidity
15 always avalable to meet the immediate
requirements of the Group

Revised business risk reporting has been
putin place totrack better the position against
nsk appetite
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Risk Model

The AA uses a bullseye nsk model to guide
the businessinthe identification of nsks to the
organisation This considers core, transitional,
strateqicand hornzen/emergingrisks

>CoreRisks The risks that are adaily part of
our business activities (business as usual
risks) They may be constant or may be
evolving gver time

> Transltional Risks The risksthat are present
as aresult of imitiating and making changes

) Strategic Risks Any risk that may
adversely impact upon the delivery of
astrategic objective

> ‘Horizon' {or Emerging) Risks New/potential
threats or opportunibies that weneed to
prepare for {These are also considered
as part of the strategy and three year
planning process )

IMAGE REMOVED

Three Lines of Defence

‘The Company practices the “three lines of
defence™ model in embedding nsk management
capability across the organisation The model
distinguishes between functions that own and
manage risks, functions overseeing nsks and
functions providing independent assurance
Allthree lnes of defence have specific tasks

in the internat control governance framework
Inthis model, nsk management and controlis
thefirst ine, oversight challenge is the second
and independent assuranceis the third

Control Assurance Map

Our control assurance map takes information
from the nisk and control output of the first ine
of defence to highlight the most significant nsks
and toindicate any areas where controls are
not operating effectively or there have been
niskincidents The map alsocontainsthe
principal nsksidentified by the Board Ontothis
we map the second line - Compliance and Risk
Monitoring - and third line - Internal Audit -
assurance activity for the current year, prior
year and year ahead to provide a view on the
coverage of these assignments as wellasthe
ratings of those assignments that have been
caompleted Thisis designed to help ensure the
assurance plans cover the appropriate areas
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Risk Management
continued
PRINCIPALRISK DESCRIPTION MITIGATING ACTIONS/CONTROLS
1. Qutstanding Service The AA's brand and its continued success We willcontinue to maintain and protect the ability of our patrols
rely ondelivenng outstanding senvsice at to deliver excellent customer service by providing therm with better
Weare unable to maintain an outstanding afairprice Thelack of any significant information delivered through enhanced IT systems and connectiity
serviceatafar pnce investmentinlT processesand systems

Related Strategic Objectives inrecent years will if not addressed impact

>Investinsystems people & processes

level our Members expect

>TransformMembership, the brand and
cur commercial medel

»Delver a step-change inour
digitalcapability

2 Roadside Market Share and Margin Competitors that provide roadside services

at alower price together with changesincar

technotogy threaten our roadside revenues

We are unable to maintawn our market share
and gross margin on cur roadside services
that we deliver aconsistent supenor level

Related Strategic Objectives
of service and ensure our pncing rematns
»Transform Membership the brandand competitive for the services we deliver
our commercialmodel

»Continue to develop the core Roadside
Assistance business viainnovation
and optimisation

We may be unable to develop 2nd grow
new profitable business products andlines
that complement the customer expenence
and which demonstrate standards and
values that underly our core brang

3 Growing the business

We are unable to grow the businessin
amanner that complements and sustains
thebrand

Related Strategic Objectives

>Capture opportunities inadjacent sectors
using the brand

The further growth of pnce companson
sites may continue to transfer value from
our insurance broking business

4 Insurance Business

Broker (AAIS) aggregators and price
companson sites will further damage
the insurance brokermodel There are nsks of higher thanexpected
claims frequency higher average cost
Insurer {AAUICL) higher thananbicipated per clamand catastrephic claims

clarms costs
Related Strategic Objective

>Evolve the Insurance and Financial Services

business models
The changing regulatory environment
could cause currently compliant services
to become non-complant with material
implications to customer offenngs pricing
and profitability

S Regulatory Environment

Achanging regulatory environment
may adversety affect ouractivities

Related Strategic Objective

> Evolve thelnsurance and Financial Serwvices
business models

could result in substantal fines

Changes i Government legistation or
taxation could impact the business model

on our continued abitity to deliver the service

This requires us to demonstrate more clearly

Failure to comply with regulatory obligations

We willenhance ourmarketing and increase the extent of our customer
engagement to demonstrate the value of our Membership offenngs

On going monitoring of complaints press reports and social media
informs our service offenngs

The IT transformation programeme we are undertaking willenable us

to improve our overall contact with customers matenally consolbdating
disparate custormer data and informaticn systems, enhancing cur digital
offerings and improving further our roadside response

We are developing and expanding existing added value products
and services which wall enhance our Membership experience and
enable usto be more active In demonstrating the relative benefit of
our service levels

Programmes of mmediate and long term inthiatives are being undertaken
tounderstand 1ssues and dnve lower costs

We continue to pursue new opportunities that complement our
corebrand We are developing new protocols enhanced database
management and strengthened compliance and nsk functions
toensurethat we consistently deliver good products and good

customer cutcomes

We are using our strengths inthe brand, channels and data to mitigate
this nsk We are buillding new capability that should enable us to provide
acompebtive response to these intermediary sites

Best practice s deployed to manage claims frequency, development
& costs The solvency structure plus excess of loss reinsurancers used
to help protect us against costly individual claims

Close engagementwithregulatory objectives 1s coupled with good
governance and strong monitonng processes to ensure thai we
continueto focus on delivenng products and services that result in
good customer outcomes

QOur Regulatory and Legal Change Commuttee tracks forthcoming
changes and advises the business on changesrequired
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compete inthe insurance market place

We are continuing to wnprove our website TheAA comto encourage new
business via this important channel

We are strengthening direct to Member marketing

Cur new in house underwniter launched in January 2016 becoming
amemberof our Broking panet Reinsurance was putinplace tomibgate
the new underwnting nsks this introduced tothe Group

@ >Insurance policies

has not changed durning the year the launch
of ourin house insurer should help to mitigate
the nsks to our insurance business in due
course reducing the present highimpact

and liketihood

Thisis anew Prncipal Risk Without NEW
retnsurance and best practice inclaims

handling the potential impact would be

high We have putinplace processesto

reduce both the potentialimpact and the

tiketihood of this nsk occurnng

Key developments in the regulatory landscape include the FCA policy

statement onadditionat optional products( add ons’)and their consultation

paper on the disclosure of last year s pnce inrenewal inwitations
The AA Legislative and Regutatory Change Heat Map and Radar used to

monitar this type of nsk has been enhanced and relaunched dunng the 2016
financial year This helps ensure that wedentify propesed changes in the legal
environment early on and have the opportunity to take partin consultations

on the proposals and where appropnate lobby for changes Italsoensures we

prepare townplement required changes on atimely basis

The Government has announced two Increases toinsurance premium tax

(“IPT")insucceeding budget statements

Theregulatory environment is expected
tocontinue to be dynamic with a continuing
programme of regulatory inthatives These
additional requirements may drive further
commoditisation into the market at the
expense of supenor service differenbation

©

Continued increases in IPT couldrmake
nsurance products including Roadside
Assistance less affordable for our customers

Key- Impact, Likelihood and Trend o
@ Impreved since last year g
@ Same as last year E
() Deteriorating position v
CHANGEINTHEYEAR IMPACT, LIKELIHOODAND TREND PRIMARY KPIS a
(SEEPAGES 24 AND 25) E;é
improved diagnostic equipment has been rolled out to the Patrol force vans Delivenngoutstanding service ata fair price @ > Patrols g-
upgraded,and amult fit spare wheelputinplace All these initiatives help 1s fundamental to our future and our brand 3 Breakdowns attended 3
improve the service to Members and reduce fix ime and improve fix rates Theimpact of fatture would be very high d owns attendle &
The new improved AA App has beenlaunched More detaills onthese and Theachons we have takenin thelast year 1]
otherimtiatives can be found on pages 12-19 and have planned for the future have
The AA brand marketing campaigns have been substantially extended to significantly reduced the probability of
this sk crystallising
demonstrate the AA s service promise
We have continued to win and retasn contracts and increased market share Theimpactof competiion on our roadside »Personal Members o
inthe important B2B8 Roadside market business could be bighif continuous 3 Business customer aumbers 2
AL off
Following a successful pilot in March and Apnl 2015, we launched a new improvementis not made tothe AA offering %
While we have taken a number of actions ¥Patrols 5
product called Basic Breakdown Cover in September The product s designed 5
dunng the year to help mitigate this risk we 2
tomeet the needs of custamers only locking for alow cost stnppedback > Breakdowns attended ©
believe gverall the nskremains unchangeg
product, and at the same bme allows us to continue to promote the benefits
of fullmembership
Dunng the year the AA entered into partnerships for several proposed new
ventures in connected car technology (Seepagel?)
The A& launched a new partnership with Bank of Ireland UK who willnow Thewrnmediate impacts low asthis iIsmore @ >Perscnal Members
provide most of the AA's non insurance related Financial Services praducts along term matter While steps have been 3 n "
India Roadside Assistance Jaint Vent dwith TVS it taken to growthe business (t1s too early to nsurance policies
ndia Roadside Assistance Jaint Venture signed wi nJuly be abile to tell with certamty ifthis nsk has 3Trading EBITDA .
Autornyze has been launched aninnovative onling platform which allows now reduced n
motensts to manage everything to do with car ownership securely online 3 Total Shareholder Return E
and for free 3
&
The new AA Garage Guide connects motorists with great local garages, I
and allows them to book ontine for alltheir servicing mantenance and 21
reparr needs g
[, - e P R - e e e e e — e e e e 2
We have launched our in house underwnter which willallow us te better The competitive threat from aggregators %
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PRINCIPAL RISK

DESCRIPTION

MITIGATING ACTIONS/CONTROLS

6 Business Transformation

We are unable to successfully complete
the essential business transformation

Related Strategic Objective

>Investinsystems peopleand processes

7.IT Transformation

We are unable tosuccessfully deliver
the essenbial IT transformation requwed

Related Strategic Objectives
>Investinsystems people and processes

»Deliver a step-change inour
digitalcapability

8 Debt

The AA1s a highly leveraged company with
asubstantialpension fund, currently in deficit
Related Strategic Objective

»Reduce Group borrowings and the
associated interest costs

9.Information Security/CyberCnme

Related Strategic Objectives
>Invest insystemns people and processes

>Debiver astep change inour
digifal capatality

Weneedtoconbnuetodevelop

new management processes toachieve
the transformation required to develop
the business

An essential programme of renewal and
enhancement of our I T estates 15 1n progress
to address the risks te our brand and our
competitive capability Itisextensive and
tnvelves a complex programme of work
overthe next 6to12months Giventhe
scale and complaxity, the programme
involves inherent nsks to the timely

debvery of thismplementation

The Company 1sunable to repay or refinance
itsdebt at anacceptable price

The Cempany has alarge pension scheme,
currently in deficit whose assetsand
oblgations are subject to future vanation
frominvestmentreturns, longevity and
othersimilar factors

Critical information s not available where
and when it isneeded The integrity of
cnticalinformation 1s corrupted or the
confidentiality of commercially sensitive
private or customer informationig
compromised by inappropnate disclosure

Anaccelerated business transformation programme s underway
torecruit develop and retain the required talent and enhance extsting
systemns and management processes ‘We have a talent management
modelwhich we use Where gaps areidentified, development andfor
recruitment interventions are put inplace

The management team is dnwing the overall programme supported
by our nsk management processes

ThelT transfarmation 1s being led by executives witha proventrack
record of IT delivery Itis generally using proven technologies and
where possible s being implemented and rolled out in discrete stages

Progressis overseen by the IT & Digital Transfermation Steenng Group

We have strong recurnng cash flows which suppori the current capital
structure, and which wilt enable us toreduce leverage over time inline
withour stated strategy

The AA pension scheme I1s supported by a company covenant and the
assets and obligations of the schemne are kept under review

The AA has an ongoing programme of secunty improvements to try

and maintain a suitable tevelof secunty for the increasingly sophisticated
word wide cyberthreats Controls:nclude infermation secenty
awarenesstramming preventative and detective secunty aspecialist
information secunity team and information secunty requrements being
includedin third party arrangements

The AAbenchmarks its secunty controls against the Center for
Protechon of National Infrastructure (CPNI) and associated Cntical
Secunty Controls (CSC)

Further information onfinancialrisk management objectives and policies,
including market, credit and liguichty nsks 1s included in note 26 of the
financial statements Details onthe Group’s strategic objectivesare
included on pagest2to19
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externalspecialists

Viability statement

The Board has assessed the prospects of the Company inthe context

of the pnncipal nisks disclosed above andinthe light of the current financial
positton of the Group This assessment was considered in the context of
the Group's strategic planning over a penod of three years from February
2016 The Directors considered a number of potential downside scenarics
tothe Group’s plan These related to the Pnncipal Risks on a scale of the
potentialimpact based on the probability of occurrence

The ability of the Group to refinance its debt on the vanous expected
maturity dates (as disclosed in note 18) 1s a key assumption within this
assessment The Directors believe that, giventhe high Liguidity of the
sterling bond markets and the strong cash flows of the business, the
likelihood of an inability to refinance s very low

As ahighly leveraged business, the Group 15 subject to loan covenants
as well as the broader requirement to pay labilities when they fall due

The plan and downside scenarios were therefore assessed both inthe
context of making payments and meeting loan covenants and the business
remained comfortably able to make payrments and comply with covenants
over the forecast penod

Finally the Board considered what level of stress would cause the
business viability to be put into question by means of a reverse stress
test Thisindicated that the viability of the business would be threatened
by an unexpected cash outflow of c£300m duning the 2017 financial year,
rising to 1n excess of ES00mn the 2019 financial year The Directors

felt it unlikely that an unexpected outflow of this magritude would occur

Having considered all these elements of the assessment carefully

the Board has areasonable expectation that the business willcontinue
inoperationand meet its labilities as they fall due for at leastas long as
the strategic planning time horizon

KeyImpact, Likelhood and Trend o
@ Improved since last year .%:
@ Sameaslastyear E
() Oetenorating position “
CHANGEINTHEYEAR IMPACT, LIKELIHOOD ANDTREND PRIMARY KPIS g
(SEEPAGES 24 AND 25) -
3
g
ATransformation Director has been appointed to oversee the continued work Fadure to successfully transform the @ 3
to achieve the development of new management processesacross the Group  business would have a significant impact on &
and maximise the benefits to be obtamed from our IT renewal programme our long termgrowth Strong management 2
and oversight have been putin place to
Our Marketing, Digital Product and Pricing teams have been enhanced with manage thge nsk of failure
new seniorappointments
Our MR tearn has been reorganised to support the business better
Good progress has beenmade toidentify and start implementing enhanced New IT systems are key to the suceessful @
and new IT systemsto better support ourbusiness medel provide greater ongoing developmentofthe AA Theimpact
flexibality and good customer outcomes This complex projectsontrack to of a matenal delay to the implementation
debver the required enhancements ofthe programme would be bigh Proven L
th st {T devels t
Progressincludes the successfulimplementation of a new system forour ;T(,e[:?:?: .ﬁ{av; tosrii‘r:::gz lhlSl’?:: opmen 9
Home Services business andimproved technology support for our patrols g
é
=2
)
— erveees o e R D
The Company completed a debt restructunng whichreducedthe average Ifthisnsk matenalised the bendholders @ >Leverage
costofdebt from S 9%to 5 0% andlengthened matunties from anaverage would appoint an adnunistrative recever 3 Cash conversion
of & 3yearsat 31January 201540 5 7 years at 31 uly 2015 Whilst the Cempany  torunthe business forcashuntilall secured
remains hughly leveraged this restructuring improves the ability of the debtisrepaid However the AA continuesto »Interest cover
Company te manage unforeseen financial shocks be ahigh cash generating organisation and
The Government has recently announced potentialchanges to the the Lkelihood is therefore very low and has
furth the debt restruct
deduction of interest for Corporation Tax, however theimpact of thisto reducedfurther since the debt restructunng
the AA1s not yet ctear With the present volatility mthe markets and
h
The next tnennial valuation will be carried out as at 31 March 2016 globaleconomic uncertanty the likelihcod —
ofthis nsk of increasing pension deficits 1s — -
Preliminary indications suggest that the reductioninlong term gilt yields seenashigh -
since 2013 (the last valuation date} will cause this deficit to increase =
______ — Pt s R _— - e e e e e mme e [T &
While the AA has improved information security controls during the 2016 As forany company the impact of this nsk @ 8
financial year we consider this nsk to be increasing with the grewing number crystallising could be substantial In general o
of high profile cyber attacks onorganisations for all businesses this nsk1s increasing with y
g @
We consider this to be a continusng emerging/evolving nsk and will continue reported cyber-attacks becomingmorg 3
sophisticated and more frequent @
to take additional steps to improve our controls takung guidance from a,
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The AA’s commitment to
Corporate Responsibility

—
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“The AA’s ambition 1s to make
the life of the motorist easeer,
more affordable, and roads less
congested and safer. We am
1o make our Members’ lives as
motorists easter by providing
them with not only the best
roadside assistance service

in the UK, but valuable wider
motoring services too.”

Edmund King
AAPresident

Mode share of average number of trips and
distance travelled, 2014 (%)
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The AA1s committed to building relationships of trust and mutual

henefit with all our stakeholders including our Members, customers,
shareholders, employees, contractors, supplers, lecal chanties and local
commumties We focus onbehaving responsibly, managing risk, and
providing support and development Corporate respensibility runs
throughthe heart of what we do as a business and campagning body

The car ptays an essential role insociety and helps many of us to get the
most out of ourbusy lives Itis the most common mode of travel in the UK
accounting for 64% of tnps made and 78% of distance travelled in 2014
There are now 29 6m cars on ourroads The good news s that progress
n¢car manufacturing technologies over the last decade have delivered
positive results for our industry including the reduction of car CG,
emissions from new carsby 26 4% The new carin 2015 was typically
almost 20% more fuel efficient than one baught just five yearsago

As abusiness we also seek to be more efficient by using telematics to
momtor fuel consumption of our patrod fleet which saved us more than
£iminthe first year Our ITinvestments willalso help us deliver aneven
better, more personalised and more relevant service to our Members over
the coming year We have alarge-scale digital transformation programme
underway whichis focused on helping our Members, whilst reducing
marketing and admiristration print costs

We provide our Members with the best breakdown service and we work
hard to deliver this promise n many ways Our comprehensive customer
offering aims to address our Members’ motoring needs We help thern
avoid congestion, find parking and the cheapest local fuel with our new
AAapp We make it easier for themto keep therr car well maintained and
legal through our Automyze vehicle management service, and help them
find the best garages and check that they are receiving a fair quetation for
any work

Our patrols are our roadside ambassadors, trusted motoning allies

whao make life for our Members easier and safer They are often herces
For example, patrol lain Gillespie witnessed a motoreycle crash last year
on the opposite carriageway and went to help the unresponsive rider and
performed CPR for 15 minutes before the ambulance arnived lainwas '
awarded a citation from the Royal Humane Society for his brave lfe-saving
achons Cur AA Charitabte Trust for Road Safety and the Environment
takes practical steps to help vulnerable and at nsk drivers Some examples
of our work on the roads and in our communities can be found on the
following pages

Finally, we know what our Members belteve the most important motonng
Issues are, because we askthemn Qur AA Populus Panelis the largest
dedicated motoring panelin Europe

Inessence we see corporate responsibslity as core to our business
strategy to make life easier for our Members and our wider stakeholders

Edmund King

AAPresident

AACharitable Trust Director

Visiting Professor of Transport, Newcastle University




AA pi¢ Annual Report and Accounts 2016

37

1 The AAiswdely
asscoated withroad
safety and the best
knownawareness
campaignis Thunk Bikes'
2. Our patrots once again
supported theHelpfor
Herpes 4x4 rally

3 Since our foundation
ni905 we have
campaigned to protect
the interests’ of motonsts

OurCharitable Work

Qurcontnbution to the community at largeis
represented by the extensive work of the
AAChantable Trust for Road Safety and the
Environment (1125119) Itwas establishedn
2008 to educate and campaign onroad safety
and to show how the environmental impact of
motoring canbe reduced The Trust, whichis
largely funded by donations from the Group,
has conducted the following practical inhatives
dunng the last year

Improving road safety

Woe have continued a programme of driver
training that aims to improve skills and
confidence, thus making our roads safer
Specific nitiatives are

> Drive Motorway Free training to improve
the confidence of drivers who are nervous of
motorways, one of the most common fears
as confirmed by AA Populus research

> Drive Confident Trasrung to renew the
confidence and improve the competence
of nervous andlapsed drivers

2 Drive Smart Training to teach young drivers,
conswdered “at nsk”, safe and eco-fnendly
drmang techniques

»The AAalso supports events such as Thames
Valley Police's Safe Drive Stay Alive roadshow
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Drivinglessons foryoung peopleIncare Our campaigning —
The Trust completed the pilot of the Driving Py
for Looked After Young People project, which Since our foundation N 1905 we have ]
gave four teenagers (n the care systemtherare  campaignedto protect theinterests of motorists g
opportunity to learnto drive The project was and our M'ernbers. striving to be the responsible %
undertaken in conjunction with Bristol University  motonsts’ champion As aresult the AA1s widely &
and Bristol Counciland the results highlighted ~ associated with road safety and our bestknown §
the disproportionately positive effectofdniving ~ awareness campaign is “Think Bikes z

lessons on the candidates’ self-esteem and
confidence Thescheme s now being rolled-out
in Newcastle, Medway and Westmunster and

a further pilotis plannedin Bristol.

Employee charitable work

At a more individual level AA employees raised In
excess of £150,000 for awide range of national
chantiesincluding the Children’s Heart Umit
Fund and the Royal National Institute of Bund
People We alsoresponded to the devastating
earthguake in Nepal by collecting blankets and
funds More locally, we raised funds for smaller
chanties and supported ourcommunities
through such events as itter clean-ups

Many AA employees support BEN, the UK s
dedicated chanty for those who work, or have
worked, inautomotive-related industries

Qur patrols once again supported the Helpfor
Heroes 4x4 rally and vanous charity bike ndes

In 2015, the campaign won the Fedératian
Internationale de L Automobile (FIA) Innovation
award, a UK fleet safety award, the Public
Relations Consultants’ Associatton (PRCA)
Automotive Award, and the Federation
Internationale de Motorcyclisme {(FIM) campaign
award The Chantable Trust worked withthe
FIA to launch Think Bikes in Brussels outside
the European Parliament and road safety
groups in 24 countries, including iceland Italy,
Iran and Lithuania, have adopted the ‘Think
Bikes campaign

Today we continue to influence Government
polcy inlne with AA Members' views and
concerns as expressed to us vwia the AA Populus
Panel This panelcompnses more than 300,000
drivers and attracts approximately 25,000
responses each month We knowthat AA
Members biggest concerns are the condition
ofthe roads, in particular potholes, and the cost
of motonng and road safety The panelgivesus
the views with which to influence pobey on
1ssues such as fuel price transparency We also
use Populus data to work with external bodies
on road safety campaigns, such as ourjoint work
with the UK Environment Agency on flooding
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Corporate
responsibility
continued

Dunng the 2016 financial year, the AA continued

to work on campaigns including the following

> Road Safety - SURVIVE group for
motorway hard shoulder safety

>AAfJameson joint ant dnink-driving campargns

»Support for EurgNCAP crash
testing programme

> Presentations to Road Safety GB, TISPOL
international traffic Police conference

>The AAregularly meets withministers and
opposition front bench, Select Committees
andresponds to Government consultations
onimportantissues such as the driving test

> Support for UN Decade of Actionon
Road Safety

OBE Award for AA President EdmundKing
The AAs extremely proud that Edmund King
was appointed an Officer of the Order ofthe
British Empire (OBE}in the 2016 New Year's
Honour List for bus services to road safety
White his efforts at the AAhave ensured AA
Members are represented and therr voice s
heard, Edmundhas beenatireless and
ded:cated campaigner onroad safety over
the past 25 years in his vanousroles with the
A&, leading think-tanks and chanties Hehas
measurably helped o improve road safety
across the UK and internationally and this
honour 1s a reflection of hus long-standing

cammitment and the success of the campargns,

such as Think Bikes! that he has played
a prominent role in delivering

Edmund King acknowledged the collaborative
nature of campaigns by describing the OBE as
a “clear reflection of the efforts of my present

and past colleagues and the road safety partners

and organisations that | have worked withover
the years™ He remains dedicated to advancing
road safety and educating dnvers and many
future campaigns are planned

1 OBE Award for AA 3 Supporting Road

President Edmund King Safety and SURVIVE

2 We receved groupfor motorway
aGold Awardinthe hard shoulder safety
Armed Forces 4 Campaigned on behalf
Covenant Employer of drivers since 1905
Recognition Scheme 5 AAlitter cleanng
Our People

Qur employees are key to our success

Their work s at the heart of what we do,
meeting Members' needs and deliveringthe
fullrange of services, productsand benefits
offered by the AA We promote a culture where
employees are empowered and Incentivised

to offer igh quality customer service

During the 2016 financial year we employed
an average of 7,862 people Our customer-
facing patrols and advisors make up more
than half our employees and deliver our core
Roadside Assistance services 24 hours a day
throughout the year

Human Rights

We aim to engage all our stakeholders with
farness, dignity and respect and endorse the
UN Declaration of Human Rights The AA does
not tolerate child labour and forced labour

We respect freedom of associationand the
rights of employees to be represented by trade
unions or works councils The AAisa fair
employer and does not discniminate on the basis
of gender, religion, age, disability and ethnicity

IMAGE
REMOVED




AA ple Annual Report and Accounts 2016

IMAGE
REMOVED

COur policy applies throughout the AA and it
15 communcated to our employees and
contractorsduring induction training

Diversity

The Board recogrises the benefits of diversity,
including gender diversity, throughout the
AAand ensures that we have an appropriate
balance of skilis and experience More
informatton canbe found in our Corporate
Governancereport onpages 46 to 49

Employee engagement

We engage in regular dialogue with our
employees through multiple channels

We commurucate internally through the
intranet and global emails, one to one
meetings, In-house magazines and
conferences and we engage In censultation
with the AA’s recognised urion, the IDU and
have an elected Management Forum

Tralning and Educatlon

We are currently completely reviewing our
management learning and development
approachwiththe introduction of revised
management training, and essentiat e-learning
for allemployees covering key areas such

as Data Protection Equality and Diversity,

and Anti-Bribery and Corruption

During the year we trained line managers in our
key human resources (HR) policies with the aim
of developing them and equipping them with the
necessary skills to support andlead thewr teams
This traimng was completed by the end of 2015
and from 2016, all new managers will be trained
through avalable E-learning modules

We encourageallemployees to carry out thetr
work to the best of therr ability We promote
learning and skilts development epportunities
across the orgamisation
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We have a further education policy where Apprentices o
financial assistance s provided toemployees We aim to develop talentin our localibes to H
wishing to follow a vocational course aligned help address youth unemployment and have ]
[
to their work run an apprenticeship programme in our call §
centre in Oldbury since 2009 More than 200
Extensive training 1s provided for patrols to apprentices have completed the programme
keep therr technicalknowledge up to date at the including 34 Last year, the highest intake n
AA'straining centre iInthe Midlands All contact ayear We are proud t'o havetrained and
centres have training departments that prowvide developed 50 apprentices to work in full-time
'::\:Ctrlgz;;z:];naiznc:gdpggg employeeson and cnitical, customer-facing roles delivenng
P p AA services and handling emergency calls
Employee Wellbelng
Qur apprentices complete an NVQ Level 2 0r 3
We offer 2 confidential Employee Wellbeing n cusrt)gmer Lerwce aﬁd functional skl‘{ls r
Programme toall AA employees and their through our partnerstup with Sandwell College
immediate families Various levels of support, They are recruited frorm Birmingham and the 2
including face-to-face counselling if appropriate, Black Country where youth employment has §
1s provided free of charge and in confidence beenn exces’; of 20% for people a);ed between a
Duning the 2016 financial year, 264 AA people 16 and 24 P b
usedthis service g
Work Experience 3
We also have adedicated occupational health a
provider, who offers professional advice and Every summer weinvite exght students from 2

assessments inrelation to physical and mental
healthissues to both the employee and the
manager to ensure appropriate supportisgiven

AAandthe Armed Forces

In January 2016 the AA was recognised by

the Pnme Minister and the Defence Secretary
as showing an outstanding commitment to
supporting the Armed Forces The AA has
hired over 60 Armed Forces leaversin the past
year alone

We received a Gold Award in the Armed Forces
Covenant Employer Recognition Scheme

This recognises businesses that support those
who serve or have served in the Armed Forces,
ortheir families and ensures they are treated
fairly Inaddition to recogmition for promoting the
benefits of employing reserves and developing
supportive HR policies, our work with The Poppy
Factory, a chanity which helps injured service
personnel back into work, was also recogrused

a local school to do work expenencein Roadside
Assistance Wealso offer a programme with
local schools to develop skills for employment,
participating iIn mock interviews, assisting in
CVwnting giving tips on applying forjobs

and allowing visits to our sites {o see how

our business operates This helps ourlocal
commumty and serves asa recruitment stream

We alsowork with local schools, colleges and
businesses We partictpated ina‘Mindshop
Excellence’ week with a local firm of solicitors
to give Year 12 students froma local academy
a ‘real-world’ business problem to solve
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Corporate
responsibility
continued

1 AADnveTech traners
lead Ford s Driving Skills
for Life courses aimed at
young drivers

2 Tony Rich former AA
patrol of the year being
presented with the FIM
International Road Safety
Award by Jorge Lorenzo,
the MotoGP World
Champion for the Think
Bikes campaign

Health and Safety at the AA
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Health and safety 1s one of our hughest pnorities
We strive to protect the health and safety of our
employees and all the people we comento
contact with We are committed tofosterng
and maintaining a healthy and safe working
environment

Qur safety management system s writtento
QSHAS 18001 standards, with AA DriveTech
being certified to this standard This helpsus
toidentfy nsks and hazards and ensure our
existing suite of polictes and codes of behaviour
are up-to-date and effective Qursystematic
and comprehensive approach to health and
safety includes goal setting, planning and
performance measurement

Our patrots work in potentially dangerous
situations where the risks include moving
traffic, slips, tnps and falls, manualt handling
of equipment and road traffic collisions

We minimise nsks throughtraining, the
equipment we give them and by reporting,
investigating and tearning lessons from
accidents and near misses

IMAGE IMAGE
REMOVED REMOVED
Safety Performance Protectingour Members

High health and safety standards are )mplicit
n our service to Members Dunng the year,
we continued to focus on nsk management,
empowerment of our staff through their
knowledge of health and safety and improving
Near-Miss reporting

We ook for continualimprovement by
monitoning performance and asditing our
systems to ensure our management of health
and safety remains effective Inaddition, wealso
haven place improvement programmes which
identify objectives and targets along withthe
action plan we willimplement to achieve these

Since 2000 we have seen year onyear
impravement in our accident performance
with the number of accidents halving over

five years This improvement has been
achieved through implementation and delivery
of safety traming programmes and focusing on
performance monttoring and measurement
See the graphs above

Inthe 2016 financial year, we improved our
Near-Miss reporting system with an on-line
reporting tool for patrols which has resultedin
more near-misses being reported to us than
accidents The AA s the only UK breakdown
company to actively collect, collate and act
upon Near-Miss reporting enabling usto
take action to minimise potential actidents

Woe werethe first UK breakdown company to
begin our response to breakdown calls with
safety advice to ensure Members are given this
all-tmportant information immediately We were
alsothe first to pieneer three-way telephone
calls between us, the Member and the Police for
breakdown situations in dangerous locations

Protecting all motorists androad users

We work closely with motor manufacturers and
the UK Government to help improve the safety
of our roads Forexample, AA DinveTech trainers
lead Ford's Driving Skills for Life courses aimed
atyoungdnivers Inaddition, we have tnalled
smaller recovery trucksinLondonwhich are
designed to meet the requirements of the
London Safe Lorry Scheme This has been
successful and plans are tn place to bring these
lornes to 50% of our London fleet, helping us to
do our partin supporting Transport for Landon's
“Safe Streets for London” project
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Looking after the Environment Managing our fleet of vehicles EnergyUse at our Buildings e
- We have severalinshatives in place to help The 201515014001 external audit noted that =

The AA's aim s to manage our operations manage theimpactofourfleetonthe the AA has achieved a significant level of g

andldelw;lry of pr‘?vducts :?d ::':(zjrwces Ina environment detailin energy reporting for the portfolic as 5

susianabie way Vve seex {oreduce emissions, awhole and for the larger sites in particular “

waste and make efficient use of resources > AdvanAced telerlnatflcrf helps us momtor;iéwme% This enhancement allows us to see where our

We comply with legal requirernents and arm SM? ls aresu dto t és progral;:\lmeé. r l"':; mator energy consumption occurs and where

for best practice in ourindustry to minimise cur our fuel expenditure by more than Elmin the tofocuson reducing it.

effecton the environment This mvolves our first year and cut vehicle emissions In addition,

faciities departments, internal communications alt vehicles are fitted with speed irniters g\lel gctlvely ra;m;‘na\ge eneirgfy ulsse ;'tp'" our

teams, marketing teams and procurement teams 3 Vehicle efficiency is a key factorinthe m‘: rkggbs'a:eclicG Elgg::l?s;:r:s Th: AO:;\as

andthe use of advancementsintechnology selection of ourvehicles Zero-emission dechcated £ M t

to address ourissues ophions are considered when replacing ace =catt nerdg)é in;gert 0 r':\alnageenertg y

consumption and identify potential savings a L

Ourmain focus s onreducing greenhouse :?;“‘:teri?sugscz'{:;fezbg;gigf;gtgg::;d allsites Inthe 2C16 financial year we tmproved

gas (GHG)emisstons Our operational fieet of P Londonb h ful our energy usage throughan upgrade of our o

vehicles accounts for 78%of our marketbased ~ Vansinlondon ”lt neither were successfu Building Management System at a major site ¥

GHG emissions while our bultdings account for duetooperational constraints Asaresult our energy consumption profile has 3

18%, the remainder comes fromour company > We are mimmising waste through the reuse improved significantly, overnight base loads §

cars We also minimise waste andrecycle and of vehicle equipment whenever possible have reduced, plant control has improved, 8

reuse where possible The tools and equ:pment used by patrols are and bullding systems are responding better ]

Certification refurbished and reused and we are actively to external factors suchas the weather We

To demonstrate commitment to effective identifying additonat equipment which can have also mproved the tuning of Building

management of our environmental nsks, be reused Management Systems inother sites to

AA Road Services, Home Services and AA DnveTech, our driving traming business manage energy consumption

AA DniveTech are externally certified to the within Driving Services, supports eco-dnving

International Standard ISO 14001 for their It includes eco-dnving compenents in all core

Environmental Management System AA DriveTech training courses it conducts .

This covers roadside reparr, recovery, fuel as part of its relationship with the Energy

and key services, home services and AA Savings Trust g

DriveTech fleet driver checkingand trairung &
g
@
il
8
a
g
@
e
[}
3
3
w
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Corporate

responsibility

continued
Waste Greenhouse Gas Table Assurance
We have reduced waste going tolandfili to The AA recognises assurance and verification
zeroat our main sites by workingclosely with Inaccordance with The Companies Act 2006 as a component of a responsible reporting
our Facilities Management partner and their (Strategic Report & Directors’ Reports) approach Whle there is no statutory
waste contractors Regfulahonﬂgit&\f've publish ar;nualGroup requirement to have GHG environmental

periormance gata for our greennouse gas information audited inthe Directors’ report, we
:{la‘f rand Patper Ulsageh " (GHG")erussions Our GHG footprint strive to ensure best prachice on environmental
of our print suppliers have certifications boundaries identify the scope of the data 1ssues and are planning for verfication reporting

to 1509001 and ISC14001 for Qual‘lty and we monrtor and are deemed matenal to our n future reportmg years The AA has engaged
Environmental Managementand the paperused  gnyironmentalimpact The 2015 financial year CBREs Energy & Sustainabibty team to assist
15 accredited tngltherof the two sustainability 15 used as our basebine year for measuring our in compiling the GHG calculations, including
standards FSC™ - Forest Stewardstup GHGfootprnt. developing a best-practice datamanagement

Council™ or PEFC - the Programme for the

Endorsement of Forest Certification However,  The Group's total GHG emissions for the

as part of our IT systems transformation, wewill 2016 financial year were 50,8441C0 ¢
increase the number of Members that wecan {market-based) and 49,781tCO,e(location-
contact viaemail, allowingusto switchmoreof ~ based) Seetablebelow This pnmanly

our marketing todigitat channels and reduce our  compnised of operational fuel consumption
reliance onprint To minimise our paper usage, from cur operational fleet, representingup
we have Installed more sophisticated printers to 80% of the total footprint

atourmain sites Absolute emissions have been reported here,

Quroffices donot use water beyond basic needs  for both Market-based and Location-based

and we measure and monitor water useaspart  emissions Overall, there has beenal 55%
of our practices reduction inmarket-based emissions (2 33%

reduction for location-based emissions) from

programme, and assisting in determining the
scope of what 1s materal for inclusion inthe
environmentalreport

Intensity Ratio In addstion to totalemissions the Group
monitors em:ssions from our offices and operations

This allows us to express our annual emissions in relatien
to the operational size and efficiency of our business.
Intensity ratios have been calculated where thisdatais.

the 2015 financial year
TOTALEMISSIONS
2016 Emisslons (tCO,e) 2015 Emtssions (tCO.«)
(Market {Location- {Market {Location
Emissien Source based) based) based) based) nsth)
Combustion of fuel & operation of facibbies (Scope 1) 43 267 43 267 43463 43,463
Etectncity heat steam & cooling purchasedforownuse
(Scope 2) 7577 6514 8193 7517
Total Footprint 50,844 49,781 51,656 50,979
Qutside Scopes 1,375 1,375 989 989
Intensity Measurement 1 tCOe/ft? 001385 001222 001584 001472
Intensity Measurement 2 tCO,e/
no of operational jobs oonzs 001320

for petrol & diesel bxofuel use

* The Group uses biofuel blend for Scope $mobite combustion OQutsikle of scope emisslonfactors should be used to account for
the direct CO; impact of burning biomass and bicfuels The Group has therefore calculated Qutof Scope emissionsto account

and excludes company car emissions

Methodology We have reparted onatlof the emission
sources required under the Companies Act 2006
{Strategic Repert and Directors Reports)Regulations
2033 Wehave calculated and reported cur emissions
In line with the GHG Protocol Corporate Accounting and
Reporting Standard (revised editian) and emission factors
from Defra GHG Canversion Factors for Company
Reporting 2015 Theboundanes of the GHG inventory
have beendefinedusing the operationat controlapproach
AAThe Drving SchoclAgency Limited ermissionsare
considered to be cut of scope The AA Dnving School
operatesasa franchiseand the Group does net have
equity nghts or control aver thefranchisees Home based
teleworkers operations have also not beeninclixied in the
consoldation of GHG emissons data asthe Groupdoes
not have responsibility for the energy usage and soithas
been categonsed asindirect Scope 3 emissions

The reported inthe
2015 financial year have been reviewed and amended
Thefigures have been updated tarnclude actualdata
rather thanestimations and the operational fleet dataset
hasbeen ded to be acomplete dataset including alt

Scope 2 Reporting Changes to the GHG Protocol far
Scope 2 reparting have been incorporated intothis
disclosure Scope 2 emissions have beenreported Lsing
both location based emission factorsand market based
factors basedon cur specific supply contracts Market
based emission factors have beenapplied for boththe
2015 dataset and the 2016 published data to allow for
ayear on year comparisan

20N5N6 2014115
Emission Market- %of Market- %of
Category Source basedtCO,e emissions  based tCOze emissions
Operational Fleet Scope 1 39797 78 27% 39,625 7673%
Company Cars Scope 1,730 340% 1809 350%
Property - Energy Scopel1&2 9,317 18 32% 10 209 1977%
active vetucles
Total Scope 1 & 2 Emissions (Market-Based) Total Scope 1 & 2 Emisslons (Market-Based)
[ IMAGE REMOVED | { _IMAGEREMOVED |
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Introduction

Governance Report

e
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“Your Board 1s focused on
delivenng outstanding results
and building long-term value

for the AA shareholders and

we firmly believe that the
governance standards and
behaviours we set and display
are paramount to achieving this ™

Bob Mackenzie
Executive Charman

Dear Shareholder

Inour second year as a premium listed
company we are proud to present our
Corporate Governance Report which provides
atransparent and accountable review of the
Board's actions during the financial year ended
31January 2016 Moreover, the reporthighlights
the commitment of the AA Board and Group
towards evolving a best-practice approach
togovernance that resnforces our core values
and underpins the sustainability of the AA,
aremarkable businessin which we altbelieve

This has been another year of significant change
for the business, as we have focused on
delivering the three strategic objectives set
outatthe IPO to strengthen our foundations to
become the UK s pre-eminent Membership
services organisation, to revolutionise customer
experience through investing and embracing
new technolegy and, finally, to reduce group
borrawings and the associated interest costs

Intnnsic to the success of ourimplementatronis
the effectiveness of your Board, the Executive
Committee and the governance structures that
feed intothem Thus, cur governance strategy s
to ensure that, as well as having the appropriate
processes, procedures and standards inplace,
we have the best individuals leading at the top,
working collaboratively toachieve our vision
forthe AA

Our leaders exert entrepreneunal drive

yet prudent control and this transposes {o

a corporate-wide culture of mutual respect
and innovative yet responsible behaviour
Strong governance values may be created
in the boardroom but are only truly effective
whenntegrated and evidentin every aspeact
of abusiness’s activities

For this culture to succeed, we recognise that
our people must have access to quality and
timely infarmation, so that our feedback and
decision-making processes are appropriate and
effective Achievingthis state is aprogressive
process which reguires our constant attention,
commitment andaction Withthe work thatwe
have completed during the past year we are
confident that we have laid strong foundations
for buitding long-term value

Overview

Qur most significant governance
developments for the 2016 financial year
are summarised below

1 Overseeing the development of the senior
management team to ensure that the best
peopleare in place to deliver our transformation
This i1s discussed in mare detailin the Leadership
sectionon pages46-53

2 Undertaking our first board performance
evaluation Beingthe firstrevtew, the overallam
was to measure the current performance of the
Board and identify areas forimprovementin
future years We allfounditto be aninsightful
and valuable development for our Board and
asummary of this internal review and the
outcomes is set out withinthe Effectiveness
sectionon pages 54-61

3 Conducting a fulland successful search
process to recruit an additional high calibre
Non-Executive Director With our pnonty being
to maintain a robust board compositionwith the
collectve skills, knowledge and experience
required to deliver the transformation objectives
and long-term growth strategy, we were pleased
to announcethe appointment of Suzi Willams
with eftect from 10ctober 2015 Suzibrings
aweslth of experience with customer-facing
companies and brands Her biography canbe
found onpage 46 and adiscussion of the
recruitment processis in the Nomination
Committee report on pages 59-61

4 Risk development Continuing development
of the nsk function to make risk consideration
animportant part of daily decision making,
and improvement of the identification,
mitigation and reperting of nsk to the business,
management and the Board Further details

of these changes are set outin the Risk
Commitiee report on pages 62-63

5 Strengthening our investor relations During
the year, Board Members met with a number
of our key investors to hear their views on the
AA’s governance and strategy A number of
subjects were coveredincluding cyber nisks,
IT transformation, share ownership guidelines
and otherremunerationrelated iIssues Asa
result of these meetings we have a greater
understanding of matters importanttoour
investors and these are reflected throughout
this year s annual report and discussed in more
detailin our Relations with Sharehaolders
sectiononpage 77
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Board Changes

UK CodeCompllance

Margaret Young resigned as Non-Executive
Director on 25 February 2015 and Nick Hewntt
resigned as an Executive Directorof the AA for
personal reasons on 31.July 2015 Having played
asignificant part inthe management buy-inin
June 2014, Nick stepped down asa Director

as we entered the operational phase of our
transformation He has continued to support

us on several key projects until February 2016

DualRole

The Boardis stllinagreement that itis inthe
bestinterests of the Group that | remaminthe
role of Executive Charrman untilthe business
transformationis debvered We are attentive
to the mplications of a combined role of
Chairman and Chief Executive Officer and have
acted to ensure that there are clear written
divisions of responsibilities between my
combined roles and the enhanced role of
John Leach as our Senior Independent Non-
Executive Director, as recommended by the
UK Corporate Governance Code {the Code),
and these are laid out onpage 51

Given the combined role, John Leach as our
Senior Independent Director, has additional
responsibility for oversight on Board governance
and process and he works with our Non-
Executive Directorstomake sure all decisions
taken are made with full approval of the Board
Asummary of roles and responsibiities of the
Board are set out in this report on pages 50-51

We are firmly of the epirion that as a Board we
have a healthy balance of skills, experience

and independence to sustain thelong-term
growth of our business A successionplan

has beenapproved and is discussed inthe
Nomination Committee Report on pages 59-61
Itis stillour intention that we will start to consider
appointment of a new CEQ after 2017 and that

| willthen take up the role of Non Executive
Chairman, thereby improving complance

with the Code, which can be found at

www frc org uk

Onthe following pages we describe our
approach to governance and the work of our
committeesin more detail. Our cempliance with
the required requlatory and statutory standards
for apremium Listed company is reflected
throughout thus governance report and weare
pleased toreport that, except for the combined
roles of Charrmanand Chief Executive Officer,
the Groupisinfullcomplance with the Code

Bob Mackenzie
Chief Executive, 4 April 2016

JohnLeach
Senior Independent Director, 4 Apnl 2016

e
r
IMAGE 3
REMOVED 2
“l am privileged to support the
work of the Executive Chairman,
all Drectors and the Company —
Secretary to protect the interests g
of the AA’s stakeholders by §
ensuring that our appreach g
fo governance is strong
and effective "
JohnLeach
Seniorindependent Dhirector (S1D)
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Our Board

e

®

IMAGE
REMOVED

IMAGE
REMOVED

O®®

IMAGE
REMOVED

Bob Mackenzie (63) Executive Chairman

Martin Clarke (60) Chief Financial Officer

Appointment date June 2014

Career, skillsand expenence Bobqualfied as
a Chartered Accountant with KPMG 1978
and has extensive expenence ofleading
consumer services businesses and delivering
highly successfulbusiness transformation
programmes Previously, Bob held positions
as Charmanand CEO of National Car Parks
and Green Flag, as wellas CEQ of Sea
Containers Ltd and Chairman of PHS Group
plc and a number of other senior executive
board positions within consumer services
companies Bob stepped down as chairman
of Northgate plc in September 2015

Appontment date June 2014

Career, skillsand experience Martinhas

over 30 years of private equity experience,
principally inthe role of Partner and Globat
Head of Consumer for Permira which he joined
n 2002 Prior to Permira, Martin worked at
Cinven and Silverfleet, the private equity arm

of Prudenbal plc He has led anumber of major
transactions and has sat on the boards of several
major companies including New Look, Gala
Coraland Galaxy Entertainment Group, which1s
listed on the Mong Kong Stock Exchange

JohnLeach(67)Senior Independent
Non-Executive Director

Appointmentdate June 2014

Career,skills and expenence John s afellow
ofthe Institute of Chartered Accountants and
Association of Corporate Treasurers and has
served public company boards in the roles of
Chairman, CEQ or CFQ forthe past 35 years
He has considerable expenencein turnaround
situations in the service and industrial sector
Most recently, Johnwas CEQ at Hermes

UK Focus Funds and a supervisory board
Member of Dometic AB Previcusly John has
held positions at Brent Walker, Myson Group
and Lurminar
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Simon Breakwell (51} Non-Executive Director

Andrew Miller (49) Non-Executive Director

Suzl Willlams (4 8) Non-Executive Director

Appointment date September 2014

Career, skills and expenence Simon brings
significant digital and travel expenence to
the Board He was a Founder of Expedia and
became President of Expedia International
Inc where he led the growth of the business
inthe Europe, Middle East and Afnicaregions
including both the Hotels com and Expedia
brands He recently established the European
operations of uber comandis currently
aventure partner at TCV, one of the

leading global mid-cap funds, as well as
aNon-Executive Director of HomeAway

Appointment date June 2014

Career, skills and experience Andrew has
extensive expenence of successful digital
transformation in consurner facing industnes
As former CEQ of the Guardan Media Group,
Andrew has reshaped the company's portfolio
of businesses into one of the world’s leading
digital organisations with over 100 million
readers each month He carried out a stmilar
transformation as CFO and non-executive
director of Trader Media Group/Autotraderin
its transition from rmagazines to awholly digital
company Andrew has previously worked at
Pepsico, Bass plc and Procter & Gamble

Appointment date October 2015

Career, skills and experience A Procter &
Gamble trained brand marketer & business
{eader, Suzi has spent the last twenty years
debwering commercial transformation and
growth onhousehold names likethe BBC,
Orange and CapitalRadio Group InSeptember
2015 - after a highly successful ten year tenure
she stepped down from her role as Group
Marketing & Brand Director of BT having led
BT s Olympic & Paralympic programme and
more than tripled the value of the BT Brand
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Andrew Blowers (55) Non-Executive Director

Appointment date September 2014

Career, skilts and experience Andrew s

a successful entrepreneur who has established
and sold several companiesin theinsurance
industry dunng the past 25 years, most recently
the online insurer SwiftCover Previously,
having sold an insurance operation to them,
Andrew served as an Executive Director for
ChurchiltInsurance Andrew was awarded
anOBEIn2009 Andrew hasalso workedin

an advisory capacity with both the Financial
Ombudsman and the Consumers’ Association
He brings a weatth of financial services related
experience to the Board
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Mark Millar (46) General Counseland
Company Secretary

Appointment date September 2014

Career, skillsand expenence Agualfied
solicitor, Mark was formerly Company Secretary
at Domino's Pizza Group ple and Future ple

and has twelve years of experience in the role
Mark also has a wealth of commercial and legal
expertiseincluding ten years as a City solicitor,
latterty with Allen & Overy

Mark attends all Board and committee meetings

Board experience

The composition of the Board has been balanced to align with our
strategic objectives and corporate responsibiliias

Qur Board Members combine a wealth of experience that includes proven
operational, financial, strategic and marketing skills assembled over thirty
years in executive management, private equity, and strategic consulting

Together the Board 1s committed totransforming the business and
bullding long-term value
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Bob Mackenzie(63) Executive Chairman

MartinClarke (60) Chief Financial Officer

Appointmentdate June 2014

Career, skillsand experience Bob qualfied as

a Chartered Accountant with KPMG in 1978 and
has extensive experience of leading consumer
services businesses and delivering highly
successful business transformation programmes
Previously, Bob held positions as Chairman
and CEQ of National Car Parks and Green Flag,
as well as CEQ of Sea Containers Ltd and
Chairman of PHS Group plc and a number

of other seror executive board positions within
consumer services companies Bob stepped
downas chairman of Northgate plcin
September 2015

Appointment date June 2014

Career, skills and experience Martin has

over 30 years of private equity experience,
principally inthe role of Partner and Global
Head of Consumer for Permira which he joined
In2002 Pnorto Permira, Martin worked at
Cinvenand Silverfleet, the private equity arm
of Prudential plc He has led a nurnber of major
transactions and has sat onthe boards of
severalmajor companies including New Look,
GalaCoral and Galaxy Entertainment

Group, whichis isted on the Hong Kong
Stock Exchange

Janet Connor{51) Restructuring & Insurance
Director and CEO of Automobile Association
Insurance Services Ltd (AAISL)

Appointment date August 2014

Career, skillsand expenence Janethas
accountabilty for the AA Brolking Cperation as
the CEQ of AAISL Under the Management
re-organisationin 2015 Janet assumed executive
responsibility for the AA's programme of
restructuring andtransformation, Human
Resources and the new insurance uaderwriter
Sheis a Fellow of the Institute of Directors and
has pursued a successfid career in consumer
financial services across retailbanking and
insurance Forthelast tenyears, prior to joming
the AA, she has held board level appointments in
large complex Insurance companies
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Mike Lioyd (38) Commercial Director

Olly Kunc (37) Operations Director

Appointment date September 2014

Career, skills and experience Mikeis
responsible for our Consumer Roadside,
Business Services and Financial Serwices
businesses as well as the marketing, digital
and public affairs functions for the AA Heisan
Executive Director of Automobile Associabion
Insurance Services Mike was previously

a Partner at Oliver Wyman leading their
Consumer Services workinthe UK

Appointment date August 2014

Career, skills and expenence Olly holds
responsibibty for the operations of the AA
including patrols, deployment, call centres
and techrnical development Sincejoiningto
run Home Services in August 2014, he took
over the Roadside Operation in October and
since then has expanded Operatienstobring
together all customer facing activities and
focusing on customer gutcomes Prior tojoining,
Olly worked in both strategy and operations
roles atL E K Consuliing, British Airways,
Barclaycard and most recently British Gas
where he was Managing Director of the Bolter
Installation husiness

Kirsty Lloyd-Jukes (32) Membership Services
Director

Appointment date June 2014

Career,skills and expenence Kirstyis
responsible forthe Motoring Services,

Media and Driving Schools businesses as
wellas leading the connected car strategy
She s also the Group Strategy Director

Kirsty previously worked for Oliver Wyman as
a Principalinthe Consumer Services division
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Geraint Hayter{42) Directorof IT

Appointment date Apnl 2015

Career, skills and experience Geraintis
responsible for delivering all IT services to

the Group and 1s working on transforming

the IT orgamsation for the future He hasover

20 years of expenence working inlT at large
corperate arganisattons Prior to joining the AA,
Geraint worked at TUI Travel for 4 years, where
he was the Director of IT for the UK business and
was responsible for delivering the IT elements of
amajor transfermation programme Prior to this,
Geraint worked at 3M for 16 years, having joined
as a Graduate Trainee, Geraint's last position
was [T Directar for the UK and Ireland Business
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Mark Millar (46) Company Secretary

Appointment date September 2014

Career, skills and experience A qualified
solieitor, Mark was formerly Company Secretary
at Domino s Pizza Group plc and Future ple

and has twelve years of experience inthe role
Mark also has a wealth of commercial and legal
expertiseincluding ten years as a ity solicitor,
latterly with Allen & Overy

Mark attends all Board and committee meetings

Details of the Executive Directors’ service
contracts are set outin the Directors'
Remuneration Report on pages 64-76

Board diversity

We recognise that diversity in its broadest sense can enhance our decision
malkang process and overall effectiveness of the Board Wehave arobust
board process in place to ensure different opinions can be voiced, heard
and considered

Our policy on recruitment is atways to seek toappoint the best candidate
toeach role, whilst havingregard tothe composition interms of age,
gender, knowledge and background of the Board, Executive Management
and Group

Inparticular, we monitor and seek to ensure a good batance of male
and fernale empleyees throughout our Group and we continue to build
asupportive and flexable culture that enables us to develop and retan
warmen nseror positions

The Board 1s committed to meeting Lord Davies’ extended target for
Women on Boards of 33% femate membership by 2020 Aswe build
a pipeline of diverse and talented individuals, we are confident about
meeting this target

More information on our diversity policy can be found in our effectiveness
sectionon pages 54-61

Genderdiversity
Board Executive Management
IMAGE IMAGE
REMOVED REMOVED
Leadership Team Al Employees
IMAGE IMAGE
REMOVED REMOVED

Given the nature of our business, a higher male to female rat 15 expected
atthe AllEmployees level.
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GOVERNANCESTRUCTURE
[ AaplcBoard |
NP A b ol g N
L Audlt Committee I r Remuneration Committee [ I Risk Committes I Nomination c«:mmltteeJ
AAExecutive Committees |
N
b N N W
I Executive Commlittee | l Business Forum l Automobile Assoclation AAUnderwritingInsurance
CompanyLimited
Executive Risk and Compliance Roadside Assistance '“&m;ﬁ“"rﬁ“ '-'l"';hgd Our Inswrer started wniting
ersight of all regutate:
business with effect from
Health & Safety Insurance Senvices |nterm?;]1:1(r;y r‘a:'ztlwtles. of the beginning ofthe 2017
Investment Dnwving Services B financial year
IT Transformation Irefand (Regulated entity} Auditand Risk Commuttee
Policy Board
Regulatory & Legal Change Audit Risk and
& bk g Complance Commitiee
Business Continuity
Remuneration Committee
Nomination Committee

The role of the Board and the Committees

The Board 1s respansible for delivenng sustamable shareholder value over
the tong term and the overall finan¢ial performance of the Group 1tsets
the strategic direction and provides leadership and direction through
effective delegation, oversight and review The Board determines the
Group's risk appetite and the sk management framework and i1s also
responsible for corporate governance and setting the tone from the top

The Board delegates certainresponsibilities to 1its poncipal Committees
toasstst it in carrying outits functions of ensuning independent oversight
Our principal Board Committees constitutions include independent
Non-Executive Directors and play a key role in supporting the Board

A detalled report on the activities undertaken by each Committee inthe
2016 financial year 1s given by the relevant Chairperson later inthisreport

Nomination Committee[p59 ) Audit Committee|p54 )
Risk Comrnlttee Remuneration Committee

The Board delegates the implementation of strategy and day-to-day
management of the Group’s operations to the Executive Committees

Regulated Activities

The Executive management team gives strategic focus and 1srespensible
for managing the operational and financral performance of the Group by
coordinating the work of the specialist business areas This enables the
efficient and effective day to day operation of the Group sbusinesses

The Board 1s kept up to date with developments in the business, including
the work of the leadership teams, through the Executive Charman and
Chief Financial Officer’s regular reports, which are discussed in detail at
each Board meeting Sufficienttime s given both before and at the end
of each Board meeting for the Executive Chairman te meet privately with
the Senior Independent Non-Executive Director and Non-Executive
Directors to discuss any matters

Matters Reserved for the Board

A number of key decisions and matters are reserved for the Board s
approval and are not delegated to management

These include

>Matters relating to the Group s strategy

> Monutoring current trading against previously reported trading

> Approval of major acguisitions, disposals and capitalexpenditure

A number of the Group's businesses include regulated activities and the
Group has several regulated subsidiaries The main such subsidiary s
Automobite Association Insurance Services Limited {(AAISL), which has
aboard which includes three independent non-executive directors

The Board warks closely with the AAISL board to ensure that appropnate
governance is followed in respect of all regulated Group activities

Information Flow and Decision making

Our governance structure aims to enable appropniate, effective decision
making with clear accountabilties It sets out how the business s
managed and operated at all levels and across all business areas ltams to
ensure that the nisk profile of the business reflects the strategic objectives
of the business, with the uthmate aim of protecting the business from
reputational or operationaldamage This structure dovetails with the
governance arrangements of the regulated subsidiaries in the Group

A key pninciple of the framework 1s the delegation of operationat
management to the Executive Committee with a matrix of authorities
setting out how thisis further delegated through the organisation

> Approval of financial resutts and overseeing the Group's system
of internal control

> Anannual Board effectiveness evaluaton

»Setting the Group s nisk appetite and the risk management framework

Matters requiring Board and Committee approval are submitted to the
Board, together with supparting documentation, as part of the Board
or Committee papers Ateach Board meeting the Board packincludes
updates from the Executive Chairman and Chief Financial Officer and
contains financial results and other functional updates Thereare
presentations onthe Company s operations and regular discussions
on strategy, marketing, shareholder matters, employee engagement,
corporate responsibibity and governance matters

A Schedule of Matters reserved for the Board's decision and clear Terrms
of References of its principal Committeas, along with the roles of Individual
Board Members, can be found onthe Company’s Investor Relations
webste at www theaaplc com/investors/corporate gavernance aspx
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ROLES AND RESPONSIBILITIES g
o)
Clear Divislon of Responsibilities g
"
In order for the Board to operate effectively and fulfilits aspirations, it1s essential that clear roles and responsibilibies are defined and foltowed &
Werecognise that clarity in this area s particularly important given Bob Mackenzie's dual role of Executive Chairman John Leach'srole as SID
has been broadened accordingly to provide additional oversight on governance matters
The Board meets the Code requirement for more than half of the Members to be independent
[®)] Role Ensuning the Board is alerted to forthcoming complex
m Providing coherentleadershipand ensunng contentious of sensitive Issues affecting the Group
Executive Chairman effectiveness in the running of the Board Implementing the decisions of the Board and °
Bob Mackenzie Meeting with major shareholders on both strategic its Comrmittees &
and governance matters Leaching the Group 5 strategee development 3
Ensunng effective communications by the Group direction and objechives g
with its shareholders Reviewing the Group's organisational structure é
2
Ensuning Directors recewve accurate, imely and clear and recommending changes as appropriate 2
information and ensunng that agendas emphasise Identifying and executing new business opportunities
strategicissues
Identifying and executing acquisitions and disposals
Taking theleadin providing a properly constructed, and leading geographuc diversification inbatives
full formaland taitcred induction pregramme for
new Directors Managing the Group s nisk profile including the
health and safety performance of the Group
Ensuring the Group complies with its regulatary N
obligations and ensuring gocd hnks between IF_{eadlng “;‘"l?m”" s Corporate
the Board and the independent boards of the €sponsioiiiy pragramme p—
regulated subsidianes Building and maintaining effective leadership teams ]
2
[
3
@) Role §
m Actingas a sounding board for the Executive Chasrman  Hotding an annual meeting without the Executive L
Seniorind ependent and a trusted intermediary for the other Directors Chairman present to evaluate his performance
Non-Executive Director Providing additional governance oversight given the Being available to shareholders if they request
John Leach dual role of Executive Chairman contact both generally and when the normal channels
Meeting regularty withtheindependent Nen Executrve of Executive Chtalrman orChief Financial Officer
Directors to facilitate thewr effective contnbution areinappropnate
O Role
Recommending to the Board an annual budget Maintaining relationships with the Group s banks —
Chief Financial Officer and financial plan and managing the investment and banking portfolio 3
Martin Clarke Examining all trade investments and major capsital Managing the Geoup’s nsk profile including the health g
expenditure proposed by Group companies and safety performance of the Group &
w
Cverseeing risk management, treasury and Implementing the decisions of the Board and &
tnternal controls its Commitiees "3"
Ensuring effective communicationwith shareholders Building and maintaining effective leadershipteams %

and key stakeholders and updating institutional
investors on the business strategy and performance

Recommending to the Board appropriate changes
tothe capital structure and debt levels

Ensuring the Board 1s alerted to forthcomng complex
contentious or sensitive 1ssues affecting the Group

Identifying and executing new business opporiunitres

0.0 O O
NN MNLTR

Non-Executive Directors

Role

Strategic and creative contribution to the Board

independence impartality experience special

Providing guidance onmatters of concernand
strategy development

Andrew Blowers, Simon knowledge and bringing a different perspective Oversight of nsk management and internal controls
Breakwell, Andrew Miller, fothe Board Protection of shareholder and stakeholder interests
Suzi Wiliams

O Role
m Developing implementing and sustaining high Co ordinating the induction of new directors
Company Secretary standards of corporate governance Ensuring compliance with statutory and
Mark Millar Supporting the Executive Chairman and other regulatory requirements

Board Members as necessary

Adwising the Board onlegislation, regulation and
corporate governance developments which impact
the Group and maintaining the Group s Corporate
Governance Manual

Communicating with shareholders and keeping
the Board informed of shareholder opimons

Reviewing and monitering the Group s
remuneration policy

Ensuring the Group complies withits regulatory
oblgations and ensunng good inks between
the Board and the iIndependent boards of the
requlated subsidianes
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Govermnance
continued

CALENDAR OF GOVERNANCEMEETINGS INFINANCIAL YEAR 2016

A= Number of meetings and calls the Director attended
B = Maximum number of meetings and calls the Directer could have attended

at Board meetings

Board Activity during the year

Although Nick Hewitt was a director for six meetings, he was not eligible to attend due to llhealth

Feb Mar Apr May Jun Jul Sep Oct Nov Dec Jan
Scheduled Board meetings [Sﬂ EKOD ﬁ%) ﬂgﬂ & [Ea
Board calls & ﬁ%ﬂ ﬁ?ﬂ
Strategy Workshops [‘Sﬂ
Special meeting {refinancing) [3;]
AGM )
Nomination Committee [8,‘_] ﬁ?ﬂ
Audit Committee [8[] [Sa ﬁ?ﬂ ﬁ%]
Risk Committee G.?.D [‘Sﬂ [i%.] ﬁgﬂ
Remuneration Committee ﬁ%] G%] [I%] E%] G?ﬂ ﬁ%]
BOARD ATTENDANCE
The Board held nine scheduled meetings and calls and one special meeting during the year and individuat attendance 1s set out inthe table
below Atwo-day strategy sessionwas held away from the Head Office on 9 and 10 November 2015 AllBoard Members attended the AGM
Commuttee attendance s set outin the individual reports
% of
meetngs
Name of Director Dateappointed Dateresigned A B attended
Bob Mackenzle Executive Charrman 26Jun2014 -1 100%
Mattin Clarke Chief Financial Officer 26 Sep 2014 - 1 # 100%
John Leach Senior Independent Director (from 13 Nov 2014) 26 lun2014 - nn 100%
Andrew Blowers Non-Executive Director 25Sep2014 - n 100%
Simon Breakwell Non-Executive Director 17Sep2014 - nm 100%
Andrew Miller Nen Executive Director 26 tun2014 - 1 100%
Suzl Willlams Non-Executive Director 10ct 2015 - 4 4 100%
Farmer Director
Margaret Young 26Jun2014  25Feb2015 1 1 100%
Nick Hewitt 26 jun2014 31ul2015 0 O nfa
Notes

Where appropriate, Members of the AA Executive Managernent Commuttee and specialist external speakers were invited to give presentations

Strategic progress

Progress against strategy 1s discussed at each scheduled Board meeting
to closely monitor strategy implermentation by the AA Group The two-day
strategy session held away from Head Office on 9 and 10 November 2015
provided the opportunity for more relaxed, free-flowing discussion around
abroadrange of strategicissues The Non-Executive Directors were able
to share their expertise and provide independent oversight to the direction
ofthe business Discussions focused not only on the business plan but
also the iIndividuals leading and implementing that plan These, and other
teams that support them, are key to the delvery of the Board's objectives

The Executive Committee and Board Members all attended a two day
strategy sessionin November 2015 This provided a unique and specific
opportunity to develop strategy address currentissues and improve
the performance of the business




AA plc Annual Report and Accounts 2016 53

BOARD CALENDAR. KEY BUSINESS AT BOARDMEETINGS DURINGTHE 2016 FINANCIAL YEAR

February 2015
(Board Call)

Confirrm new Londgn office
toopeninJune

Review drafting of the first Annual Report

Approve Terms of Reference for regulated entity,
AAISL Board and Committee

June 2015
{Board MeetingLondon)

Review and approve Q1 results

October 2015
(Board Call)

Feedback from intenm results

Strategic review
YInsurance and underwnting capacity

YRoad operations

Review of PDMR Lists and compliance

Progress check on T transformation

Consider remuneration policy and introduction
of Performance Share Plan (PSP)

March 2015
{Specialmeeting)

Review progress on Refinancing

Review health & safety reporting

Invester relations update ~ feedback on prelim results

Approve Indian JV

Financial strategy and three-year planning

Governance updates fromRisk, Auditand
Nomination Committees

Creation of special
refinancing Committee

O O O O
Approve investorpresentation for the
refinancing proposal and dividend statement

Receive Audit Risk, Nominationand
Remuneration Committee reports

{Board Meeting London)

Approve preliminary
results statement

4=

Receive externatly audited financial resutts

Approve Annual Report

Note development of digital teamn and launch
ofnew brand advertising

Approval of Suzi Williams as Non Executive Directer

{First AGM London)

First AGM

>approvalef accounts

>all resolutions passed

July 2015
{BoardCall)

Consider management restructuning 5 7

November 2015
(2-day strategy workshop)

Strategrc focus and development of three-year plans
for business areas

Carmrnercal growth areas

Evelwving the AA insurance model

Business and IT Transformation

Business readiness

December2015
(Board Meeting Newcastte)}

Update oninsurance operations

Evaluate feedback from strategy workshops

Board réview and succession planning

Rewview independence of Nan Executive Directors

Strategicreview
3 Drving services

>India IV

> Presentation on connected car and telematics

Review advertising
campaign

DS

Strategic review
»Financial Services partnership

» Membership Proposition

Review responsibilities ofthe SID
and Executive Chairman

Consideration of draft prospectus
and gffenng memorandum in respect
oftherefinancing

Ly

April 2015
(Board Meeting London)

Approve establishment of insurer

Approve Financial Services partnership
with the Bank of Ireland

(E

Investor relations report noting appointment

Refinancingupdate

Presentthree-year financial plan

Verbal updates from Remunerationand
Nomination Committees

Discuss Nommnation Committee planning for
Board evaluation process

September 2015
{Boardmeeting Oldbury)

Strategy review
>Road operations —site visit

>Home Services

AL Help deployment system

Demonstration of new [T platferms

Approved intenm results dividend
policy and internm dividend payment

===

Approve Conflicts of Interest policies

Approve governance framework

Strateqic review
>Membership Proposition

Repaort opportunities inindia

ofadditional new broker

Review role of Executive Chairman and
Senior Independent Director

MNote Committee reports and evaluate effectiveness
of sk internalaucht and compliance functions

»Insurance business site visit

January 2016
(Board Meeting Cheadle)

Board performance evaluabion results

Update from remuneration committee

Strategic review
>Insurance business

ssawsng Ing
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>Ireland

2017 Budget approval

aduBWIAALD

=
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Callcentre site visit

Planningahead

Looking forward, the Board and its Committees
will focuson

»The comptetion of pur IT transforrnation project

»Developing and delivering our three year plan

¥Succession planning including for a new CECQ

Y Implementation of strategic pnonties

> Development of our governance framework

L
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Effectiveness

Audit Committee
Report

-

IMAGE
REMOVED

“During our second year as Audit
Committee for the AA, we have
remained focused on continuing
to Increase the effectiveness

of our financial reporting and
internal controls and improving
the quality of our Audit
Committee Report.”

Andrew Miller
Audit Committee Chairman

Accountability

Durning our second year as Audit Committee forthe AA, we have remained
focused on continuing to increase the effectiveness of our financial
reporting, internal controls and improving the quality of our Audit
Commuttee Report

The Audit Committee (the Committee) plays a key oversight role for
the Board and this report s presented to demonstrate our approach to
accountability and sets out the key 1ssues that we have considered
dunng the 2016 financiat year and what we plan to focus endunng the
forthcoming year

MEMBERSHIPAND ATTENDANCE DURING THE YEAR

The Committee meets at least quarterly and currently compnses three
ndependent Non-Executive Directors The Members are set out below,
together withtheir appointment dates and attendance at meetings

%of

possible

Date appointed Date meetings

Name of Member to Committee ofresignabon A B attended

Andrew Miller {Chairman) 26 Jun2014 4 4 100%

tohnLeach 26Jun2014 4 4 100%

Andrew Blowers 13 Nov 2014 4 4 100%
Former Member

Margaret Young' 26Jun2014  25Feb2015 ¢ O n/a

Notes

A=Number of meetings the Member attended
B = Maximum number of meetings the Member could have attended

1 Margaret Young was a Member of the Committee from Admission up to the date ot her
resignation framthe Board The Board reviewed the remaining compositionofthe
Committee ang agread that as the requirements of the UK Corporate Governance Codeand
Commuttee Terms of Reference are metwith three ndependentNon Executive Directar
Members na further change should be made

The Members of this Committee also sit on the Risk Committee to facilitate
efficient cross communication and ensure that all nsk and audit issues are
addressed effectively

As Chairman of the Committee, invite the Executive Chairman and the
Chief Financial Officer to attend meetings of the Audit Committee where
appropriate and the Company Secretary attends as Committee Secretary
The Head of Internal Audit also attends regularly, except where
performance of internalaudit 1s discussed Jonathan Roe, as Charr ofthe
Audit, Risk and Comptiance Committee of our regulated subsidiary also
regularly attends to ensure consistency across the Group Other senior
execuiives may attend as required to prowide Infarmation en matters being
discussed whichfall nto their area of responsibility The externalauditors,
Ernst & Young LLP, also attend each meeting, except where we discuss
ther independence, performance and reappointment
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Audit Committee Report

Whatlsthe Committee’saction pltanforthe 2017 financial year

Audit Committee Roles and Responsibilities
The Committee meets regularty to fulfil the following core responsibilities

> Morutor the integnty and effectveness of our financial reporting

Y Review and recommend the statutory and intenm results to the Board

»Mantain oversight of financial and other regulatory requirements and
make recommendations as to the impact on our financial statements

> Review and approve the internal audit plan for the following financial
year, ensuring it i1s aligned with our key strategic prionties

> Regular updates are provided to the Board on how the Committee
has discharged its responsibilities

Fullterms of reference of the Audit Committee can be found at
www theaaple com/investors/corporate-governance aspx

Audit Committee activity during the 2016 financlal year

The Committee undertook the following activibies during the year

»Reviewed Ernst & Young LLP's full financial year reportand the
2016 financial year intenm results andimplemented the financial
reporting recommendations

Y Approved the Group's internal audit plan and the development of an
internal audit action map, ensuring a focus by internal audit on areas
of key strategic priority

) Invited senior executives and external specialists to present onspecific
business risk 1ssues and mitigating factors, such as the IT transformation,
IT security and cyber nsk and updated the Board accordingly

Looking ahead, the Committee willremain focused on the audit, assurance
and risk process within the business, and maintainits oversight of financial
and other regulatory requirements The action planfor the 2017 financial
year willfocus on

> Qversight relating to the delivery and outcomes of the IT and Business
Transformation Programmes

> Review and recommendation of statutory andinterim results

> Review of cashfiow

> Assurance plan, design and delivery, with particular focus on
key strategic priorities

> Oversight of data protection and management

»Review of debt and financizlinstruments

> Approval of internal audit plan and oversight of key policies and practices

> Assess the effectiveness of the internal audit function and keep under
review the adequacy of internal controls

>Review and monitor the effectiveness, tenure and independence of
the externalauditor and provide advice to the Board as to their
reappeintment or remowval

»Undertake a thorough review of the Annual Report and Accounts to
ensure that the narrative messages are consistent and accuratety
reflect the financial statements and that the inforrmation asa whole
1s fair, balanced and understandable

SignificantIssues

YReviewed and recommended to the Board the statutery and
intenm results

> Approved the Group s Treasury Policy and reviewed other key policies
ncluding whistle blowing, financial crime, anti-bribery and allowable
gifts and ethics policies

>Undertook a review of the nsk management processes including
consideration of the output of aninternal audit report onthe nisk function

YReviewed the performance of the Committee, as part of the framework
of the wider Board effectiveness review

>Considered the financial results in the Draft Prospectus and Offering
Memorandum for the refinancing announced in March 2015

>Received and approved bondholder results

>Considered the treatrment of financialsnstruments

>Reviewed the Governance framework that governs and directs the
formal decisians for the operation of the business, the level of authority
and accountability and the internal and external parameters within which
expenditure and contracts may be committed onbehalf of the Group

?Reviewed working capital reports

> Based on detailed analysis and review, the Committee concluded that it
was appropriate to prepare the report and accounts on a Gomng Concern
basis and prepare the Viability Statement set out on page 35

>Reviewed debt levels and terms of borrowings

) Reviewed the effectiveness of the Group's financiat controls and internal
control systems, including the financial, operational and complance risk
management systems

The Audit Committee has assessed whether suitable accounting policies
have been adopted and whether management have made appropriate
Judgements and esthimates

Throughout the year the finance team has worked closely with Ernst

& Young LLP toensure that the Group provides the required level of
disclosure regarding the significant issues considered by the Commuttee
in relation to the financial statements, as wellashow these 1Issues were
addressed, whilst beitng mindful of matters that may be business sensitive

The main areas of judgement that have been considered by the Committee
to ensure that appropriate rigour has been applied are set out on page 56
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Audit

Committee Report

continued

Theissueandits significance

Work undertaken

Qutcomeandactions

Revenue recognition Theaccounting poltcies for revenue recognition prepared by management The Committee therefore agrees with
have been presented to the Committee which has concluded that they management § assessment that the internal
remain consistent and appropnate The Committee hasreviewed controls have remained consistent and effective
management’s assessment of the internal control framework over revenue durtng the year The Committea willcontinue to
This assessment bas highlighted some 1ssues with the initial revenue monitor thisarea
recogrition of Roadside Membershap subscnptions by the Membership
database as well as the additional controls that management has putin
placeto identify and correct for these issues The Committee notes that
the current T transformation ptansinclude the replacement of the
Membership database which willimprove the controls over revenue
recognition inthis area
Cyber Security Rewview of existing admiristrative and technical controlsin place te Work has beenundertaken toimplement and
manage the nisks associated with cyber secunity This was based upon strengthen controls inthis area especialty around
activity conducted by the Informahion Secunty team and included testing access, lcence management use of PCs i work
undertaken by an independent trusted security partner Thes highlighted and databases Oversightofthis s now managedby
anumber of areas of focus where remediation actions were neededto the Risk Commitiee and in the coming year the Audit
address known issues and vulneratilities Committee plans to review data nmore detail
Inaddition an|T & Change Senior Internal Auditer
joined the Internal Audit teamoin late 2015 to
provide oversight
Borrowings and The Group's borrowings are a significant bability onthe Group's The Committee has reviewed the methodology
financialinstruments Consolidated statement of Financial position {Balance Sheet) (see page used Inthese valuations and the accounting
90) The Group s accounting policy recognises borrowings at fair value less for horrowings and financialinstruments and
debtissue fees alinitial recognition The Group also has a number of has concluded that the accounting treatment
finanoiatinstrurnents related to the borrowings includinginterest rate 1sappropnate
swaps and penalties for earty repayment The accounting and valuation of
these instruments are governed by IAS 39 ‘Financial Instruments and can
be cemplex The Group isrequired to state these instruments at far value
inthe Balance Sheet Interest and fuel rate swaps have been valued at fair
value and where they qualify for hedge accountingunder IAS 39 any
changes invaluationarerecognised inthe statement of comprehensive
income Allother changes in valuation, including those ansing uponthe
repayment of the Semor Term Facility in Marchand Apnil 2015 have been
recognised in the income statement
Pensions accounting The Group's defined benefit pension schemeis a significant net babilty The Comruttee has considered both the process
on the Group 5 Balance Sheet {see nota 23) and the value of the scheme that management undertook to finalise the
will fluctuate due to changes:n the undertying assumptions The main assumptions and how these assumptions
assumptions which dnve these fluctuations are forecast corporate bond benchmark agaimnstthe market The Committeehas
yietd rates and the forecast inflation rate concluded that the assumphons are appropriate
and the overall valuation of the pet lability s
appropnately balanced but will monitor this further
Inthe bght of the tnenmal valuation being camed
outinthe 2017 financial year
Impairment of Goodwill Management have prepared discounted cashflows based on the latest The Committee has considered the basis of

Board approved strategic plan Thesediscounted cashflows have been
compared to the carrying value of goodwill Noindicabion of mpairment
of goodwill has beenidentified

preparation of the discounted cashflows and 1s
satisfied that these reftect the latest strategic plan
of the Group and that there s sufficent headroom
compared to the carrying value of goodwall

Share-based payments

The Group issued a number of share-based awards to employees during
the year (see note 32) Thisisatechnically demandingarea where the
Group relies on support from externaladvisers The mainassumptions
which drnve the valuation are the expected volatibity of the share pnceand
the forecast interestrate

The Committee s salisfied that all relevant share
based awards have been correctly included inthese
financial statements and that the assumphons used
are appropnate
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External Auditors

Effectlveness, tenure and independence of the externalauditor
The Committee manages the relationship with the Group's external
auditors on behalf of the Board The Committee considers annually
the scope, fee, performance and independence of the external auditor
as well as whether a formal tender process is required

Ernst & Young LLP has been the Company’s Auditer since the 31January
2008 audit and the Committee considered audit rotation and tender
during the year and determined not to change auditors dunng the first
fullyear as a public company during a period of major transformation

The Company s not obliged to tender for audit services until 2024

{ten years from Admission) but the Company intends to consider tendering
its audit work annually until this date

The Company fully supports audit partner rotation and refreshment
Kathryn Barrow was appointed as Audit partner during the 2016 financial
year taking over from John Headley After carefuland thorough review,
spread across twa Committee meetings, the Committee believes the
independence and objectivity of the external auditor and the effect:veness
ofthe audit process are safeguarded and remain strong

Consequently, the Committee advised the Board and will subsequently
recommend at the 2016 AGM that Ernst & Young LLP be reappointed as
the Company's statutory auditor

Auditfees
Details of fees paid to our Auditors are listed in note 29

Non-auditfees

The Committee 1s very mindful of engaging the statutary auditor for
non-audit services and potential Issues of independence The Group has
arobust auditor engagement policy in place and the Committee seek to
ensure that itis adhered to Asaresult of the work required around the
refinancing and the placing and open offer announced on 25 March 2015,
non-audit fees for this financial year were high, as they had beeninthe
previous year dueto the IPO Going forward, the Committee 1s commstted
to maintaining non-audit fees at a lower level

Types of non-audit work are lmited to areas of work where 1t 1s appropnate
forthe auditors to advise on the balance of costs and efficacy agamst the
risks of auditors’ Independence being impaired such as project work like
the refinancing and equity 1ssues

AA plc has complied throughout the 2016 financial year with the
provisions of the Statutory Audit Services Order 2014 1ssued by the CMA

Internal controls

The Committee has completed its review of the Group’s systems of
internal controls and their effectiveness for the 2016 financial year and
has done so in accordance with the requirements of the FRC's Guidance
on Risk Management, Internal Controland Related Financial and Business
Reporting documentissued in September 2014 (FRC Guidance) It should
be noted that the Group’s nsk management systems are designed to
manage rather than eliminate the risk of fallure to achieve business
objectives and they can only provide reasonable and not absolute
assurance against materal misstatement orloss

The review ncluded, among other things, consideration of

> The Company's nsk appetite (@as describedin the Risk Management
section on page 30) and the outcome of a survey undertaken in respect
of the nsk culture withinthe organisation

>The operation of the risk management and internal control system,
including the output from an Internal Audit review of thisarea

>The assessment of nisks withun the three-year business planning process

>The principat nsks facing the business, along with the changesto those
rnisks dunngthe year and the mitigating actions being takenin respect
of them (see details in the Risk Management section on pages 32-35)

>The outputs from the nsk incident and near miss reporting process

Inthe Committee’s opinion there were no significant fallings noted
fromthisreview The Group has adopted acceptable and appropriate
accounting policies and made appropriate estmates and judgements

as and where necessary The Committee also belreves that this Annual
Reportand Accounts provides the information necessary for shareholders
tomake anassessment as tothe Group's performance, business model
and on-going strategy

The Committee also
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>ensures that there 1s an on-going process for identifying, evaluating and
managing the pnncipal nsks faced by the Company and the Group,

>confirm that the systems have beenn ptace for the year under review
and up to the date of approval of the annuat repart and accounts,

>confirm that they are regularly reviewed by the Board, and

>ensures that the internal control systems accord with the FRC Guidance

Further details on our Risk Management can be found on pages 30-35
and inour Risk Committee Report on pages 62-63

The Group’s Internal controland sk management systems ensure the
accuracy and reliability of financial reporting and the key features of those
systems Include

SIUBLWARIG |BIDUBUL

>»Documented financtal governance framework

> Comprehensive budgeting and reporting processes

> Defined bnes of accountability and delegation of authority

> Review and approval of key accounting policies and estimates

> Preparation of consolidated accounts

>Investment appraisal process for evaluating major capital expenditure

Y Project governanceand information security
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Audit
Committee Report
continued

Fair,balanced and understandable

Isthereportunderstandable?

At the request of the Board, the Committee considered whether, inits
opnion, the Annual Report and Accounts for the 2016 financial year s farr,
balanced and understandable and whether it provides the information
necessary for shareholders to assess the Group's performance, business
modeland strategy

As part of this process, the Committee discussed what information and
levelof debate and insight it would need in order to satisfy Members that
financial nformation was fair, balanced and understandable

The Committee was provided with a draft copy of the Annual Repeort
early inthe drafting process in order to assess the broaddirection and
key messages beingcommunicated The Committee receved further
drafts prior to the meeting at which it would be requested to provide
its final opinion

When forming its opinion, the Committee reflected on the information
1t had receved and its discussions throughout the year Inparticular,
the Commitiee considered

Is the report fair?

>1sthere a clear and understandable structure and presentation to
thereport?

YIsthe language clear and the layout easy to navigate with good linkage
throughout ina manner that reflects the whote story?

» Are theimportant messages highlighted appropriately
throughout the document?

Ylsthe whole story presented clearly and articulately?

> Arethe key messagesinthe narrative reflectedin the financial reporting?

>Has any sensitive ratenal been omitted?

» Arethe KPls disclosed at an approprate level based on the financial
reporting and how the business measures performance?

YIsthereporting on the business segmentsinthe narrative reporting
consistent with that used forthe financial reporting in the financial
statements?

Isthe report balanced?

Ysthere consistency between the narrative reporting in the front and the
financial reporting in the back of the report?

> Do you get the same message when you read the two parts
independently?

> Arethe statutory and adjusted measures explained clearly with
appropriate priority and prominence?

» Arethe key judgements referred to in the narrative reporting and the
significant issues reported in this Audit Committee Report conststent
with the disclosure of key estimation uncertainties and critical
judgements set out inthe financtal statements? How do these
compare with the risks that Ernst & Young LLP s planning on
including intheir report?

Following its review, the Committee was of the opirion that this Annual
Report and Accounts for the 2016 financial year is representative of the
year, 1s consistent with its understanding of the business and results
and presentsafar, balanced and understandable overview, providing
the necessary information for shareholders to assess the Group’s
performance, business model and strategy
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Andrew Miller
Chairman, Audit Commitiee
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Effectiveness

Nomination
Committee Report

- -
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“With a number of Board
changes taking place during

the year, the Committee’s

focus has been to ensure that
the composition of the Board
remains effective and surtably
balanced, with regard to
independence, skills, knowledge
and diversity. The Commitiee
also seeks to ensure that there
1s a strong future talent prpeline
to deliver the continued success
of our Group.”

JohnLeach
Nomination Committee Chairman

The Nomination Committee (the Committee)} supports the Boardin
reviewing its compos:ttion, evaluating its performance and assists
with succession planning for the Board and Executive Committees
This report descnbes our work in more detall and sets out ouraction
planforthe corming year

MEMBERSHIP AND ATTENDANCE DURING THE YEAR

The Membershtp of the Committee, together with appointment dates
andattendance at meetings, (s setout below

% of
possible
Date appointed Date of meetings
Name of Mermber to Committee resignaton A B attended
JohnLeach (Chairman
from 13 Nov 2014) 26 Jun2014 2 2 100%
Andrew Blowers 13 Mov 2014 2 2 100%
Simon Breakwell 13 Nov 2014 2 2 100%
BobMackenzie 26 Jun2014 2 2 100%
SuziWilllams 010ct 2015 11 100%
Former Member
Margaret Young' 26Jun2014 25Feb2015 O O n/a
Notes

A= Number of meetngs the Member atterxded

B = Maxmum number of meetings the Member could have attended

1 No meetingstoak place while Margaret was a Non Executive Director dunng the year
In addition to the scheduled meetings the Comrnuttee metwith the Executive Chairman
andthe HR Director to undertake a succession review of senior management

The Chief Financial Officer Company Secretary and Charr of the Audit Committee
Andrew Miller were invited toattend meetings during the year
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Nomination
Committee Report
continued

BoardChanges

Changes tothe Board duning the financial year 2016 are descnbed inthe
Governance Introduction on page 45

When Margaret Young stepped down from the Board as Non-Executive
Director on 25 February 2015, she consequently retired from her position
onthe Committee The Committee immediately commenced a process
to review the composttion of the Board and its Committees and
subsequently recommended that a replacement Non-Executive Director
be appointed After a thorough selection process, the Board were pleased
to announce the appointment of Suzi Wilkiarns with effect from 1Qctaber
2015 Therecruitment process for this appointment s set out later in this
report Suz was also appointed as a Member of the Nominatienand Risk
Commuttees and subsequently to the Remuneration Committee

Nomination CommitteeresponsiblUties and activity during the year

In accordance with the powers delegated in the terms of reference,
the Nomunation Commuttee assisted with the following during the
2016 financial year

» Reviewed the balance of skill, experience, independence, diversity
and knowledge on the Board

» Undertook a selection process for a replacement NED

»Oversaw the election and induction of Suzi Willams as a new NED

> Completed the first Board evaluation

> Reviewed successton planning for the Board, focusing onthe
requirement for a new CEQ from 2017

Y Assessed future talent pipeline within the Group

» Reviewed the training and development process for Diractors

> Reviewed the time commitments of the Non-Executive Directors

» A performance appraisal of the Chairman conducted by the SID
and NEDs

¥ Reviewed the skills and independence of each of the iIndependent
Non-Executive Director and subsequent recommendation that each
ofthem be elected or re-elected at the Company's AGM to be held on
9 June 2016

»Updated the terms of reference of the Committee

The full terms of reference of the Nomination Committee can be found at
www theaaplc com/investors/corporate-governance aspx

Board Evaluation

The Board recognises the need to maintain its ongoing development to
ensureits continued effectiveness and to continue torespond to evolving
best practice Thisinvolves acontinuous processof

»Reflecting on past performance and implementation of previous
recommendations or actions

»Consideration of future training, skilt and diversity requirements

>dentification and implementatton of new recommendations or
actions toimprove performance

The Board recognises that the process of Improving its effectiveness
requires continuous attention, particularly inrespect of actions such as
ensuring the correct Board balance, succession planning and Board focus

The Board undertook a rigorous and formal internalevaluation of its own
performance and that of ts committees and Directors during the year
The Board believes that an external evaluation every three years willbring
new nsight Inte its processes and performance

Theinternal Board evaluationincluded detailed questionnaires

and interviews by the Senior Independent Director and the Company
Secretary followed by a feedback session and Board discussion of
theresults

The Board evaluation focused on the following areas of its role
and performance

Y Accountability, governance and culture

» Compasition of the Board and its committees and their balance
and diversity of skills, expenence, independence and knowledge,
including consideration of gender diversity

YHow the Board and its committees work as individual units as well
as their interaction with each other and with management

) The performance of individual directors

¥ Qther factors relevant to the Board's effectiveness such as management
of meetings and the quality of information provided by management

The Commuttee received a written report from John Leach, Senior
Independent Director and Mark Millar, Company Secretary which
was debated and discussed in detail and then the same process was
repeated with the full Board A clear action plan forthe year ahead was
then developed and 2pproved

The actions identified focus on diversity of the Board and communication
withthe Beardin particular, to provide more timely and detaited
management data and updates on the transformation process Asanewly
assembled Board, it was encouraging to gain unanimous consent from
the Members that the balance of skills and expenence was appropriate
and that a culture of open and frank discussion had been established
from the outset Also all Members were in agreement that the relationship
between the SIDand Chairman was appropnate and positive Itwas
noted that more scheduled time at meetings would be usefulto enable
the progression of all ideas and this has been recognised inthe meeting
schedute forthe coming year

The key findings of the 2015 performance review are beingimplemented
inthe current financial year and progress will be considered as part of the
next performance evaluation and reported in next year’s Annual Report

Appraisal of the Executive Chairman

The Senior Independent Director met with the Independent Non-
Executive Directors and separately with seruor management to discuss
and evaluate the performance of the Executive Charman The results

of that process were discussed by the Committee and with the Executive
Chairman Following this ngorous process, the Committee and the
Board are satisfied that the Executive Chairman s fulfilling his duties
satisfactorily and should continue in the combined role pending
completion of the transformation
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Board recruitment process

Diversity

Therecruitment processes undertaken for the appointment of Suzi
Willams was formal, ngoraus and transparent and Bob Mackenzie led
asub-committee dunng thistime Atthe start of the searchprocess,

the Committee evaluated the compesition of the Board withregard to

the skills, knowledge and diversity required to deliver the Group's strategy
and subsequently created atalored job specification The following key
attributes wereidentified

>Expertise and capabilities developed in sales and marketing

» A broad understanding of LUK Corporate governance arrangements

>The time commitment and view to serve the role over the medium to
long term

>The Committee appointed Korn Ferry and Lygon Group to help with
the selection process Whilst the process was anopen one, there was
a strong preference fora female candidate given the all-male board
following the departure of Margaret Young

The Committee considered the candidates against the objective

critena set out in the profile and created a shortlist of preferred candidates
A sub-committee was appointed to facilitate meetings with the shortlisted
candidates Subsequently, the preferred candidate recommendations
were made by the Committee to the Board for consideration The Board
was unanimous in therir decision to approve the appontment of Suzi
Wiliams as a Non-Executive Director

Advisors

Korn Ferry and Lygon Group have been appointed by the Cormmittee
tohelpwith Board recruitment These advisors da not provide any other
services tothe AA

Executive Committee Changes

The Committee were also involved in the restructuring ofthe Executive
Management teams during the year to ensure a business focused
decision making forum supporting the Executive Directors intheir duties
The biographies of this team are set out on pages 46-49

Succession planning fora CEO after 2017

As previously stated it 1s the Board's intention that Bob Mackenzie
continue inthe combined role of Executive Chairman during the major
parts of the business transformation Itis expected that after 2017 the roles
will be split and a new Chief Executive wilt be appointed to work alongside
Bob Mackenzie as Charman The Committee intends to start the process
of considening job requirements, skills and expenience duning the yearto
ensure a smooth and timely recruitment process and handover

The AArecaognises the mernits of diversity, inits broadest sense, at Board
level and throughout the Group and 1s committed to ensuring that
thisrermnains a central feature not just of the Board, but of our senior
management team The Committee has considered and intends to review
the drversity policy to ensure that it continues to drive the benefits of

a diverse Board and workforce across the business and also toassess
whether the skilts, experience and knowledge of individualcandidates
are appropriate and in keeping with the business needs

Quremployment peliciesand practices reflect a culture where decisions
are based onindividual abilty and potential inrelation to the business
needs We are committed to ensuring indivtduals are treatedm a
non-discriminatory manner at allstages of their employment including
recrutment and selection, reward, training, development, promotion
and career development

As aGroup, we recognise the additienal challenges faced by disabled
people in gaining employment and as Members of the Disabiity Symbol
Accreditation Scheme we guarantee tointerview any disabled person
that meets the mmimum cniteria of the job they have applied for We have
regular discussions with all disabled employees to consider changes

we can make to ensure their ongoing career development

The Board and this Committee recognise and value the importance of
diversity including gender and acknowladge the recommendations in
the Davies Report and, where passible seektoensure anappropriate
balance Ratios of staff and management are published on page 49

We are aware that with regard to the wider composition of the Board In
terms of diversity, skill and experience, there s some wark to be done
We are committed to meeting Lord Davies' extended target for Women
on Boards of 33% female membership by 2020

The Committee's plan for the 2017 financial yearincludes-

YImplementing acthons from Board performance evaluation
(and planning for the next)

¥ Planning for external Board evaluabion in 2018

» Develon diversity action plan — to meet the Davies target of
33%women onthe Board by 2020

> Continue succession planning for the Board and key roles across
the business

)Begin selection process for a CEOto be appointed after 2017

yDevelop/deliver traintng and induction programme for Board and
senior management

> Consider the skills, avallability and performance of each Board Member
and reflect those results iInrecommendations on the election and
re-election of Directors at the AGM
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JohnLeach
Nominatron Committee Chairman
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“The AA1s committed to
effective nsk management

as part of the governance

and processes we have In
place to ensure achievement
of our strategic objectives,
fair customer outcomes

and the long-term sustainable
growth of ourbusiness ”

Andrew Blowers
Chairman of the Risk Committee

The Risk Committee (the Commuttee) plays a key oversight role for the
Board and ths report s presented to demonstrate our approach to nsk
controland accountability It setsout the activities and initiatives that
we have undertaken during the financial year ended 31January 2016
and our plans for the forthcoming year

Membershipand attendance during the year

The Committee meets at least quarterly and comprises four independent
Non-Executive Directors The current Members are set out below,
together with their appointment dates and attendance at meetings

MEMBERSHIP AND ATTENDANCE DURING THE YEAR
Y%of
possible
Date appointed Dataof meetings
Name of Member to Committee resgnaton A B attended
Andrew Blowers (Chairman) 13 Nov 2014 4 4 100%
Johnl.each 13 Nov 2014 4 4 100%
Andrew Miller 25Feb2015 4 4 100%
Suzi Williams 10ct2015 11 100%
FarmerMember
Margaret Young 13Nov2014 25Fek2015 0 0 nfa
Notes
A=Number of meetings the Member attended
B = Maxirnum number of meetings the Member could have attended

Supporting the Committee 15 an Executive Risk and Compliance
Committee (ERCC) whichmeets tentimes a year This isan executive
body, rmade up of senior executives and functionalexperts Itsroleis
toimplement the Risk Management Framework and reporttothe
Committee on the effectiveness of the management of risk, new and
evolving risks and the effectiveness of the nsk management culture and
processes There1salso an audit nsk and compliance commitiee (ARCC)
for the regulated subsidiary, Automobile Association Insurance Services
Limited, which also reports to the Commuttee in respect of its wark

The Committee works closely with ERCC, ARCC, the Compliance Officer
and Group Risk Manager and invites executive members of the Groupto
attend or present as appropriate

Risk Committee Roles and Responsibilities

Overall responsib:lity for overseeing the management of nisks, compliance
with our Risk Management Framework and the agreed sk appetite of the
Group lies withthe Board These responsibilities are delegated totine
Executive Directors of the Board for the day to day management of risks
and the process 1s monitored by the Committee (working alongside

the Audit Committee} which reports to the Board

The Committea 1s concerned with the business of the entire Group and

its authonty extends to all relevant matters relating to the Company and
its business units and subsidiaries The Committee advisesthe Board on
the Group’s overall nsk appetite, tolerance and strategy, and oversees and
advises the Board on the current risk exposures of the Group and future
nsk strategy

Fullterms of reference of the Committee can be found at
www theaaplc com/investors/corporate-governance aspx
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Risk Management Framework

>KRl exceptions

For nisk management to work effectively in the AA the followtng s required

»Risk Management Process KPis

> An effective nsk culture in place with nsk management embedded
n the business

> The timely identification, repartingand management of the principalnisks

> The regular review and updating of nisk registers including the
assessment of risks and thesr respective controls

»Timely and aceurate reparting of iIncidents and near messes

> The operation of management 'snap checks’ (nsk control tests) to
confirm the adequate operation of key controls

Buring the year, tn addition to the standard reports from the Group

Risk Manager and the Compliance Officer, the Commuttee has received
presentations from vanous areas of the business to enable us to review
and consider specific risks Subjects covered have included

» Information/Cyber Security

> Business Transformation -

» Business Continuity

> Health & Safety and in particular near miss reporting

2 The mplementation and tracking to resolution of management
actions for unacceptable risks, deficient controls, incidents and falled
snap checks

> The reporting of Key Risk Indicators {KRIs)

» Engagement from all employees to effectively manage risk and operate
the organisation s control framework

The effective operation of the above 15 monitored by the Committee

Group Risk appetite

It 1sthe responsttility of the Board to set and agree the Group nsk appetite
andthisis regularly reviewed The appetite takes into account the level

of nskand nsk combinations that the Board are prepared to take to achieve
the Company’s strategic objectives together with the level of nsk shock
that the Company 1s able to withstand The duties of the Committee
include advising the Board on the Group's overall risk appetite, tolerance
and strategy The AA Risk Appetite Framework policy autlines the amount
of nskthe organisationis willing to take

Principalrisks and uncertainties

The Board have identified, and monitor onan on-going basis, the principal
nsks tothe AA, including those nsks that would threaten its business
model, future perforrmance, solvency or liquidity Setout on pages 32-35
are the risks the Board considers to be of most significance to the Group
interms of preventing or restricting execution of our strategy, with the
mitigatingactivities that we have put in place to try to prevent such nsk
matenalising We recognise that other risks are still present and seek to
ensure that they are managed accordingly

It1s recognised that the Group 1s exposed to a number of nsks, widerthan
those listed However, a conscious effort has been made to disclose those
of most concern to the business at this moment in time and those that have
been the subject of debate at recent Board and Committee meetings

Risk Committee activity during the 2016 financial year

The Committee receives regular reports on Risk Management
whichinclude

> The status of the principal nisks and the top nsks identified by
executive management including honzon and emerging risks

>Materialincidents and near msses

> Control effectiveness detalls

> Progress in completing actions to rectify control shortcomings

>The Group Risk Appetite Dashboard

» Enhancerment of the Risk Management Framework

> An overview of AA Ireland, including the governance model for risks,
compliance and controls

> Updates from the Chairmanof the ARCC

Initiatives during the 2016 financial year

In our annual report for the 2015 financial year | noted that we were
pursuing a plan of mprovements for Risk Management taking into account
the FRC September 2014 Guidance |am pleased toreport that good
progress towards enhancing the nsk management process has been
made as detaded below

»Amending risk reporting to enable the Committee to menitor nsk
appetite status better, the effectiveness of the Risk Management
framework and the status of principal risks

»Refreshing the Corporate Governance Framework toimprove the
process of internal control

>Issuing new guidance on the identification, reporting and management
of emerging and honzon risks

»Implementation of & control framework assurance map

>Improved Health & Safety near miss reporting

»Reviewing, monitoring and refreshing our Key Risk Indicators

Initiatives for the 2017 financlal year

Making further progress in embedding a sustainable nsk management
culture into the AA and further focus on the rmitigation and management
of the principal risks
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Andrew Blowers
Chairman of the Risk Committee
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Directors’ Remuneration
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“l am pleased to report that
during the year the Committee
operated within the terms of
the binding remuneration
policy which was approved
by shareholders at the 2015
AGM and that no changes are
proposed for the coming year.

Simon Breakwell
Chairman of the Rernuneration Committee

Dear shareholder,

Onbehalf of the Board, 1 am pleased to present our Directors’
Remuneration Report for the year ended 31January 2016

Last year the Remuneration Committee (the Committee) spent
considerable time developing a remunerat:on policy which would
support the Company following our lstitng in 2014 The policy was
designed toreflect the unique nature of the AA and our transformation
objectives, as well as being mindfulof conventional FTSE 250 market
and best practices

During the year the Committee operated within the terms of the binding
Remuneration Policy which was approved by our shareholders at the
2015 AGM This policy continues to support the business and therefore
no changestothe policy are propased far the coming year

Remunerationinrespectofthe 2016 financial year

On Listing the Company set out very clear five-year transformabion
and growth aspirations The Board and senior executive teamremain
committed to these long-term goals and our strategic objectivesare
built around the transformation As noted elsewhere inthe Annual
Report, we are continuing to make good progress inexecuting our
strategy to strengthen the AA asthe UK's pre-eminent Membership
services organisation

tnthe 2016 financial year, the Company became a constituent of the FTSE
250 and wealsg announced a progressive dividend policy, a first dividend
payment was made to shareholders in October 2015 These were key
milestones in our journey as a listed company Durning the year we also
announced a major refinancing of our debt structure, which has reduced
the ongoingannual cashinterest costs payable by the Company by £E45m
perannum

From a strategic perspective, a very good start has been made inturning
around the core Roadside Assistance business and slowing the rate of
decline inpersonal Members As part of our transformation, the
investrment in new [T systems s on track, which will suppoert improvement
incustomer experience and efficiency gains Other developments include
winning the Lex Autoleasing contract for roadside assistance, making
strategic steps in connected car technology and launching an Insurance
Underwniter The year-end Trading EBITDA of £415m, represents a strong
result in lght of the transformational activity during the year

Thebonus outcome for the 2016 financial year was determined based
ontargets setat the start of the financial year The EBITDA performance
and progress against the strategic and individual cbjectives set resulted
in bonus outcomes of 79% and 72% of maximurm for the Executive
Chatrmanand the Chief Financial Officer respectively

Although the Company has implemented a Performance Share Plan (PSP),
no awards have yet been granted under this plan Inaddition, the interests
held by participants in the legacy Management Value Participation Shares
implemented atthe time of Admission were allotted as set outin last year s
Committee report but only crystallise between 2017 and 2019 This
includes 45 8% granted to the Executive Directorsin December 2015,

as set out on page 70 Therefore no payments were made to Executive
Directorsin respect of long term incentives duning the 2016 financial year
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Remunerationin respect ofthe 2017 financlalyear

The remuneration structure for the coming year willremain broadly
unchanged Salary levels for the Executive Directors will notbe increased
The salary for the Executive Chairman has remained unchanged since the
IPOn 2014 The maxtrmum bonus opporturity will also remain unchanged,
however the metrics for the 2016 financial year will be modified tn order to
place greater emphasss on EBITDA performance The Committee does not
intend to make PSP grants o Executive Directors inthe coming year

Bob Mackenzie and Martin Clarke have personally chosen to build and
retain very significant shareholdings in the Company These interests
demonstrate their commitment to the strategy and provide alignment
with shareholders The Comnuttee s supportive of directors having
matenal interests inshares and the Committee s therefore formabising
appropriate share ownership guidelines Further details of the intended
approach are set out in the Annual Report on Remuneration

As part of the commitment to encouraging greater share ownership in
the wider organisation, the Company will also be seeking shareholder
approvalfor a tax-approved Profit Share Plan targeted at our colleagues
intreland This planwill complement the existing HMRC-approved all-
ernployee arrangements which are used for UK-based employees

AGM

The Committee has spent time during the year ensuring that the
remuneration arrangements remain appropnate, complement the
transformational strategy and are aligned with shareholders’ interests
Prior tolast year's AGM we consulted with our major shareholders

to ensure they fully understood the basis of the Committee sdecisions
and we would welcome further dialogue

Atthe forthcoming AGM, shareholders will be provided with a vote on this
Directors’ Remuneration Report and will also be asked to approve the
terms of the Insh Profit Share Plan descnbed abave |hope that youfind
thereport clearand helpfuland that you will support the remuneration
related resolutions at the forthcoming Annual General Meeting, to be held
on9June 2016
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Simon Breakwell
Chairman of the Remuneration Committee
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Directors’
Remuneration Report
continued

ANNUAL REPORT ON REMUNERATION J

This section of the Directors’ Remuneration Report sets out a summary of how we intend to mplement the Poley i the forthcoming financial year,
as well as details of how we implemented the Policy and the remuneration pasd to Directors duning the 2016 financial year Where information has
been audited, this has been stated The Remuneration Committee Chairman s statement provides further context to the decistons made

Implementation for the 2017 financial year

The following table summarnises how remuneration arrangements will be operated for the 2017 financial year

SALARY ANDBENEFITS

Following the year-end the Committee reviewed the base salanes for Executive Directors Ithas been determined that no increases will be made to salary levels for
the coming year

2016 salary 2017 salary Increass
Bob Mackenzie £750,000 E750 000 NIL
Martin Clarke £480,000 £480 000 NIL
Benefits and pensionarrangements will be inlne with last year
ANNUALBONUS

The maximum opportuntty forthe Executive Directors will remain unchanged at 120% of salary

For the coming year the weighting on financial objectives has increased from 60%to 70% of the averallbonus The performance targetsinrespect of the 2017 bonus
willbe based on

Welghting
EBITDA {argets 70%
Indvidual/strategic objectives 30%

The non-financial objectives are subject to a profitunderpin The precrse performance targets for the coming year are considered to be commercially sensitive at present,
but the Cormrmitteeintends to pronide expanded disclosure of targets on a retrospective basis

The 2017 bonus will again be subject to both malus and clawback provisicns

PERFORMANCE SHARE PLAN (PSP}

Although approval was obtained for the PSP at the 2015 AGM the Cormmittee does notintend to grant awards to the current Executive Directors under this plan in the
coming year

MANAGEMENT VALUE PARTICIPATION SHARES (MVP shares}

This legacy arrangement was implemented at Admission

The Committee does not intend to allocate further awards to Executive Directors during the 2017 financial year
NON-EXECUTIVE DIRECTORS

The current fees payable to the Non Executive Directors are shownin the following table

Role Faw
Senior Independent Director £170000
Basic fee for other Non-Executive Directors £80.000
Addibional fee for chainng of Board Commuttee (other than Nomination Commuttee) £15,000

Additonal fee for chainng of Group tnsurer Board £15000
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Implementatlonin the 2016 financlalyear

Single total flgure of remuneration (audited)

Executive Directors
The tables helow set out the total remuneration for the Executive Directors for the yearended 31 January 2016

S52UISNE ANQ)
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Nick Hewatt

BobMackenzie Martin Clarke {former director)'

2016 2015 2016 2015 2016 2015

£000 ECGOO £000 E£000 £000 £000

Salary 750 448 480 239 234 239
Benefits 12 13 16 7 7 7
Retirement benefits 88 52 56 28 27 28
Annual bonus 707 600 a4 320 - 109
Long-termincentives? - - - - - -
Total 1,957 113 966 584 268 383

1 Nick Hewntt ceased to be a director on 31 tuly 2015 Details of hus departure terms are set outon page 68

2 Asat31January 2016 the only long termincentive applicable to Executive Directors 1s the MVP shares As the performance conditions are not tested until June 2017 the performance condibionsare
considered to not be substantially complete by year end and therefore no amount s shown

Additlonal notes tothetable

Salary
The 2016 salary levels for Bob Mackenzie, Martin Clarke and Nick Hewitt were £750,000, £480,000 and £400,000 respectively Asdisclosed
in last year's Remuneration Report, the 2016 salary for Martin Clarke was adjusted to reflect the expansion in his role

Benefits

The benefits consist of a car related benefit, private healthinsurance for director and family and life assurance Car allowance (or cash alternative)is
provided Life cover 1s 4 x annual salary payable should deathin service occur Private medicalinsurance is provided for the executive only (family
cover at the additional cost to the Executive Director) Permanent healthinsurance cover equalto 75% of the Executive Director's annual salary

1s provided (as longas the Executive Director 1s a Member of the AA pension scheme)

Retirementbenefits

The amount sef cut inthe table represents the Company contnbutionto the Executive Directors’ retirement planning The Cornpany makes
contributions to the AA pension scheme equal to 11 7% of the Executive Director’s annual basic salary or makes the equivalent payment to the
Executive Director’s personal arrangement

Annual bonus
For the 2016 financial year, the maxsmum annual bonus opportunity for the Executive Directors was 120% of salary Consistentwith best practice this
award was also subject to malus and clawback provisions

The 2016 bonus was subject to EBITDA performance (60% of the overall bonus), strategic objectives linked torefinancing the Company’s debt
structure (15%) and individual objectives (25%) The bonus outcome was determined based on the targets set at the start of the financial year

Assetoutinthe Chairman's statement the Company has made considerable progress towards delivery of strategic goals during the year The table
below summarises the performance achieved and the resulting payout under each element of the annual bonus

BOUBUWIBAOT)

SUBLIBIR)S JEIDUeLI

Resultinglevel
of award (% of
Performance measure Weighting Performance achieved Performance retative to the target max opportunity)
Trading EBITDA 60% £415m Between threshold and maximum 42%
Successfulrefinancing of the PIK notes for the Group
debt structure resulting in ¢ £45m savingsinannual
Strategic targets 15% Interest costs Achievedinfull 15%
Progress against various targets set at the start of
Indnadual objectives 25% the year (with profit underpin achieved) Between threshold and maximum 15%to 22%
Total 100% 72%to79%

When reviewing performance against individual objectives the Committee considered outcomes against various targets that were set at the start of
theyear In particular, the Committee noted the establishment of the financial services partnership, delivery against the long-term IT transformation
plan and progress with developing the Indian and Intelematics Europe joint ventures
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Directors’
Remuneration Report
continued

The Board considers that the 2015 financial year Trading EBITDA targets continue to be commercially sensitive at the year-end However, the
Committee remains committed to transparent disclosure of remuneration arrangements and therefore intends to disclese detalls of the EBITDA
targets (including the threshold and maximum range) for the 2016 bonus in next year's report.

Long-term Incentives - vesting during the year
There were no long-term incentive awards vesting dunng the year

Legacy scheme* MVP shares
The MVP shares structure was implemented at Admission in order to align the interests of the MBI team and management with those of shareholders
in the period following Admission

The arrangement takes the form of A shares, B shares and C shares Eachclass represents one-third of the total number of shares under the plan
The value of the A, B and C shares 1s dependent on thetotal shareholder return {TSR) generated over the three to five year penod following Admission

The total value of all the A, B and C shares will be calculated as follows

Annuallsed TSR Vatueof MVPshares
Below 12% it
Atorabove 12% 5% of the TSR generated up to the 12% hurdle and 10% of the TSR generated over and above the 12% hurdle

Prior to Admission Bob Mackenzie, Martin Clarke and Nick Hewitt subscribed for 40% of the MVP shares The remaining 60% of MVP shares were
allocated in 2015 consistent with the propertions set out in last year’s Remuneration Report The table below provides details of the MVP share
subsecriptions and allocations made on and following Admission

Now that the MVP shares are fully allocated, other thanin exceptionalcircumstances{e g major role change), the Committee does not intend to
allocate any further awards to Executive Directors

Facevalueof MVPshareson Performence
Nams Typeof award Parcentage of MVP sharesheld subscription (nominal value)' review dates
On Admission - 22 4%
In yearallocation - 32 6% On Admission - £13 440 June 2017
Bob Mackennie Total - 55% Subsequent allocation - £19 560 {Ashares)
MVP shares On Admission - 8 B% June 2018
{A.BandC In year allocaton -13 2% On Admission - £5 280 (Aand B shares)
Martin Clarke shares) Total - 22% Subsequent allocation - £7 920 June 2019
On Admission - 8 B% (A Band
In-year allocation - 0% Cshares)
Nick Hewitt {former director) Total -8 8% On Admission = £5 280

| TheMVPA BandCsharesare not listed shares and therefore the nominal value (£0 Q01 has been used rather than the share price

2 The subsequent allocations sat out above were made on 22 December 2015

Departure terms

As announced duning the year, Nick Hewitt stood down from the Board as Group Bevelopment Director of AA plc on 31July 2015 Heremained an
emptoyee of the Company until 22 February 2016, after a period of project work and hand over had been completed The financialarrangements
associated with Mick Hewitt’s departure are as follows

) After stepping down from the Board, Nick Hewitt continued to receive his salary and benefits as an employee in kne with lis existing contractual
arrangements Reflecting the changes in his role, the Remuneration Committee determined that Nick Hewitt would not be eligible for a cash bonus
in respect of the 2016 financial year

> Nick Hewitt received a payment of £400,000 in respect of us annual basic salaryin lleu of hisnotice period of 12 months, as determined in accordance
with his service contract Insettlement of any statutory claims, Nick Hewitt also received a payment of £57,688, determined by reference to certain
benefits and other expenses which he would have received dunng his notice penod and other expenses, and a maximum sum of £37,000 plus VAT as
a contrnbution towards the legal fees incurred by him in connection with the cessation of his employment

¥ Nick Hewitt's interest in the Company’s MVP shares allocated pnorto Admission has been treated in accordance with the Company s Articles of
Association The terms of these shares reflected Mr Hewitt s role as one of the onginal Management Buy-In (MBI tearn Under the Articles Nick Hewtt
retained his onginal class A, Band C shares on leaving and the Committee therefore did not determine the treatment These shares will remain subject
to the prowisions of the Articles of Association and are subject to the same performance critenia as other participants

YNick Hewitt did not receive the further tranche of MVP shares allocated following Admission

>Mick Hewitt continues to be covered by the Company’s D&Q insurance and his Company indemnity in respect of third party liabtlities continues in
force according toitsterms

Other directorships

Bob Mackenzie was previously Chairman of Northaate Plc, a role which predated his appointment to the AA Board His fees for this role were £160,000
perannum, which he retained Bob Mackenzie stepped down from this position on 17 September 2015




AA plc Annual Report and Accounts 2016

69

Single totalfigure of remuneration (audited)

Non-Executive Directors
The table below sets out the total remuneration for Non-Executive Directors for the year ended 31 January 2016

2016 2015

Fees Benefits Total Fees Benefits Total

Name (role) £000 £000 E000 F£000 £000 £000

John Leach SID/NED 170 - 70 100 - 100

Andrew Blowers NED 103 - 103 48 - 48

Simon Breakwell NED a5 - 95 50 - 50

Andrew Miller NED 94 - 94 68 - 68

Suz) Williams NED! 27 - 27 - - -
Former director

Margaret Young NED? 8 - 8 57 - 57

Andrew Blowers was appointed Chairman of the Group s new insurer during the year and 1s paid an additional fee of £15,000 per annum for that role

The fees shown for 2015 are those paid to the Directors from the date of Admission Inthe seven months following Admissien and leading to the
premiwm bsting, significant additional work was required by the chairs of the committees in relation to establishing the appropriate governance
processes and committee activites The Board (excluding Non-Executive Directors) therefore determined that st would be appropriate inthe 2015
financial year for an additional fee of £20,000 to be paid to the chairs of each of the Audit, Risk and Remuneration Committees and this amount 1s
included inthe table No additional fees were paid inrespect of the 2016 financial year

1 Suz Wililams was appointed with effect from 1 October 2015

2 Margaret Young lefther rele as a director on 28 February 2015

Statement of Directors’ shareholding and share interests (audited)

The Committee 1s supportive of Executive Directors building up and maintaining a significant holding inthe Company As at the year-end,
Bob Mackenzie and Martin Clarke have built up shareholdings in excess of 3 4x and 4 8x salary respectively (based on the closing share price
on 29 January 2016 294 4p) The Committee views these holdings as a key means of algring therr interests with those of shareholders

On the appointment of any new executive, the Commttee would seek to implement a shareholding guideline which would need to be built up dunng
the course of their tenure The exact terms would be determined depending on the nature of any future appointment, however, it Is currently expected
thatarequirement of at least 200% of salary would be mplemented

For new appaintments to comply we would implement an appropriate time horizon for bullding to the shareholding, including a requirement that
executives would retain a proporiion of net vested shares until this guidetine has been met

The table below sets out the Directors’ share interests in the ordinary shares of the Company

Share held Held In Deferred Shareholding
outright SIPtrust{a) shares(b) {% of salary)(c)

Executive Directors
BobMackenzie 873,000 705 689 344%
Martin Clarke 787,500 705 689 484%
Non-Executive Directors
Andrew Blowers 9160 - - nfa
Andrew Miller - - - nfa
SuzWilliams - - - nfa
John Leach 32,81 - - nfa
Siman Breakwell - - - n/a
Fortner Directors
Margaret Young {d) nfa
Nick Hewitt (e) n/a

{a) includes partnership and dvidend shares under the SIP Bob Mackenzie and Martin Clarke have each recerved an agditional interest in 153 shares held in the SIP Trust by 4 Apnl 2016
{b} includes unvested matching shares under the SIP Bob Mackenzie and Martin Ctarke have each receved an additional interest in {13 Deferred shares

{c} based on the closing share price on 29 lanuary 20160294 4p

{d) when Nick Hewitt resigned as a dwectoron 31 July 2035 he held B7 500 shares

{e} when Margaret Yourgresigned as a director on 25 February 2015 she owned 20 Q00 shares
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The table below sets out the Directors” interestsin MVP shares

MVP shares

Value subject toa performance condition

Name Subscribed prior to Admission Subscribedin December 2015 Total
Executive Directors

Bob Mackenzie 22 4% 326% 55 0%

MartinClarke 88% 132% 22 0%

Nick Hewatt (former director} 88% - B8 8%

Total 40 0% 45 8% 85 8%

The Non-Executive Directors do not have anyinterests InMVP shares The remaining 14 2% of MVP shares has, as outlinedin last year's Directors’
Rermuneration Report, beenissued to the Company’s Employee Benefit Trust for the benefit of senior management below Board level

Service contracts and letters of appointment

Each of the Board Members will be proposed for re-election at the 2016 Annual General Meeting The Executive Directors are employed under
roling service contracts that do not have fixed terms of appointment, but are subyect to a 12-month notice penad The Non-Executive Directors are
appointed under a letter of appointment for aninitizl term of three years (subject to annual re-election at the AGM}which may be terminated by either
party subject to aone-month notice period other than certain conditions under which the Company can terminate withimmediate effect The details
ofthe Non-Executive Directors’ terms are set out below

Name Date ofappeintment Termexpires
John Leach 26 June 2014 9.June 2018
Andrew Miller 26 June 2014 9 June 2018
Simon Breakwel 17 September 2014 9 June 2018
Andrew Blowers 25 September 2014 9 June 2018
SuziWillams 10ctober2015 10ctober 2018

Performance graph and table

The chart below illustrates AA Group’s TSR performance against the FTSE 250 {excluding investment trusts) since Admission

IMAGE REMOVED

The table betow shows the total rernuneration paid to the Executive Chairman each year since Admission

Executfve Chairman remuneration 2016 2015
Executive Chaiman single figure of remuneration £1,557k E1,113k
Annual benus payout (% of maximum}) 79% 100%
Long-termincentives vesting (% of maximum) nfa nfa




AA plc Annual Report and Accounts 2016 Fal
=)
E
[o9]
5
3
]
[
Percentage change Inremuneration of Director undertaking the role of Executive Chairman o
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Thetable below llustrates the percentage change in salary, benefits and annual bonus for the 2016 financial year for the Executive Chairman as against -
allother emplayees 3
% change %change % change E
inbasesalary Inbenefits In annual borus ,3
Executive Chairman 0% 0% 17 8%
Allemployees' 2% 0% -14%
1 Changeinbase salary for employeesrepresents the average increase implemented as part of the Company sannual pay review in Apnl 2015 The change in annual bonus represents the average
bonus paid to employees
Relative Importance of spend onpay
The table below illustrates the year-on-year change in the total remuneration costs for all employees against the Company's key performance metnc of
Trading EBITDA
[
2016 2015 % g
£m fm change é
Total employee remuneration 328 310 58% 2
Trading EBITDA 415 430 -35% -
Distrbutions 2 NIL 100%
Role of the Remuneration Committee
TheRemuneration Committee Is responstble for reviewing and making recommendations to the Board regarding the remuneration policy of the Group
and for reviewing compliance with the policy At the end of the 2016 financial year, the Remuneration Committee compnsed the followang Directors
Simon Breakwell{Chairman), Andrew Miller and Suzi Willams  Andrew Blowers stepped down from the Committee on 1 November 2015 when he took
onresponsibility for chainng the newnsurer The Executive Charrman and the HR Director attended parts of Committee meetings by tnwvitation in order
toprovide the Committee with additional context The Company Secretary acts as the Committee’s secretary Noindividual was present when their L
ownremuneration was being determined -
Deloitte LLP are engaged by the Committee as their adwisors Deloitte LLP received fees of £65 500 for advice to the Committee on a time and materials §
basis During the year, Delaitte LLP alsc provided the Company with HR consulting services and taxation advice Deloitte LLPis one of the founding %’_,
Members ofthe Remuneration Consultants’ Group and adheres to the Remuneration Consultants’ Group's Code of Conduct The Committee s w
satisfied that the advice it has received has been objective and iIndependent T
3
(1]
Membershipand attendance during theyear g

%of pessible
Name of Member Date appainted to Committee Dateresigned A B meetingsattended
Simon Breakwell 17 September 2014 6 2] 100%
Andrew Miller 26 June 2014 6 6 100%
Andrew Blowers 3November 2014 1November 2015 3 3 100%
Suz Wilhams' 1Novernber 2015 3 3 100%

A= MNumber of meetings the Member attended
B = Maximum number of meetings the Member could have attended
1 Suz'Willams was appointed tothe committee in October 2015

Remunerationinthe widergroup

The wider employee group participate in performance-based incentives Throughout the Group, base salary and benefit levels are set talanginto
account prevailing market condibions Differences between Executive Director pay policy and other employee pay reflect the senionity of the
ndviduals, and the nature of responsibibities The key difference inpolicy 1s that for Executive Directors a greater proportion of total remuneration
1sbased onincentives The Committee has oversight of ncentive plans operated throughout the Group Below Board level long-termmmcentives abgn
withthelong-terminterests of the business and where appropniate objectives may be taored to iIndividual business areas

When setting the policy for the remuneration of the Executive Directors, the Committee has regard to the pay and employment conditions of employees
within the Group However, the Committee does not use comparisen metrics or consult directly with employees when formulating the remuneration
policy for Executive Directors The Committee reviews salary increases and pay conditions within the business, to provide context for decisionsin
respect of Executive Directors
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Conslderationof shareholder views

Prior to Admission the remuneration arrangements for sentor executives were discussed with prospective shareholders The framework forthe
remuneration package was set out inthe Prospectus Further consultation with major shareholders was undertaken prior to the 2015 AGM

The Committee recogrises that aspects of the Company’s Remuneration Policy which were put in place pnior to IPO, while aligned to shareholder value
creation, are unusual in the context of the UK listed environment The Committee considers the views of its shareholders and s mindful of evalving
best practice n developing policies in the future and engaged with major shareholders and investor bodies duning the year We would like to thank
shareholders for supporting our remuneration policy

DIRECTORS’ REMUNERATION POLICY (EXTRACT)- PROVIDED FOR REFERENCE ONLY

The Directors’ Remuneration Policy (the Policy) was approved by shareholders at the 2015 Annual General Meeting, and took effect upon approval
No changes are proposed for the 2017 financial year, therefore shareholders will not be asked to vote onthe Policy at the AGM this year

Anextract of the policy has been provided below for ease of reference For clarity, where the policy table included references to implementation of
the policy 1n the 2016 financial year, these references have been updated The full Policy canbe found inthe 2015 Annual Report on our website

Policy table

BASE SALARY

Purpose and link to strategy Toattract and retain executives of the calibre required to deliver the Group s strategy
Qperation When reviewing salary levels the Committee takes into account arange of factors including

¥ Theindidual’s skills, experience and performance

) The size and scope of the individual s responsibitities

) Market rate for the role

) Pay and conditions elsewhere in the Group

Salary levels are typically reviewed annually by the Committee

Maximum cpportunity

Thereis no overall maximurn for salary oppertunity orincreases Individual salanies are set based on the factors set out above
The Executive Director salanes as at 1February 2016 are

) Bob Mackenzie £750 000

¥MartinClarke £480 Q00

Performance metrics None

BENEFITS

Purpose and link to strategy To provide competitive benefit arrangements apprepnate for the role

Qperation Arange of benefits may be provided to Executive Directors including but notlimited to, car related benefits bife cover and private
medicalinsurance
From time to time the Committee may review the benefits prowvided forindmdualroles Additional benefits may be provided
where the Commuttee considers this appropnate (e g on relocation}
Directors may also participate in any all-employee share plans (including the Company's Share Incentive Plan) operatedby
the Company from time to time on the same terms as other employees

Maximum opportunity There s no overall maximuem for benefits

Participation in any HMRC approved all-employee share plan s imited to the maximum award levels permitted by the
relevant legislation

Performance metrics

None
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RETIREMENT BENEFITS o
Purpose and link tostrategy To provide acompetitrve level of retirement benefits appropnate for the role ‘%
Operation Executive Directors are eligible to participate in the AA UK penston scheme (or any other similar pension plan operated by the Group g—
from time totime) or recerve acash allowancem lieu of participation §
For new hires the nature and value of any retirement benefit provided willbe inthe Committee s opinton reasonable inthe context §
of market practice for comparable roles and take account of both the Individual’s circumstances and the cost to the Company ®
Maximum opportunity The maximum benefitis 25% of salary
Forthe financial year commencing 1February 2016 the personal pension or cash allowances for current Directors wiklbe 11 7%
of salary
Perfarmance metrics None
ANNUALBONUS
Purpose and link to strategy Toincentivise the delivery of annual finanoal strategic and operational obyectives whichare selected to support our
[
business strategy g
Operation Performance metncs and targets are set annually to ensure they remain aligned with financial and strategic goals Bonus levels e
aredetermined by the Committee after the year-end, based onanassessment of performance g
Maximum opportunity The maximum annual opportunity 1s 120% of salary ]
Performance metrics Performance targets will be determined by the Committee at the beginning of each performance penod, and may comprise of
acombination of financiat strategic operationaland indwidual targets appropriate for therole
At least 50% of the award will be subject to financial measures
The threshold payout for the minimum level of performance will be determined by the Committee taking into account the nature
of thetarget There will normally be scaled payouts for performance between the mimmum and maximum thresholds
Recovery provisions Mazlus and clawback provisions have been introduced for the 2016 bonus Both malus and clawback will apply to future awards
2015 PERFORMANCE SHARE PLAN L
Purpnse andlink to strategy To reward for delivery of performance targets inked to long-term strategic objectives and to provide alignment with the interests )
of shareholders 2
2
Over ime, the Committee intends to transition to an incentive structure which 1s more conventional for the UK iisted ervironment 2
The Performance Share Plan (PSP) s intended to prowide the Committee wath the facility to make annual long term share awards »
subyect to performance measures aligned to the success of the Company a
@
It15 anticipated that the PSP will be used for new Executive Directors ?‘D
Qperation The PSP was presented to shareholders for 2pproval at the 2015 AGM The Commuttee does not currently intend to make awards a-
to the current Executive Directors under this plan dunng the 2017 financial year
Awards of conditional shares (or equivalent) wili vest dependent on performance measured cver a penod of at least three years
The Committee will review the metnes targets and weightings prior to grant to ensure they are augned with the long-term
strategicgoals
Dmdends {or equivalents, iIncluding re-investment) may accrue inrespéct of any shares that vest
Maximum opportunity The maximum face value of award in respect of any financial year is 200% of salary —
The level of payout for the threshold performance hurdle set would normally not exceed 25% of the maximum opportunity
Full vesting wall require achievement of the siretch objectives set There willnormally be scaled vesting for performance
between the threshold and maximum performance levels
Performance condition As the PSP 1s not for immediate use, the performance conditions have not yet been determined

Pnor to granting awards, the Committee will determine the performance metnes weightings andtargetste ensure they are aligned
with the corporate strategy

The Commuttee would seek to engage appropnately with its major shareholders when making the first awards to Executive
Directors under this plan

Recovery provisions

Both malus and clawback provisions will apply to any awards granted to Executive Directors under this plan
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Legacy arrangement - MVP shares on Admisslon

The Management Value Participation Shares {MVP shares) were implemented at Admission Once the MVP shares are fully allocated (and subject to
reallocation in exceptional circumstances) the Committee does not intend to allocate any further MVP shares

MVPSHARES

Putpose and ink to strategy To link reward with Company performance and long-term shareholder value creation following Adrission Awards are
share based to facilitate share ownership and further align the interests of participants and shareholders

Operation The MVP shares are a one-off structure implemented prior to Admission

The MVP shares provide participation in the total shareholder return created over the frst five years following Admission
provided a minmum hurdle rateis achieved

The arrangement takes the form of A shares B shares and € shares inthe Company with each class representing athird of
the total number of MVP shares Unless the Committee determines otherwise, each participant will hold an equal number of
A Band Cshares

The A Barn Cshares are convertible into ordinary shares in the Company or are redeemable following satisfaction of the relevant
Performance Condition tested on the third, fourth and fifth anniversary of Admission respectivety If the Performance Condition

15 not met on the third or fourth anniversary {as relevant), butis satsfied on a subsequent measurement date {ncluding the
requirement for further growth In TSR for that additional penod) the A and B shares will e convertible or redeemable as described
above Value pershareisbased on the aggregate value calculated by reference to the perfermance conditicns dvided by the
aggregate number of shares allocated

Inthe eventthat the Performance Condition of any of the MVP shares has not been satisfied by the fifth anniversary of Admission
the Company willbe able to acquire all of the MVP shares for £0 01in aggregate The same applies inthe eventthatany holder has
notrequired the Company to convert their MVP shares within the applicable timeframes

Maximum opportunity The masxumum number of ordinary shares resutting from conversion of MVP shares willnot inany 10 year period exceed 5% of
the1ssued share capital (as calculated from time to tme) Up to 60million MVP shares may be allocated under thug structure

The allocations of MYP shares to current Executive Directors is as follows

YBobMackenzie 55%

>Martin Clarke 22%

1{ 15 anticipated that no further grants of MVP shares will be made to Executive Directors

Performance Condition For allMVP shares the Performance Condition 1s that the total shareholder return (TSR} per annum frem Admission to the
relevant measurement point s equal to or more than 12% (the Performance Condition)

l{the Performance Condition1s met the value of the MVP shares shall be

} 5% ofthe TSR up tothe Performance Condihion plus

310% of the amount by which TSR exceeds the Perfarmance Condition

If the Performance Condition has been satisfied the MVP shares may be converted intosuch number of ordinary shares at the
average closing pnce of the share over the 10 business days prior to the relevant anrmiversary

Notes to the policytable

Further detailed provisions

The Committee may make any remuneration payments (including the vesting of incentives) and payments for loss of office notwithstanding that they are notin line with the Policy set out above
where the terms of that payment were agreed before this Policy came inta effect or at a ime whenthe relevantindividualwas not a Director of theCompanyand inthe opinionof the Cemmittee
the payment was notin contemplation af the indmidualbecoming a Director of the Company

Allincentive awards including MVP shares and PSP awards are subject ta the terms of the relevant Articles of Association er planrules under which awards are allocated or granted The Cammittee
may adjust or ameng awards of shares iInaccerdance with the provisians of the Articles of Association plan rulesand relevant scheme docurnentation (as applcable} This includes making
adjustments to awards to reflect corparate events, such as achangein the Company s capital structure

The Comnmittee may adiust the calioration of perfarmance measures andvesting outcomes or substitute or amend any vesting condition (e g due toa significant acquisition or disposal} prowded
thatthe resulting condition 15 appropriate and not maternally less difficult to satisfy

In the event of a change of control of the Company which results from an offerto sharehotders ifthe price offered delivers a TSR for the penod from Admission to the change of control in excess

of the Performance Conditian then a holder of MVP shares has the nght to require the Company to convert their MVP sharesinto such number of ordinary shares as represents the relevant proportion
(based on the percentage of MVP shares asa proportisn of the total number of MYP shares) of the aggregate value of the MVP shares The Company {or where the Company does natgive notice

to convert the shares by the gven deadline the holder of MVP shares) may elect toredeemn rather than convert the MVP shares. In the event of 2 winding up on or before the fifth anniversary of
Admission where the Pertarmance Conditionis met, holders of MVP shareswill be entitled to recerve a cash amountreflecting thew propartion of the aggregate value of the MVYP shares.

Vesting of any awards granted under the PSP witl normatly take account of the retevant performance condition and the timeelapsed Alternatively PSP awards may be rolled over intoshares

of the acquiring company

The Committee may make minor amendments tothe remuneration policy toard its operation or implementation without seeking shareholder approvals{e g for regulatory exchange control
tax or administrative purposes)
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Performance measures and targets

The performance measures for the annual bonus are chosento provide an appropnate incentive for Executive Directors to meet financial, strategic,
operational and personal goals for the year This approach allows the Committee to effectively reward performance against the key elements of Group
strategy The bonustargetsare set by the Comrmittee each year to ensure that Executive Directors are appropriately focused on the key obsectives for
thenext 12 months Targets are set by reference to the Company’s business plan and budget

The performance conditions for the MVP shares were set to align wath long-term value created for shareholders, and were discussed with shareholders
prior to Admission

Thetargets for any future PSP awards will be determined by the Cormmittee prior to grant The intention would be for the targets to be aligned with the
long-term strategic objectives of the Company and its shareholders ‘:b

't
Approach toNon-Executive Director remuneration ]
Approachtosettingremuneration Feesare setat appropnatelevels to ensure Non Executive Directors are paid to reflect the individual respensibility taken“
Fees are reviewed penodicatly AN
When setting fee levels considerationisgrvento anumber of nternal and external factors including respensibilities and
market positioning

Benefits appropnate to therole may be provided Traveland other reasonable expenses (including fees incurred inobtaining
professional advice in the furtherance of their duties and any associated taxes) incurred in the course of performing therr duties
may be paid by the Company or reimbursed to Nen Executive Directors

Qpportunity The total fees paid to Nen-Executive Directors will remain within the limit stated in the Articles of Association

Indhvidual fees reflect responstbility and time commitment Additional fees may be paid for further responsibilities such as
chairmanship of committees, duties related to subsidiary boards, or other penods of iIncreased actraty

Recruitment policy

The intention 15 that an Executive Director appointed in the medium talong term would be recruited under a conventional package comprising salary,
benefits, annual bonus and PSP awards, with no participation in the legacy MVP shares

Base salary would be set taking into account the principles set cut in the policy table and may be set at a level ugher or lowerthanthe previous
incumbent A cashsupplement may be paid forintenim posittons Normally benefits will be consistent with benefits provided to existing Directors,
however, addihienal benefits may be provided incertain circumstances {e g relocation allowance)

The Committee may, onappointing an Executive Director, need to buy out’ remuneration arrangements forfeited on joining the Company The form
and value of any buyout would take into account the terms of the arrangements (e g form of award, performance conditions, imefrarme) being forfeited
The overnding principle will be that any replacerment buy outawards will, in the opinion of the Committee, be no more valuable tharnthe entitlement
whichhas been forfeited

The maximum levelof variable pay would be determined taking into account the scale of the business at the time (for example whether the Company
was a constituent of the FTSE 250 or the FTSE100index) Forthe purpese of this recruitment policy the maximum level of vanable rernuneration

{1 e short-term and long-term incentives) will not exceed 400% of salary per annum

The Committee may determine that for the first year of appointment the annual bonus award will be subject to such conditions as it may determine

Where an executive s apponted from within the Company, the normal policy of the Company 1s that any legacy arrangements would be honoured
in ine with their onginal terms and conditions Similarly, if an Executive Director is appointed following the acquistion of or merger with another
company, legacy terms and condiions would be honoured

MVP shares are currently fully allocated and it 15 not intended {other than in exceptional circumstances) that these would form part of the remuneration
arrangerents for a newly appointed Executive Director

Inthe event of the appointment of a new Non-Executive Director or Chairman, remuneration arrangements will be in line with the principles detailed
inthe relevant table above
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Service contracts and payments forloss of office

Notice period The notice penod for the current Executive Directors 1s 12 months Service contracts for new Executve Directors willnormally
be limited to 12 months notice Inumited circumstances the initialnotice penod for a new appointment may be longer than the:
Company §normal pobicy (up toa maxamurm of 18 months), with the notice penod reducing down t012 months over ime

Payments on cessation The Company may terminate an Executive Director’s service agreement at any ime by malkeng a payment in lew of notice inrespect
of bastc salary for the outstanding penod of notice together with accrued holiday entitlernent

Benefits (or a paymentinlieu)may also be provwded This may include certain benefits inconnection with termination such as legal
costs and the costs of meeting any settlement agreement

The treatment of incentive awards in the event of cessation 1s determined by the relevant plan rules or the Articles of Association (in the case of the
MVP shares)as summarised below

AnnualBonus In certain circumstances, an individual may receive a bonus for the penod prior to cessation The bonus amount may be pro-rated
where departure occurs before the year end
MVPshares The treatment of MVP shares are set outin the Artictes of Association

Inrespect of MVP shares altocated pror to Admission where anindividual ceases employment by reasencf bankruptcy
disqualfication from acting as adirectar conviction of a sencus cnminal offence breach of any non-compete undertaking
any actof gross misconduct or act which brings the Group into disrepute or any other reason justfying summary dismussal
orwhere the iIndividual subsequently takes action or makes comments which denigrate the Group or bring the Group into
disrepute the Company may acquire the indiviclual s shares for a nomtnal value of £0 O1 In other circumstances theindmidual
willretain their interest

Inrespect of subsequent MVP shares which are allocated the Company will narmally be able to acquire the indrvidual s shares
following cessation for a nominal value of EO 01, in the event that the individual s a bad teaver and servenotice Totheextent
permitted by the Articles of Association the Committee may determine that anindividualis not a bad leaver Anindividual wall
not be abad leaver where cessabion occurs as a result of death, permanent disability redundancy or the sale by the Group of
the indmiduat s employing business unit Anindwidual will be considered to be a bad leaver where he takes actions or makes
comments which denugrate the Group or bnng the Groupinto disrepute

PSP Under the plan rules, awards will lapse oncessation of employment unless the participant 1s a good leaver

Good leavers inctude anindividual ceasing employment by reasonof death 1ll health inury cisability, the sale of the business
or entity that employs him out of the Group or forany cther reason at the Commuttee s discretion

Where anindividual s considered by the Committee to be a good leaver, a participant s unvested award will usually continue until
the normal vesting date (unless the Committee determines that the Award should vest at an earlier date} Inthese circumstances
awards will vest taking into account the extent to which any performance condiionis satisfiedand unlessthe Committee
deterrmines otherwise the penod of ime that has elapsed from the date of grant

Any vested nil-cost options will narmally be exercisable for up to six months from cessation and/or the point of vesting

All Non-Executive Directors are appointed inwrittng Theletters of appointment for the current Non-Executive Directors include a one month notice
penod {by either party) or no notice penod If terminated by shareholders The Company mayinclude a notice period for new appointments of no more
than three months for Non-Executive Directors and no more than twelve months for a Noa-Executive Charrman
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Approach to Investor Relations

The Board acknowledges that it1s managing the AA on the behalf of
shareholders and, inundertaking this responsibility, seeks to increase
leng-term shareholder value and to advance the interests of all the AA's
stakeholders It recognises the importance of its relationships with
shareholders and s committed to maintaining an open dialogue with
them and the financial community

We engage with analysts, shareheolders and potential investors to ensure
we have a strong relationship which allows us to understand their views
onmaterialissuesrelating to the business Anintegralpart ofthisopen
dialogue 1s communicaton about our strategy and its delivery

The AAhas a comprehensive Investor Relations (IR) programme which
aims to help existing and potential nstitutional, private and debt investors
understand what we do, our strategy and our achievernents

The Board receves Independent feedback on our relattonships with
investors from qur brokers These areincluded in regular board reports
onlR Allanalysts’ notesare circulated tothe Board to help t maintain
an understanding of markets perceptions of the Company and
financial forecasts

Relevant information made available to Investors

Financizlreporting

The AAreports financial results twice a year at the half yearand
year-end Followingthe announcement to the London Stock Exchange,
presentations are held to explain the results These were simultanecusly
webcast and posted onthe IR website to enable viewing by those who
cannotattend

Ad-hocannouncements

Ad hoc announcements of information which s materialare anncunced
and made available on our IR website to ensure altinvestors are able to
accessit

Annual Report

The Annual Report is published inline with requirements, to provide
sufficient ime in advance of the AGM for feedback to be shared with
the retevant Directors

Notice of AGM
Any major business s preconsulted with significant shareholders and
for Investor bodies and the Notice s posted well inadvance of the AGM

Website

An IR website 1s maintained to facilitate communications with
investors and we past matenal griven to fund managers and analysts
at IR presentations

Meetings with Investors enabled throughthe IR programme

Institutional shareholders

Meetings with principal shareholders
Meetings with the Executive Chairman and Chief Financial Officer are
built around the financial resulis

Additional meetings are held on an ad-hoc basis throughout the yearwith
the Executive Directors and the IR team Feedbackis giventothe Board
QOurinvestor relations programme covers the UK, Continental Europe,
North America and the Far East

Investor conference

Aninvestor conference was held in London on 20 Aprid 2015 tointroduce
investors to the AA and outline the new management’s strategy following
the IPO This was preceded by a display of 14 AA service vehicles guided
by AA patrols and the conference provided an opportunity for attendees
to meet senior management The presentations and recordings were
made avalable on our corporate website to provide the content to thase
investors who could not attend

Investor shte visits

We hold investor trips to Oldbury, the site of our roadside assistance
dispatch centre, for major shareholders Feedback fromthesevisits
forms part of the regular Board reports onInvestor Relations

Industry conferences

Industry conferences gve senior management a chance to meet alarge
number of investors inan efficient way Conferences attended this year
included JP Morgan Business Services Conference and Goldman Sachs
Business Services Conference

Private shareholders

During the year the investor relations department held two private
shareholder roadshows focusing on Pnvate Client Brokers Feedback was
given tothe Board

Indwidual shareholders are encouraged to cornmurnicate with the
Directors through the Company Secretary mark millar@theAA com

Debtinvestors
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Meetings with credit institutionalinvestors and analysts were hetd with
senior management and ourinvestor relations department throughout
theyear In addition, regular dialogue was maintained with our key
relationship Banks and Trustee

Dunngthe year, updates and meetings were held inrespect of our
bonds by our sentor management team with Standard & Poor s credit
rating agency

Annual General Meeting {AGM)

Investors’ views in retation to governance and remuneration are sought
ahead of the AGM and summarised te the Board

The 2015 AGM provided all shareholders with an opportunity to question
the Board and the Chairmen of the Board Committees onmatters put to
the meeting, inctuding the Annual Report Proxy votes of shareholders
for the AGM are tabulated independently by the Company's registrar,
announced at the meeting and published onthe Group's website shortly
after the conclusion of the AGM

Meetings with the Senior Independentand other
Non-Executive Directors

SJUBLIBIRIS [eIduBUY

The Sentor Independent Director and Non-Executive Directorsare
available to meet shareholders through the Company Secretary

During the yeara meeting was held with our Serior Independent Director,
Chair of the Audit Committee and Company Secretary to whichourtop 10
shareholders’ governance officers were invited In additionthe Charr of
the Remuneration Committee and the Company Secretary met withmajor
shareholders to discuss remuneration related topies

Inaddition to the programme undertaken by us, the Senior Independent
Director and/or Company Secretary are available to shareholders)f they
have concerns which contact through the normalchannels has falled to
resolve or for which such contact would be inappropriate
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Directors’
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MarkMillar
Company Secretary

Directors' Report

The Directors present their report together withthe audited accounts
for the year ended 31 January 2016

This Drirectors’ report contains certain statutory, regulatory and
otherinformation As permitted by the Companies Act 2006 (the Act),
the following information which 1s required by law to be included in the
Directors’ reportisincorporated by reference

> Strategic report (pages 2-42)

»Corporate Governance Report (pages 44-81)

> Employee involvernent and engagement {page 39)

» Information about our people (pages 38-39)

»Traiming and career development of disabled employees {pages 38 to 39}

»Carbon Ermussions {(pages 41-42)

> Financial Instruments {(note 25)

» Details of the Group’s overseas operations in Ireland {page 25)

¥ Related party transactions {note 30}
» Events after the Balance Sheet date (note 35)
YShare schemes (note 32}

»Likely future developments {page 11)

Company Status

AA ple {the Company) s a public irmited liability company with company
number 5149111 and the hotding company of the AA Group of compantes
(the AA) It holds a prermium listing on the London Stock Exchange

main market for isted secunttes and 1s a constituent Member of the
FTSE 250 Index

Results and Dividends

The results for the year ended 31 January 2016 are set out onpages 87

to 131 The Company patd amintenm dvidend of 3 5p per ordinary share
on 23 October 2015 The Board has proposed a finaldividend of 5 5p per
ordinary shareinrespect of the year (2015 Op)which, subjectto approval
by shareholders at the forthcoming AGM, will be payable on 13 June 2016
toshareholders on the register at the close of business on 13 May 2016,
giving a total dividend inrespect of the year of 9p perordinary share

The exdwidend date will be 12 May 2016

Share Capital

The Company'sissued share capital, as at 31 January 2016, comprised a
single share class of ordinary shares which are listed on the London Stock
Exchange and six classes of Management Value Participation Shares
(MVP shares) Details ofthe movementsin the issued share capitzlcan

be found innote 21 of the financial statements Each ordinary share carries
the nght to one vote at generat meetings of the Company
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Theissued and fully paid share capital of the Company as at 31 January
2016 1s as follows

Class Nominal value Number Amount (£}
Qrdinary EQO01 608181845 608182
MVYPS (Alshares) EOQO1 8,000,000 8,000
MVPS (Bishares) £0001 8,000,000 8000
MVPS{Cishares) £E0 00 8,000,000 8000
MVPS (A2 shares) EO OO 12000000 12 000
MVPS (B2 shares}) E0O31 12000000 12 000
MVPS(C2 shares) £0001 12,000,000 12,000

The ordinary shares can be held in certificated or uncertificated form
Holders are entitled to attend and speak at general meetings of the
Company, to appoint one or more proxies and, If they are corporations,
corporate-representatives are entitied to attend general meetings and
to exercise voting rights Allissued ordinary shares are fully paid up

The MVP shares are not lsted on any public market and have no voting
nights but entitle the holders to receive ordinary shares orcashin the
future subject to satisfaction of performance conditions which require a
rmirimurn 12% compound total Shareholder Return performance condition
over a three to five year period from admission of the shares in June 2014
Further details of the MVP shares are set out on pages 68 and 74 to 75

Purchase of ownshares

No ordinary shares were purchased by the Company during the

2016 financial year or to the date of thus Annual Report and Accounts
The existing authonty granted to the Directors to allot shares for cash
pursuanttosection 570 and 573 of the 2006 Act expires at the end of
the AGMtobe held inJune 2016 Therefore, the Company willre-seek
authonty by shareholders to purchase up to 10% of the Company’s
ordinary share capital as at 4 Apnil 2016

Shares held by employee benefit trusts

For the second year the AA 1ssued an invitahion to eligible UK employees
to participate inthe tax approved Share incentive Plan (SIP)in August
2015 The SIP allows qualifying employees to acquire shares on beneficial
termsin accordance with Schedule 2 and/or Schedule 3to the Income
Tax{Eamings and Pensions} Act 2003 The first year’s SIPinvitation
rmatured in August 2015 and matching shares were awarded in
accordance with the rules of the SIP

Dunng the 2016 financial year the Group has implemented an Approved
Profit Share Plan {APSS) which enables employees of the Insh subsidianies
toacquire inthe market ordinary shares inthe Company by making regular
contnbubionsto the APSS directly from their salary (Contributory Shares)
The Company matches these Contnibutory Sharesona11basis Atthe
moment, the APSS permits only the market purchase of matching
Ordinary Shares (Matching Shares) The issue by the Company of new
Matching Shares or the transfer of treasury shares into Matching Shares
would be permitted under the scheme but1s condibional upon shareholder
approvalofthe APSS Itis proposed that shareholder approvalis sought
atthe AGM en 9 June 2016 for the APSS and to permit the Company te
satisfy Matching Shares under the APSS over newly 1ssued shares and
treasury shares The APSS s an all employee share plan comparable io the
UK Share Incentrve Plan currently operated by the Company The APSS

15 governed by Inish law and has been approved by the Insh Taxand
Customs Revenue and includes features consistent wath prevailing market
practices The APSS has beenimplemented as an added incentive to
encourage employee share ownership and to increase employee interest
in the success of the Company
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Dunng the 2016 financial year the Company's employee benefit trust a
(EBT)purchased ordinary shares inthe market at a cost of £15m €
which have beenused in along term bonus plan (LTBP) to incentivise .E
seror management below Board level and to align their interests g
with shareholders 2
=1
Further details of the Company’s share schemes and share based 8
payments are set out Innote 32 Each ordinary share purchasedand/or
awarded under each plancarries the nght to one vote at general
meetings of the Company .
Substantial shareholdings
Asat 31 January 2016, the Company has been notified in accordance with
the Disclosure and Transparency Rules {DTR 5} of the following interests L
i 3% ormore of the 1ssued share capital of the Company o
o
Number % §
Name of shareholder of shares shareheclding §
The Capital Group Companies, Inc 97957072 1611% a
Invesco Lamited 82,153,669 1351% 2
Lansdowne Partners International Limited 54,960,000 904%
BlackRock Inc 45027451 740%
Woeodford Investment Management 43246883 1%
Avivaple 33,256,705 547%
Standard Life Investments (Holdings} Limited 31,026,784 5i0%
GLGPartnersLP 26 060 369 429%
Henderson Global Investors below 5% <5%
Since 31 January 2016 the Company has been notified in accordance I
with DTR5 of changes in the following interests ]
a
Number % na‘
Name of shareholder of shares shareholding =
Woodford Investment Management Limited 60910713 1000% g
Avivaple 33,415,374 549% g
v

Interest in VotingRights

All of theissued (and outstanding) ordinary shares of the Company have
equal voting nghts, with one vote per share None of the ordinary shares
carry any special voling nghts with regard to control of the Company
The Group 15 not aware of any agreements between holders of secunties
that may result inrestnictions on the transfer of ordinary shares

The Notice of Annual General Meeting (AGM) specifies deadlines for
exercising voting nghts and appointing a proxy or proxies to vote inrelation
to resolrtions to be passed at the AGM The relevant proxy votes are
counted and the number for, against or withheld in relation to each
resolution are announced at the AGM and publshed onthe Company’s
website afterthe meeting

Full voting rights are set out in the Company s Articles of Association
(the Articles)and in the explanatory notes that accompany the Notice
of the 2016 AGM These documents are available on the Company's
website www theaaplc com

The total voting nights figure applicable at 4 Apnl 201615 608,448,650
ordinary shares

Except for the above, we are not aware of any ordinary shareholders
with interests of 3% or morein the issued share capital of the Company
We have not beennotified of any other changes to the notifiable voting
nghtsinits shares up to 4 Apnt 2016
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Directors’ Report
continued

Dividend Reinvestment Plan(DRIP)

Significant agreements —-change of control

The Company offers a dividend reinvestment planto shareholders as
a cost-efficient way of increasing their shareholding in the Company

Directors and changes to the Board

The Membership of the current Beard and wographical details are given
on pages 46-47 Dunng the year Nick Hewitt stepped down from the
Board as an Executive Directoron 31 July 2015, Margaret Young resigned
as a Non-Executive Director on 25 February 2015 and Suzi Willams joined
the Board on10ctober 2015

Appointment and removal of Directors

The appontment and replacement of Directors 1s governed by the
Articles, the Act, the UK Corporate Governance Code{the Code}and
related legislation

Directors’ powers

The business of the Company 1s managed by the Board who may
exercise all powers of the Company, subject to the Articles, the Act
and any directions given by specialresolution of shareholders

Directors’interests

The interests of Directors and their immediate families in the shares of
the Company, along with details of the long-term incentives awarded to
Executive Directors are contained in the Remuneration report set out on
pages 64-76

No directors have beneficialinterests in the shares of any subsidiary
company Further details relating to the MVP shares canbe found on
pages 74-75

Dlrectors'indemnities

The Company maintains directors' and officers’ lab:lity insurance, which
gives appropriate cover for any legal action brought against its directors
and officers The Company has also granted indemnities to each of its
directors and the Company Secretary to the extent permitted by Law
Qualifying third party indemnity provisions (as defined by section 234

of the Actywere in force duning the year ended 31 January 2016 and remain
n force, Inrelabion to certain losses and Labilibes which the directors or
Company Secretary may incur to third parties inthe course of acting as
directors or Company Secretary or employees of the Company orany
associated company

Directors’ conflicts of interest

The AA has procedures in place for managing conflicts of interest
Should a director become aware that they, or theirconnected parties,
have aninterest inan existing or proposed transaction with the AA, they
should notify the Board i writing or at the next Board meeting Internal
controls are inplace to ensure thatany related party transactions
involving directors, or their connected parties, are conducted onan
arm'slength basis Directors have a continuing duty to update any
changestothese conflicts

The Company is not party to any significant agreements that would take
effect, alter or terminate following a change of control of the Company
The Company does not have agreements with any Director or officer that
would provide compensation forloss of office or employment resulting
frorm a takeover except that prowisions of the Company’s share plans and
the MVP shares may cause awards and options granted under such
arrangernents to vest onatakeover

Going concernand viability statement

Having carried out a comprehensive review of the business, regarding its
financial position, future forecasts and the borrowing facilities available,
the Directors confirm that they have areasonable expectation that the
Ab has adequate resources to continue 1n operational existence for the
foreseeable future Therefore, the Directors continue to adopt the going
concern basis in prepanng the financial statements for the year ended
31January 2016

Ourviability statement s located onpage 35

Cautionaty statement

This Annual Report contains forward-locking statements These forward-
looking statements are not guarantees of future performance, rather

they are based on current views and assumptions as at the date of this
Annual Report We made these assumptions ingood faith based on

the information available to us at the time of the approval of this report
These statements should be treated with caution due to the inherent risks
and uncertainties undertying any such forward-tooking information

We have no obligation to update these forward looking statements

Employment

The AA1s anequal opportunities employer and has established best
practice procedure, from recrurtment and selection, through training
and development, performance reviews and promotion to rehrement
Woe promaote an environment free from discrimination, harassmentand
victirmisation, where everyone willreceive equal treatment regardless
of gender, colour, ethnic or naticnal ongin, disability, age, mantal status,
sexual orientation or religion 1tisour palicy that people with disabilities
should have full and fair consideration for all vacancies Where employees
become disabled during our employment, we endeavour toretam and
adjust their environment where possible to allow them to maximise
therr potential

Politicaldonations

No political donations were made during the year ended 31January 2016
The AA has a policy of not making donations to political orgamssations
orindependent election candidates or incurring political expenditure
anywhere in the world as defined inthe Act

Auditors

Ernst & Young LLP have signified their willngness to continue in office

as statutory auditor of the AA and we (the Board and Audit Committee)

are satisfied that Ernst & Young LLP1s independent and there are adequate
safeguards n place to safequard its objectivity Aresolutiontoreappoint
Ernst & Young LLP wilt be proposed at the 2016 AGM
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Disclosure ofInformationto the auditor

Sofar as the Directors are aware, there 1s no relevant audit information

that has not been brought to the attention of the Company’s auditor during

theaudit process EachDirectorhas taken all reasonable steps o make
humself or herself aware of any retevant audit information and to establish
that suchinformation was provided to the auditor

2016 Annual General Meeting

The Company’s AGM will be held at King & Wood Mallesons LLP,
10 Queen Street Place, London, EC4R 1BE on 9 June 2016 at 12 noon

The Notice convening the 2016 AGM s contained in a circular senttoall
shareholders Fulldetails of allresolutions to be proposed are provided
in this circular and the Directors consider that all of the resolutions set
out areinthe best interests of the Company and its shareholders asa
whole The Directors will be voting in favour of them and unanimously
recornmend that shareholders voten favour of each of them

Responsibility of Directors

The Directors are responsible for preparing the Annual Report and the
financial statements in accordance with applicable law and regulations
Company law requires the Directors to prepare financial statements for
each financial year Under that law the Directors have prepared the Group
and Company financial staterments in accordance with International
Financial Reporting Standards (IFRS) as adopted by the EU Under
company law, the Directors must not approve the financial statements
unlessthey are satisfied that they give a true and fair view of the state

of affairs of the Group and the Company and oftherr profit or loss for

that period

Inprepanngthese financial statements, the Directors are required to

select suitable accounting policies and then apply them consistently,

>make judgernents and accounting estimates that are reasonable
and prudent,

>state whether applicable IFRS as adopted by the EU have been followed,
subject to any matenal departures disclosed and explained in the
financial statements, and

>prepare the Group's and Company's financial staterments on agoing
concern basis, untess it is inappropniate to doso

The directors are responsible for keeping adequate accounting records
that are sufficient to show and explain the Group's and Company s
transactions and disclose withreascnable accuracy at any time the
financial position of the AA and enable them to ensure that the financial
statements comply with the Companies Act 2006 and, as regards the
Group financial statements, Article 4 of the [AS Regulation The Directors
are also responsible for safeguarding the assets of the AA and hence for
taking reasonable steps for the prevention and detection of fraud and
otheruregularities

Responsibility statement ofthe directorsinrespect of the
AnnualReport and financial statements

Each of the Directors as at the date of the Annual Report (as noted
on pages 48-49 confirmthat to the best of their knowledge

}the Group and Company financial statements, which have been prepared
Inaccordance with IFRS as adopted by the EU, give atrue and fair view of
the assets, babilittes, financial positton and profit or loss of the Company
and the undertakings included in the consolidation taken as awhole,

)the Strategic Report and Directors Repaorton pages 2 to 42 and 7810 81
include a farr review of the development and performance of the business
and the position of the Group, together with a description of the principal
nsks and uncertainties that it faces, and
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>the Annual Report, taken as a whole, s fair, balanced and
understandable and provides the necessary information for shareheolders
to assess the Group's performance, businessmodel and strategy

Acopy of the financial statements of the Group s placed onthe
Company’s website at www theaaplc com The Directors are responsible
for the maintenance and integrity of the corporate and financial
nformation included on the Company’s website Information published
on the mternetis accessible in many countnes with different legal
requirements Legislation in the UK goverrung the preparation and
dissemination of financial statements may differ from legislationin

other jurisdictions

The Statement of Directors’ Responsiblities was approved by the Board
of Directors, as listed on pages 46 and 47, on 4 April 2016 and signed on
its behazlf by the Company Secretary

[ IMAGE REMOVED |

Mark Millar
Company Secretary

4 April 2016
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Accountability
Independent Auditor’s
Report

to the Members of AA plc

S~

1 Ouropinionon the financialstatements|s unmodified

2 Overview

Materality

Qveralt Group matenality of £8 Omwhich represents approximately
2% of earnings before interest, tax, depreciation and amortisation
{EBITDA) adjusted for Exceptional items

Auditscope

We performed an audit of the complete financial informatien of the
Roadside Assistance andinsurance Services divistons and audit
procedures on specific balances for the remamning divisions

Inour opinion

Ythe financial statements give a true and farr view of the state of the
Group's and of the parent company’s affars as at 31 January 2016 and
of the Group's profit for the year then ended,

»the Group financial statements have been property prepared in
accordance with International Finanoial Reporting Standards (IFRSs)
as adopted by the European Union,

>the parent company financial statements have been properly prepared
in accordance with United Kingdom Generalty Accepted Accounting
Practice, including Financial Reporting Standard 101*Reduced Disclosure
Framework’,and

The divisions and entities where we performed full and specific scope
audit procedures accounted for 36% of the Group's revenue, 99% of
the Group’s EBITDA adjusted for Exceptional items and 98% of the
Group s total assets

ythe financial statements have been prepared inaccordance with the Risk of materialmisstatement

requirernents of the Companies Act 2006 and, as regards the Group

financial staterments, Article 4 of the IAS Regulation >Revenue recognition

»Valuation of the net pension scheme Liability

»Valuation and disclosures relating to financial instruments

»Goodwill tmpairment

»Incentive schemes

3 Ourassessment of the risk of material misstatement

The table below shows the nisks of material misstaternent we identified that had the greatest effect on the overall audit strateqy, the allocation of
resources in the audit and directing the efforts of the auditteam Inaddressing these risks we have performed the procedures below which were
designed in the context of the financial statements as a whole and, consequently, we do not express any epinion on these individual areas

What we concluded tothe

Risk How our audit work addressed the nsk Audit Committee
Revenue recognition{E973m, 2015 £984m)

Refer to page 56 {Audit Committee report) and note 1 3 {m} (zecounting policy)

Thebasis of recognising revenue differs between ¥ We considered the Group s accounting policies inrespect of revenue recognition We are satisfied that
the various products and services provided by the to ensure that they appropnately reflected the requirements of [AS18 and IFRS4 appropriate revenue
Groun as setout Inaccounting policy 1 3(m) We »Weassessed the design implementation and operating effectiveness of key controls recogmition policies
consider that the vanety of persanal and business owver revenue recegnition and tested controls over revenue processing for the principal have beenadopted
roadside assistance insurance and dnving services " adSIdeasslsfar?Cge \nsurance and grvin semcesmcumepstreams 9 P ang complied with
contracts in place presentsanincreased nisk of error b 9 for both existing

or potential management overnide parhicularly >We performed tests of detail to assess whether the revenue recognition practices arrangements and new
wdgementsinrespect of new contracis and product  adopted complied with the stated accounting policies Inparticular wetesteda contracts and terms

sample of roadsede assistance revenue transactions to ensure that revenue hadbeen
deferred in amanner consistent with the relevant contract and a sample of insurance

terms and features Specifically we considered

the mpact of new invoicing arrangements for the Based on additional

Roadside Arrangement and Administration Fee broking transactiens to confirmthat atl services under the contract had been ngbie:gizzzm:gt
{‘AAF") implemented inthe year performed at the point at which revenue was recogmsed and the results of our
Management has previously identified 1ssues with »Wenspected a sample of journal entries for any evidence of management overnde own testing we are
the way nwhich 2n underlying system generates and obtained support for individually unusual and/or matenal revenue journals satisfied that revenue
accounting entries for processing and defernng transactions have been
revenuefrom the persenal roadside busmess > We performed analytical procedures to compare revenue recognised with our appropnately recorded

expectations from past expenence management’s forecasts and our understanding

and has implemented addihonal procedures to of product features and terms

ensure the accurate recording of such revenue

> Woeinspected matenal new business roadside assistance contracts and changes to
product terms and features for personal roadside assistance products to ensure that
revenue had been recognised inaccordance with the Group s accounting policies

>Forthe system where management has implemented addittonal procedures, we tested
controls over those procedures We checked the completenessof data used inthe
calculation of revenue, tested the methodology used to generate accounting entnes
by re performing a sample of calculations and ensured that the resulting accounting
entneshad beenaccurately processed
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What we concluded tothe
Risk How our audit work addressed the risk Audit Commitiee
Vatuation of the net pension schemetiability (£296m, 2015 £434m)
Refer to page 56 {Audit Committea report), note 1 3 ([} {zccounting policy) and note 23 (disclosures)
The Group operates three defined benefit pension »Using external data we venified the appropnateness of the key actuanalassumptions  Basedonour
schemes and we consider the valuation of the net used by management in determining the pension oblgation under IAS19 (R) procedures we are
pension lability to be a significantnsk as as detailed in note 23 of the consclidated financial statements satisfied thatthe

»We determined whether the assumptions used met the requirements of IFRS and
were In ine withmarket practice, as wellas the specific circumstances of the schemes
and their participants This included a companson of Ufe expectancy with relevant
mortality tables benchmarkingsnflation and discount rates against external market
data considenngchangesin listoncal assumptions and evaluatingthe independence,
qualifications and results of work performed by management’s experts involved inthe
valuation process We used our pension specialists toassist us withthese procedures

>The actuanal assumptions used to value the
pension scheme labilities are judgemental
and sensttive

»The schemes hold somne complex and ithiquid
assets for which there areno quoted prices
Prices are cbtained directly from the relevant
investment managers whoapply judgementin

>We obtained net asset value (NAV) statements in respect of the schemes investments.
directly from the fund adrministrator and reconciled them 1o both the schemes’ custody
records and the Group financial statements

valuing those assets

Due to the signeficance of the value of the

pension pbligation asmallchange inactuanal
assumptions may result ina matenal difference
tothe amounts reported

YWhere applicable we reviewed administrator controls reperts for controls over
valuation of complex assets

> We obtained and reviewed a sample of audited fund financial statements to assess
whether the NAV was appropriate

values of assets held
within the scheme are
appropnately
supported

We concluded that
assumphons used
todeterminethe
defined benefit
obligation fall wathin
anacceptablerange

Financialinstrument measurement, recognition and disclosure {(Borrowings £2,893m (2015 £3,191m), Interestrate swapsusedforhedging -assets Enil

(2015 £2tm)and Uizbilities £27m (2015 £50m))

Refertc page 56 (Audit Committee repart) note 1.3 (h) (accounting policy) and notes 18 and 25 (disclosures)

During the year the Group raised £198mof equityand > Weinspected the terms ofthe class A class B and PIK loan agreements and
1ssued new Class B2 notes of £735m whilstrepaying using our financial instrument valuation specialists, performed our own valuation
certain categones of historic borrowing instruments ofthe prepayment options in the various loan notes

including Class B and PIK notes »We assessed the design, implementation and operating effectivenessof key controls

Certain ofthe Group’s new borrowing instruments over the valuation of the hedging instruments and the application of hedge accounting

described innate 18 to the financial statements
contain prepayment cpbions, which potentially
represent embedded denvatives requirng

> Using our denvative valuation specialists, we re-performed the valuation of a sample
of the swaps used as hedging instruments

separation from the host and measurement at
farr value under IAS39

>We cnically assessed management's hedging documentationto confirm thatit
demonstrated hedge effectivenessasreguired by IAS39

>We confirmed the amounts recorded n OCl and the Income statement to the
movements in the valuations of the swaps in the period

The Group has hedged the vanable interestrate
exposure on the Senicr Term facibity using interest

rate swaparrangements as descnbed inncte 18
Cash flow hedge accounting has been applied to
thesearrangements

The judgment involved inidentfying and valuing
embedded denvatives within the loan instruments
and indemonstrating hedge effectiveness forthe
cash flow hedge accounting leads te a higher nisk of
errerinthe recognition measurementand disclosure
offinancialinstruments in the financeal statements

Based on our
procedureswe

are satisfied that
dernvatives have been
appropriately identified
valued and recorded

Weare also satisfied
thatthe application
of cash flow hedge
accountingis
appropriately
supported

Goodwillimpairment (carrying value £1,199m, 2015 £1,199m)

Refer to page 56 (Audit Committee repert) note 1 3 (1) (accounting policy) and notes 9 and 24 (disclosures)

The goodwill balance as at 31January 20161s »We examined management simpairment mode!, which enctuded an assessment
significant based on its size relative to the totalassets  of discounted cashflows tounderstand the significant assumptions used inthe
ofthe Group impairment test foreach CGU

The AA plc goodwill ansing on consobdation >Weengaged our specialist team fo review the reasonableness of the discount rate

represents the excess of the cost of acquisihion over
the Group s interest in the fair value of the identified
assets and Liabilities at the date of acquisiionin 2004

>We performed stress testingto assess the mpact of certain key vanables on the levels
of headroom, iInctuding discount rate and EBITDA growth assumptions

Management analyses discounted cash flows at the ?>We ensured compliance with the Group's accounting policy

Cash Generating Units {CGUHevel to calculate the
value in usefor each CGL asrequired by IAS 36
This calculation represents asignificant estimate
inctuding judgements related to future EBITDA
growth and discount rate assumptions

Basedonour
procedures which
included additional
sensitvity analysis
we are satisfied that
nommparment ofthe
recorded goodwilt has
been identified
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the following significant iIncentive schemes

appropriate acceunting treatment intine with IFRS 2

Independent

Auditor’s Report

continued
\-L_

What we concluded tothe

Risk How our audit work addressed thernisk Audit Committee
Valuationand accounting for Incentive schemes {IFRS 2 charge £5m, 2015 £2m)
Refer to page 56 (Audit Committee report) note1 3 (s) accounting pelicy) and note 32 (disclosure)
As at 31 January 2016 the AA Group operated »We reviewed the terms for the new share incentive schemes to ascertain the Based onouraudit

work we are satisfied

ManagementValue Particlpation Shares
(MVPshares)

MVP shares entitle the holders to participate in
the Total Sharehclder Retumn {TSR) over the first

> We engaged our specialist team to review the methodology and the key assumphions
usedby management’s experts in the valuation of the new Incentive schemes as at
Flanuary 2016 Our specialists performed corroborative valuations of the new
incentive schemes to conclude ontherrreasonableness

that the valuation
methadology applied
by management s
expertis appropriate
and consistent with

five years following the lsting of AA’s shares
Theschemeis based onthe sattisfactionof a

performance conditiontested on the third fourth inthe valuation process

2 We evaluated the independence and gualifications of management's experts involved

appraisal practice given
the charactenistics

and fifth anniversaries of Admissionand i1s divided

intothe following two tranches with IFRS

»We confirmed the related disclosures inthe financial statements to be in cemplance

of the schemes and
the purpese of the
valuation

>Thefirsttranche of MVP shares representing 40%
ofthe total MVP shares allocation granted onthe
Adrression Date

>The second tranche of MVP shares representing
the remaining 60% of the totat MVP shares
allocation of which 45 8% was granted as at
22 Decernber 2015

Pay-outisbased onthe performance of TSR of the
underlying AA stock relativetoa hurdlerate set by AA

Long Term Bonus Plan (LTBP)

Thegrantdatesof the LTBP awards (which are
applicable to management below the Board) are

13 August 2015 and 16 Nevember 2015 The vesting
of the LTBP awards s also subjecttoa TSR
performance condibion between the date of IPO
and the vesting dates being three, four and five
years afterthe Admission Date

All share based schemes have been accounted foras
equity settled awards UnderIFRS 2the far value of
the equity settled awards 1s measured at the grant
date Thisrequiresaview tobetakenatthat date asto
the expectation of perfermance conditions being met

Woe are also satisfied
thatthe key
assumptions used in
the valuation of the
share based payment
schemes granted inthe
year ended 31January
2016 arewithina
reasonable range,
given the facts and
circumstances present
asofthe respective
valuation dates

4 Qurapplication of materiality

We apply the concept of matenality both in ptanning and performing our
audit, andin evaluating the effect of iIdentified misstatements on our audit
and of uncorrected misstatements, If any, on the financial statements and
informing our opinion inthe Audit Repert

Materiality

When establishing our overatlaudit strategy, we determined a magnitude
of uncorrected misstatements that we judged would be material for

the financial statements as a whole We determined materiality for the
Grouptobe £8 Om, which s approximately 2% of EBITDA We base our
materiality on an EBITDA performance measure as Trading EBITDA IS

the key metric used by management in measurning and reporting on the

performance of the business In presenting its measure of Trading EBITDA,

management adjusts EBITDA for non-recurnng items and also certain
recurring items that are not allocated in assessing segment performance
In calculating materiality, we have adjusted EBITDA only for Exceptional
items which we consideredto be non-recurnng This provided a basis for
determining the nature, timing and extent of nsk assessment procedures,
identifying and assessing the risk of material misstatement and
deterrmining the nature, tming and extent of further audit procedures

During the course of our audit, we reassessednitial materiality
Qur final calculated matenality did not resuttin any substantive
changein ouraudit procedures

Performance materiality

Onthe basis of our nisk assessments, together with our assessment of
the Group's overall cantrolenvirgnment, our judgement 15 that overall
performance materiality {| e our tolerance for misstatementinan
individual account or balance) for the Group should be 50 per cent of
materiality, namely £4 Om Our objective inadopting this approachis to
ensure that totaluncorrected and undetected audit differences do not
exceed our matenality of £8 Om for the financial statements as whole

Audit work in respect of individual components ts undertaken based on
a percentage of our total performance materiality The performance
mateniality set for each component s based on the relative size of the
component and our view of the nisk of misstatement at that component
The range of the performance materality allocated to components was
£08mto£2 9m

Reporting threshold

We agreed withthe Audit Committee that we would report tothe
Commuttee allaudit differences inexcess of £0 4m, which 1s setat 5%

of planning materiality, as well as differences below that threshold that,
Inour view warranted reporting on gualitative grounds We evaluate any
uncorrected misstatements against both the quantitative measures

of matenality discussed above and in the ight of otherrelevant
qualitative considerations
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5 Anoverview of the scope of our audit

Company

Following our assessment of the risk of material misstatement to the
Group financial statements, our audit scope focused on the two largest
components, Roadside Assistance and Insurance Services, which were
subject to a full scope audit for the year ended 31 January 2016 Forthe
rematning components (Driving Services and lreland) and the statutory
entbities containing the Group’s borrowings and related hedging
instruments, pension scheme balances and head office costs, specific
audit procedures were performed including full audit of the accounts
that were impacted by our specific assessment of nsks of matenal
misstatement for those components The components for whichwe
performed full scope audits accounted for 88% of the Group’s revenue,
90% of the Group's Trading EBITDA and 81%of the Group's Total assets

The specific scope components contributed 9% of the Group's Trading
EBITDA, 8% of the Group's Revenue and 17% of the Group s Total assets
Theaudit scope of these compenents may not have included testing of
all sigrificant accounts of the component

The remaining companents together represent 1% of the Group's Trading
EBITDA Forthese components, we performed other procedures,
including analytical review, testing of consolidation journals and
intercornpany eliminations to respond toany potential risks of material
misstatement to the Group financial statements

Items not allocated to a segment and therefore not includedin the Trading
EBITDA coverage, include the difference between the cash contributions
to the pension schemes for on-going service and the caleulated annual
service costand share-based payments Pensions and Incentive schemes
have been subject to specific audit procedures as set outin this repaort

The charts below lllustrate the coverage abtained from the work
performed by our audit teams

6 Whatwe have audited

We have audited the financial statements of AA plc for the year ended
31 January 2016 which comprise

Group

)the consolidated income statement

) the consoldated statement of other comprehensive income

> the consolidated statement of financial position

> the consolidated statement of changes inequity

>the consolidated statement of cash flows

>therelated notes 1to 35 to the consolidated financial statements

Ythe Company balance sheet

Ytherelated notes1to 11to the Company financial statements

The financial reporting framework that has been applied inthe preparation
of the group financial statements is applicable law and international
Financial Reporting Standards (IFRSs} as adopted by the European Union

The financial reporting framework that has been applied inthe preparation
of the parent company financial statements 1s applicable law and United
Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice), including Financial Reporting Standard 101
‘Reduced Disclosure Framework’

This report 1s made solely to the Company’s Members, asa body, in
accordance with Chapter 3 of Part 16 of the Companes Act 2006

Cur audit work has been undertaken so that we might stateto the
Company’s Mermbers those matters we are required to state to them
inan auditor’s report and for no other purpose Tothe fullest extent
permitted by law, we do not accept or assume responstbility to anyoene
otherthanthe Company and the Company’s Members as a body, for our
audst work, for this report, or for the opinions we have formed

7 Respectiveresponsibilities of Directors and auditor

As explained more fully inthe Directors Responsibilities Statement set
out on page 81, the Directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and far
view Qur responsibility 1sto audit and express an opinion on the financial
statemnents inaccordance with applicable law and International Standards
on Auditing (UK and Ireland) Those standards require us to comply with
the Auditing Practices Board’s Ethical Standards for Auditors

B Scope ofthe audit of the flnanclal statements

An auditinvolves obtaining evidence about the amounts and disclosures
inthe financia statements sufficient to give reasonable assurance that the
financial statements are free from material misstatement, whether caused
by fraud or error This includes anassessment of whetherthe accounting
policies are appropriate to the Group s and the parent company’s
circumstances and have been consistently appled and adequately
disclosed, the reasonableness of significant accounting estimates made
by the directors, and the overall presentation of the financial statements

In addition, we read all the financizland non-financial nformatton in the
Annual Report and Accounts toidenbfy materialinconsistencies with

the audited financial staternents and toidentify any information that 1s
apparently matenally incorrect based on, or matenally inconsistent with,
the knowledge acquired by us in the course of performing the audit If we
become aware of any apparent matenal misstatements or inconsistencies
we consider the implications for our report

EBITDA (%) Revenue (%)

Total assets (%)

IMAGE REMOVED
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Independent
Auditor’s Report
continued

9 Opinlon on other matters prescribed by the Companies Act 2006

Inour opinion

> the part of the Directors’ Rernuneration Report to be audited has been
properly prepared in accordance with the Companies Act 2006, and

Listing Rules review requirements
We are required to review

>thedirectors'statement, set outon page 80, inrelation togoing
concern and longer-term viability, and

>based on the work undertaken in the course of theaudit

- the information given in the Strategic Report and the Directors’ Report
for the ftnancial year for which the financialstatements are preparedis
consistent with the finanoial staterments

Ythe part of the Corporate Governance Statement relating to the
Company’s complrance with the provisions of the UK Corperate
Governance Code specified forour review

- the Strategic Report and the Directors’ Report have been prepared in
accordance with applicable legal requirements

InLight of the knowledge and understanding of the Company andits
environment obtained inthe course of the audit, we have identified no
material misstatementsin the Strategic Report or Directors’ Report

10 Mattersonwhich we arerequired to report by exception

We have no exceptions to report

Statement onthe Directors’ Assessment ofthe Principal Risks
that Would Threaten the Solvency or Liquidity of the Entity

ISAs (UK and freland} reporting
We are required to give a statement as to whether we have anything
matenialto add or to draw attention to in relationto

ISAs (UK and Iretand) reporting
We are required to report to you if, in our opinion, financial and
non-financial informationintheannualreportis

»materally nconsistent with the information in the audited financial
statements, or

>apparently matenally incorrect based on, or materially nconsistent
with, our knowledge of the Group acquired in the course of performing
ouraudit, or

>otherwise misleading

In particular, we are required to report whether we have identified any
inconsistencies between our knowledge acquired inthe course of
performing the audit and the directors’ statement that they consider

the annual repart and accounts taken as a whole 1s farr, balanced and
understandable and provides the information necessary for shareholders
to assessthe entity’s performance, business model and strategy, and
whether the annual report appropriately addresses those matters that
we communicated tothe audit committee that we consider should have
been disclosed

We have no exceptions toreport

Companies Act 2006 reporting
We are required to report to you if, in our opinion

Yadequate accounting records have not been kept by the parent company,
or returns adequate for our audit have not beenrecewved frombranches
not visited by us, or

>the parent company financial statements and the part of the Directors’
Rermuneration Report to be audited are not inagreement with the
accounting records and returns, or

Ycertain disclosures of directors’ remuneration specified by law are
not made, or

»we have not received all the infarmation and explanations we require
for our audit

We have noexceplions toreport

Ythedirectors' confirmationin the annual report that they have carned
out arobust assessment of the principal nsks facing the entity, Including
those that would threaten its business model, future performance,
solvency or liquidity,

Ythe disclosures inthe annual report that describe those risks and explain
how they are being managed or mitigated,

>the directors’ staternent in the financial statements about whether they
considered it appropriate to adopt the going concern basis of accounting
n preparing thern, and theiridentification of any matenal uncertainties
tothe entity’s abibity to continue to do so over a penod of at least twelve
maonths from the date of approval of the financial statements, and

>thedirectors explanationinthe annualreport asto how they have
assessed the prospects of the entity, over what penod they have done so
and why they consider that period to be appropnate, and ther statement
as to whether they have a reasonable expectation that the entity will be
able to continue in operation and meet its labilitres as they fall due over
the period of their assessment, including any related disclosures drawing
attenhion to any necessary qualtifications or assumptions

We have nothingmaternal to add orto draw attentionto

Kathryn Barrow (Senior statutory auditer}
for and onbehalf of Ernst & Young LLP, Statutery Auditor
London

4 Apnl 2016

1 The maintenanceand integrity of the AA plc web site s the responsibility of the directars
the work carned cut by the auditars does not Involve consideration of these matters and
accordingly the auditorsaccept no responsibiity for any changes that may have occurred
to the financial statements since they were initally presented on the web site

2 Legistation in the United Kingdom governing the preparatwon and dissermination of financial
statements may differ fromlegistahoninotherjunsdichons
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Financial
statements

for the year ended 31 January 2016
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Consolidated income

statement
for the year ended 31 January

—

2016 2015

Note Em £m

Revenue 2 973 984
Costof sales (347) (346)
Gross profit 626 638
Administrative & marketing expenses (322) (313)
Share of profits of joint venture and associates, net of tax 1 1
Operating profit 305 326
Trading EBITDA 2 415 430
Items not allocated to a segment 2 (18) 8
Amortisation and depreciation a9 (54) 48
Exceptionalitems 3 {38) (48
Operating profit 3 305 326
Finance costs 4 {289) (266)
Finance income 5 1 1
Profit before tax 17 61
Tax {expense)/credit 7 (1) 8
Profit forthe year 6 69
2016 2015

Earnings per share from profit for the year Note pence pence
Basic 8 10 133
Diluted 8 10 133

The accompanying notes are anintegral part of this consolidated income statement
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Consolidated statement
of financial position

for the year ended 31 January

—

2016 2015
Mote £m £m
Non-currentassets
Goodwilland other intangible assets 9 1,298 1,257
Property, plant and equipment 1 122 100
investments injoint ventures and associates 12 10 4
Deferred taxassets 7 52 81
Qther receivables 14 - 29
1,482 1,463
Currentassets
Inventories 13 5 5
Trade and other receivables 14 172 187
Current tax recevable - 1
Cashand cashequivalents 15 166 302
343 495
Totalassets 1,825 1,958
Current liabillties
Trade and other payables 16 {518) (498)
Current tax payable (¥ -
Provisions 19 ® (8)
(533) (506)
Non-current abilities
Borrowingsand loans 17 (2,920) (3,241}
Financelease cbiigations 27 (21) (16}
Defined benefit pension scheme net babilities 23 (296) (434)
Provisions 19 7 (12}
Insurance technical provisions 20 {4y {4)
(3,248) (3.707)
Total liabilities (3,781) (4.213)
Net liabilities {1,956) {2.255)
Equity
Share capital 21 1 1
Share prermium 22 399 200
Ownishares 22 {22) -
Currency translation reserve 22 {1) {2}
Cashflow hedge reserve 22 {10) (18)
Retained earnings 22 (2,323) (2,436}
Total equity attributable to equity holders of the parent (1,956) {2.255)

Slgﬁor and onbehalf ofghg Bm%
D

Bob Mackenzie / MartinClarke
Executive Chatrman Chief Financial Ofiicer

The accompanying notes are anintegral part of this consolidated statemnent of financial postton
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Consolidated statement of s
comprehensive income i
for the year ended 31 January
|
|
2016 2015 o
Note £m £m g
Profit for theyear 6 69 || %
Other comprehensive Income onitems that maybe reclassified to profitand lossinsubsequent years g |
Exchange differences on translation of foreign operations 1 o) § '
Effective portion of changesin fair value of cash flow hedges 10 (14) ® |
Tax effect{expense)/credit 7 {2) 3
] (12)
Other comprehensive income on ltems that will not be reclassified to profit and loss in subsequent years
Remeasurement ongans/{losses) on defined benefit schermes 23 149 (167)
Tax effect {expense)/credit 7 {26) 32
123 (135) —
Total other comprehensive income 22 132 (147} o
Total comprehensiveincome forthe year 138 (78} g
The accompanying notes are an integral part of this consolidated statement of comprehansive income ﬁ
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n
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b=
Consolidated statement 5
» L ] g
of changes in equity
for the year ended 31January
Attributable to the equity holders of the parent o
Currency Cashflow %
Share Share Qwn  translation hedge Retained k]
capital premium shares reserve reserve eamings Total §'
Em £m £m £m £m £m £m E
At1February2014 - 1 - {1) {7 (2,372) (2,379) §
Profit for the year - - - - - 69 69
Other comprehensive ncome - - - (1)) (11} {135) {147}
Total comprehensive income - - - )] (1 (66) (78)
lssue of share capital 1 199 - - - - 200
Share-based payments - - - - - 2 2
At 31 January 2015 1 200 - (2} (18) (2,436) {2,255)
Profit for the year - - - - - 6 6 n_
Other comprehensive Income - -~ - 1 8 123 132 %
Total comprehensive income - - - 1 8 129 138 g
Dradends - - - - - n @2n 5
Issue of share capital - 199 - - - - 199
Purchase of own shares - - 22) - - - (22)
Share-based payments - - - - - 5 5
At 31January 2016 1 399 {22) (1) {10) {2,323) {1,956)

The accompanying notes are an integral part of this consolidated statement of changes in equity
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Consolidated statement of
cash flows

for the year ended 31 January

—_

2016 2015

Note £m Em
Profit before tax 17 [5)]
Amortisation and depreciation 9,1 54 48
Net finance costs 4,5 288 265
Other adjustmenits to profit before tax 12 -
Working captal
Decreasef(increase)intrade and otherreceivables 13 (24}
Increase intrade and other payables 6 25
Decrease in provisions (6) (7}
Difference between pension charge and cash contributions (U] ()]
Totalworking capital adjustments 12 (15)
Net cash flows from operating activitiesbeforetax 383 359
Tax pad 2) {2)
Net cash flows from operating activities 381 357
Investing activities
Capitat expenditure (75) (37)
Proceeds from sale of fixed assets 1 15
Acquisthions and disposals, net of cash acquired or disposed of (8) -
Proceeds from fixed term investments ~restncted - 5
Interest received 1 1
Net cash flows used ininvesting activities {71) (16}
Financing activities
Proceeds from barrowings 735 o13
Issue costs on borrowings {16) (10}
Debt repayment penalties (62) {3}
Repayment of borrowings {1,039) {1,088)
Share capitalissued 199 200
Refinancing transactions (183) 12
Purchase of own shares {22) -
Interest paid on borrowings {178) {218)
Payment of finance lease capital (34) (31)
Payment of finance lease Interest 3 4)
Dividends paid (21) -
Net cash flows from financing activities (44€) (241)
Net {decrease)/increase In cashand cash equivalents (136) 100
Net foreign exchange differences - (1
Cash and cashequivalents at start of year 15 302 203
Cashand cashequivalents atend of year 15 166 302

The cash flows from operating activibes are stated net of cash outflows relating to exceptionaliterns of £37m (2015 £57m) Thus relates to the cost

of business transformation of £21m (2015 £nil), shareissue costs of £1m (2015 £32m), re-financing of the Group’s borrowings £4m {2015 £1m),
acquisition earn-out payments of il {2015 £2m), non-recurning costs of IT systerm implementation and cost restructuring activities of £7m
(2015 £18m)and onerous property provision lease costs in respect of vacant properties of E4m {2015 £4m)

Other adjustments to profit before tax of £12m (2015 £nil) include share of profit from joint ventures and associates of (E1m) {2015 (E£im)), share based
payments of E5m {2015 £2m), loss on sale of fixed assetsof £3m (2015 £nil), loss on disposalof subsidiary of £5m (2015 £nil) and other iterns of £nil
(2015 (E1m)

The accompanying notes are anintegral part of this consolidated statement of cash flows
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Notes to the consolidated
financial statements

_—

1 Baslsofpreparatio nand accounting policies

1.1 Generalinformation

The consoldated financial statements for the year ended 31 January 2016
camprise the financial statements of AA plc (‘the Company’) and its
subsidiaries (together referred to as ‘the Group’) AAple s a public imited
company incorporated and domuciledin the United Kingdom

These statements have been presented fo the nearest Emillon and the
prior year comparatives have been restated accordingly

1.2 Basis of preparation

The Group has prepared these statements under International Financial
Repoerting Standards (IFRS) as adopted by the European Union,
International Financiat Reporting Interpretation Council{IFRIC)
interpretations and those parts of the Compames Act 2006 applicable
to companies reporting under IFRS

These consolidated financial statements have been prepared under
the historic cost convention as modified by the measurement of
derivatives and babilities for contingent constderation in business
combinattons at fair value

a) Going concern

The Groupis highly cash generative with a large proportion of its revenues
coming from recurnng transactions The sigrificant customer loyalty
demonstrated by high renewal rates and lengthy customer tenure
underpins thus The Group’s borrowings are long-term in nature and in
additionto the cashbalances at the reporting date the Group has agreed
undrawn credit faciities Addienally, the Group has ready access to both
public debt and equity markets allowing these borrowings to be easily
refinanced in due course The Directors have reviewed projected cash
flows for a penod of one year from the date of signing these financiat
staterments and have concluded that the Group has sufficient funds to
continue trading for this period and the foreseeable future Therefore, the
financial statements have been prepared using the going concern basis

b) Basis of consolidation

The consolidated financial statements incarporate the financial
statements of the Company and entities controlled by the Company
(its subsidianes} Controlis achieved where the Company has nghtsto
vanable returns from its involvement with the entity and has the ability
to Influence those returns through its power over the entity

The results of subsidianes acquired or disposed of duning the year are
included in the consobidated income statement from the effective date
of acquisition or up to the effective date of disposal, as appropnate
Where necessary, adjustments are made tothe financial statements of
subsidiartes to bring the accounting policies into lne with those used by
the Group Allintra-group transactions, balances, income and expenses
are elminated on consoldation

1.3 Accounting policles
The principal accounting policies are set out below

a} Interestsinjoint ventures and associates

An associate 1s an entity over whichthe Group 15 1in a position to exercise
significant nfluence, but not control or joint control, through participating
in the financial and operating policy decisions of the entity Joint ventures
arejoint arrangements whereby the parties that have joint control of the
arrangement have rights to the net assets of the arrangement

Theresults, assets and babibities of joint ventures and associates are
incorporated in these financial statements using the equity method of
accounting Investmentsinjoint ventures and associates are carnedin
the Group balance sheet at cost as adjusted by post-acquisiion changes
inthe Group s share of the net assets less any impairment losses

b) Foreign currencies

These financial statements are presented in pounds sterling whichis
the currency of the primary economic environment in which the
Groupoperates

Transactions in currencies other than the functtonal currency of each
consolidated undertaking are recorded at rates of exchange prevaiing
on the dates of the transactions Monetary assets and liabilities
denominated in foreign currencies are translated intothe respective
functional currency at rates of exchange ruting at the balance sheet date
Gains and losses ansing on the translation of assets and labibilies are
taken to the Income statement

The results of overseas operations are translated into sterling at average
rates of exchange for the period Exchangedifferencesansingonthe
retranslation of the opening net assets of overseas pperations are
transferred to the Group's cumulative translationreserve inequity

¢) Business combinations and goodwill
All business combinations are accounted for by applytng the
acquisition method

Costsrelatedto the acquisition, other than those associated with the 1ssue
of debt orequity secunties, are expensed as incurred

Goodwill anising on consolidation represents the excess of the cost of
acquisition over the Group's interest in the fair value of the identified
assets and liabilities of a subsidiary at the date of acquisition Goodwillis
recognised as an asset at cost less accumulated mpairment losses

Any contingent consideration payable 1s recognised at fair value at the
acquisition date, and subseguent changes to the fair value of the contingent
consideration are recogresed inprofit orloss Any consideratonpaid to
aformer owner who continues to work for the business as part of the
acquisition thatis contingent on future service 1s excluded from goodwill
and treated as acquisthion earn-out costs wathin items not allocated to a
segment wathin adrministrative and marketing expenses

d) Intangible assets

Intangible assets ather than gocdwillwhich are acquired separately
are stated at cost The cost of intangible assets acquired ina business
combinationis therr farr value as at the date of acquisition

Following inibal recognition, intangible assets are carned at cost less any
accurmulated amortisation and impairment losses Intangible assets with
finite bves are amortised over the usefuleconomic life

e) Software and development costs
Software development expenditures on anindividual project are
recognised as an intangible asset whenthe Group can demonstrate

> The technical feasibibity of completing the intangible asset so that it wall
be avallable foruse or sale

Itsintenbon to complete and its abibty to use or sell the asset

YHow the asset will generate future economic benefits

»The availability of resources to complete the asset

>The ability to measure rebiably the expenditure during development

Following imtial recognition of the development expenditure as anasset,
the cost modelis applied The assetis carned at costiess any accumulated
amortisation and impairment losses Amortisationof the assetbegins
when development s complete and the asset s available for use ltis
amortised over its useful Lfe of three to five years
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Notes to the
consolidated financial
statements continued

1 Baslsof preparation and accounting policies (continued)

1.3 Accounting policies (continued)

f) Property, plantand equipment

Land and buildings held for use in the production of goods and services or
for administrative purposes are stated in the balance sheet at cost or fair
value for assets acquired in a business combination less any subsequent
accumulated depreciation and imparrment losses No capitalised interest
1s included in the cost of items of property, plantand equipment

Property, plant and equipment s stated at cost less accumulated
depreciationand mparrment losses Such costs include costs directly
attributable to making the asset capable of operating as intended

The cost of property, plant and equipment less their expected residual
value 1s depreciated by equal instalments over their useful economic
lives These lives are as follows

Buldings S0 years

Related fittings 3 -20years

Leasehold properties over the penod of thelease
IT Systemns (hardware) 3-5vyears

Plant, vehicles and other equipment 3-10vyears

Assets held under finance leases are depreciated onastraight ine basis
over the lease term

g) Inventories

Inventories are stated at the lower of cost and net realisable value Casts
include ali costs incurred in bringing each product toits present {ocation
and condition Net realisable value s based on estimated selling price less
any furthercosts expected to beincurred to completion and disposal

h) Financialinstruments

Financial assets and financial labilities are recognised on the Group's
balance sheet when the Group becomes a party to the contractual
prowvisions of the instrument They are classified according tothe
substance of the contractual arrangements entered inte Ateach
reporting date the Group assesses whether there s any objective
evidence that a financial asset or a group of financial assets 1simpaired

Trade receivables and trade payables

Trade recevables and trade payables are not interest bearing and are
recogrused imiyrally at fair value A provision for impairmentoftrade
receivables s established when there s objective evidence that the Group
will not be able to collect allamounts due according to the onginal terms of
thereceivables

Cashand cashequivalents
Cash and cash equivalents comprise cash balancesand calldeposits with
an onginal maturity less than three months

Debtinstruments

Debtisinitially recognised inthe balance sheet at fair value less transaction
costsincurred directly in connection with theissue of the instrument
Debtissue fees Inrespect of the instrument, including discounts onissue,
are capitalised at inception and charged to the iIncome statement over

the term of the instrument using the effective interest method

Equity instruments (share capital issued by the Group)

Anequity instrument is any contract that evidences aresidualinterest
n the assets of the Group after deducting allits labilities Equity
instrumenits are recogrused at the far value of proceedsrecervedless
directissue costs

Denvative financial instruments

The Group's capital structure exposes it to the financial nsk of changesin
interest rates and fuel prices The Group uses interest rate and fuel swap
contracts to hedge these exposures

Dervatwve financial instruments are recorded in the balance sheet at far
value The far value of denivative financialinstrumentsis deterrmined by
reference to market values for ssmilar financialinstruments The gamn or
loss onremeasurement to fair value 1s recogmised immediately in profit
or loss unless they qualify for hedge accounting as described below

Cashflow hedges

Changes in the fair value of denvative financial instruments that are
designated as highly effective hedges of future cashflows arerecognised
nother comprehensive income Any ineffective portion ofthe hedge s
recogrised immediately inthe income statement Amounts recognised in
other comprehensive iIncome are reclassified fromequity to profit andloss
{within finance costs) inthe period when the hedged item affects profitor
loss When ahedging instrument expires or s sold, or when a hedge no
longer meets the crnitena for hedge accounting, any cumulative gainor
loss recognised in the other comprehensive income at that ime remains
Inequity and s reclassified when the hedged transaction s ulbmately
recognised inthe income statement

In order to qualfy for hedge accounting, the Group is required to
document frominception the relationship between theitem being hedged
and the hedging instrument and demonstrate that the hedge will be hughly
effective onanon-goingbasis This effectiveness testing 1s performed at
each period end to ensure that the hedge remains highly effective

1) Imparrmentof assets

The carrying amounts of the Group’s non-financial assets, other than
inventories and deferred tax assets, are reviewed at eachreparting date
to determine whether there 15 any indication of impatrment Ifany such
indication exists, thenthe asset srecoverable amount (s estimated
Inaddition goodwitl and intangible assets not yet available {foruseare
tested forimpairment annually

For the purpose of impairment testing, assets that cannot be tested
ndividually are grouped together into the smallest group of assets

that generates cashinflows from continusng use that are largely
independent of the cash inflows of other assets or groups of assets

{the cash generating units or “CGUs™) The goodwillacquiredinabusiness
combinationis allocated to CGUs so that the levelat which impairment is
tested reflects the lowest level at which goedwill 1Is monrtored for internal
reporting purposes

The recoverable amount of an asset or cash-generating unit1s the greater
of its value in use and its fair value less coststo sell Inassessing valuen
use, the estimated future cash flows are discounted to therr present value
using a pre-tax discount rate that reflects current market assessments of
the time value of money and the nsks specific tothe asset

Animpairment loss 1srecogrused f the carryingamount of an asset or its
CGU exceeds its estimated recoverable amount Impairment losses are
recognised in profit or loss Impairment losses recognised in respect of
CGUs are allocated first to reduce the carrying amount of any allocated
goodwilland then to reduce the carrying amounts of the other assetson
aproratabasis

Animpairmenttoss inrespect of goodwillis not reversed Inrespect of
other assets, an impairment loss 1s reversed If there has beena changein
the estimates used to determine the recoverable amount Animpairment
loss 1s reversed only to the extent that the asset's carrying amount does
not exceed the carrying amount that would have been deterrmined, net of
depreciation oramortisation, if no impairment loss had been recognised
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1 Baslsofpreparation and accounting pollcles{continued)

1.3 Accounting policles {continued)

1) Leases

Finance leases transfer substantially all of the risks and rewards of
ownershipto thelessee Allotherleasesare classified asoperating leases

Assets held under finance leases are recognised as assets of the
Groupat their fair value or, if lower, at the present value of the mimimum
lease payments, each determined at the inception of the lease

The corresponding biability to the lessoris shown as a financial lability
Lease payments are apportioned between finance charges and the lease
obligation soas to achieve a constant rate of interest on the remaining
balance of the babilty Finance charges are charged directly to the
income statement

Rentals payable and receivable under operating leases are charged,
orcredited, to the iIncome statement on a straight-line basis over the term
oftherelevant lease Anyincentives to enterinto anoperatingleaseare
recegnised evenly over the lease term

k) Provisions

A provision s required when the Group has a present legal or constructive
obligationas a result of a past event and it 1s probable that settlement will
be required of an amount that can be reliably estimated Provisions are
discounted where theimpact is material,

Provisions for restructuring costs are recognised when the Group has
adetalled formalplan for the restructuning that has been communicated
to affected parties

For property leases, where adecision has been made priorto the yearend
to permanently vacate the property, provision s made for future rent and
similar costs net of any rental income expected to be received up tothe
estimated date of finaldisposal

[} Retirernent benefitobligation

The Group's position in respect of defined benefit pension plansis
calculated by estimating the amount of future benefit that employees
have earned inreturn for their service in the currentand prior periods, that
benefitis discounted to deterrnine its present value, and the fair value of
any plan assets (at bid price) s deducted The Group determines the net
interest on the net defined benefit lability for the penod by applying the
discount rate used to measure the defined benefit oblgation at the
beginning of the annual period to the net defined benefit lability

The discount rate 1s the yield at the reporting date on bonds that have
acredit rating of at least AA with matunty dates approximating the terms
ofthe Group’s obbigations and that are denorminated in the currency in
whichthe benefits are expectedto be paid

Remeasurements ansing from defined benefit plans comprise actuanal
gains and losses and the return on plan assets (excluding interest)

The Group recognises them immediately in other comprehensive
income and all other expenses related to defined benefit plans in
administrative and marketing expenses in profit or loss

When the benefits of a planare changed, or when aplan s curtaled,

the portion of the changed benefit related to past service by employees,
orthe gain orloss on curtaiiment, 1s recogrused immediately in profit or
loss when the plan amendment or curtailment occurs

The calculation of the defined benefit obligations 1s performed by
aqualified actuary using the projected unit credit method When the
calculation resutts in abenefit to the Group, the recognised asset 1s imited
to the present value of benefits avallable in the form of any future refunds
from the plan or reduchions in future contributions and takes into account
the adverse effect of any minimum funding requirements

For defined contribution schemes, the amounts recognised in profit or
loss are the contributions payable inthe year

m) Revenue recognition
Revenueis measured atthe fair value of the consideration recervable less
any discounts and excluding vatue added tax and other sales related taxes

Roadside membership subscnptions and premiums recervable on
underwntten insurance products are apportioned on atime basis over
the period where the Groupis liable for risk cover The unrecognised
element of subscriptions and premiums recervable, relating to future
periods, 1s held within labilties as deferred income

Commission income from insurers externat to the Group 1s recognised at
the commencement of the period of risk

Where custorners choose to pay by instalments, the Group charges
interest based onthe principal cutstanding and disclosed interest rate
and recognises thisincome over the course of the loan

For all other revenue, income 15 recognised at point of delivery of goods
or on provision of service This includes work which has not yet been fully
invoiced, provided that it is considered to be fully recoverable

n) Insurance contracts

Aninsurance contract s a contract under which insurance risk s
transferred to the iIssuer of the contract by another party The Group
accepts insurance nsk from its customers under roadsida recovery
service contracts by agreeing to provide services whose frequency and
costis uncertain Claims and expenses anising from these contracts are
recognised in profit or loss as incurred

Atthe balance sheet date, a lability adequacy test 1s performed to ensure
the adequacy of the insurance cantract labiities Inperforming these
tests, current estimates of future cash outflows arising under insurance
contracts are considered and compared with the carrying amount of
deferredincome and other insurance contract babilties Any deficiency s
immediately recognised in profit or loss and an onerous contract proviston
1s established

The estimation of the uttimate babilty from claims made under insurance
contractsis not considered to be one of the Group's most entical
accounting estimates This s because there s a very short penod of time
betweentherecept of a claim, | e abreakdown, and the setting of that
claim Consequently there are no sigruficant provisions for unsettled
claims costs inrespect of the roadside assistance services

o) Exceptionalitems and Adjusted EPS

Exceptionalitems are events or transactions that fall within the operating
activities of the Group and which by virtue of therr size or incidence have
beendisclosed inorder to improve areader’s understanding of the
financial statements See note 3 for further information on the nature

of excephional items

In addition, occasionally there are events or transactions that fall below
operating profit that are one-off in nature and tems within operating profit
that relate to transactions that do not form part of the on-going segment
performance and which by virtue of their size or incidence have been
separately disclosed in the financial statements

Adjusted earnings per share adjusts profit after tax for tems that are
one-off innature or related to transactions that do not form part of the
on-going performance, as defined above Seenote Bforareconciliation
of Adjusted EPS
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Notes to the
consolidated financial
statements continued

1 Basisofpreparationand accounting policles {continued)

1 3 Accounting policies (continued)

p) Financemncome and costs

Finance costs comprise interest payable, finance charges onfinance
leases recogrised in profit or loss using the effective interest method,
unwinding of the discount on provisions (Including the net defined benefit
obligations) and net foreign exchange losses that are recognised in the
income statement (see foreign currency accounting policy)

Finance income comprises interest recewvable on funds invested and net
foreign exchange gains

Foreign currency gains andltosses are reported ona net basis

q) Taxation
Tax onthe profit or loss for the year comprises current and deferred tax

Current tax s the expected tax payable or receivable onthe taxable
income or loss forthe vear, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment totax payable
inrespect of previous years

Deferredtaxis provided ontemporary differences between thecarrying
amounts of assets and babilities for financial reporting purposes and

the amounts used for taxation purposes The following temporary
differences are not provided for the initial recognihion of goodwill,

the initial recognition of assets or liabilities that affect neither accounting
nior taxable profit other than in a business combination, and differences
relating to iInvestrments in subsidianes to the extent that they will probably
notreversein the foreseeable future The amount of deferred tax provided
1sbased on the expected manner of realisation or settlement of the
carrying amount of assets and liabilites, using tax rates enacted or
substantively enacted at the balance sheet date

Adeferred taxassetis recognised only to the extent that it 1s probable
that future taxable profits will be avalable against which the temporary
difference can be utilsed The carrying ameunt of deferredtaxassetsis
reviewed at each balance sheet date and reduced to the extent that itisno
longer probakle that sufficient taxable profits will be available to allow all
or part of the asset ta be recovered

ry Segmentatanalysis

The Group reports its operations using the segments that are reported

for management purposes Segments are based on business operations
becausethis s where Group risk and return is focussed, with the exception
of Ireland which represents the Group's only matenal operations outside
ofthe UK

s} Share-based payments

The Group operates a number of equity settled, share-based payment
compensation plans for employees The farr value of the equity settled
awards s measured at the grant date based on expectations of
performance conditions beingmet The fair value of the awards 1s
recognised as anexpense with a corresponding credit to reserves

) Cnticalaccounting estmatesand judgements

Estimates are evaluated continually and are based on historical experience
and other factors, ncluding expectations of future events that are believed
to be reasonable under the circumstances The Group makes estimates
and assumptions about the future The resulting accounting estimates will,
by definition, seldom equalthe related actual results

Management have exercised judgement inapplying the Group's
accounting policies andinmaking cntical estimates The underlying
assumptions on which these Judgements are based, are reviewed on
anon-going basis and include the selection of assumptions inrelation to
the retirement banefit obligation and assumptions for future growth of
cash flows to support the value-in-use calculations for the goodwill
impairment review

The principal estimates and assumptions that have arisk of causing an
adjustment to the carrying amounts of assets and Liabilities within the next
financial penodare discussed below

Retirement benefit obligation

The Group’s retirement benefit obligation, which s actuanally assessed
each period, 1sbased on key assumptions including return on plan
assets, discount rates, inflation, future salary and pension costs

These assumptions may be different to the actual outcome

Derivative financial Instruments

The fair value of denvative financialinstruments 1s determined by
reference to market values for similar financial nstruments The Group
1s therefore required to Identify changes in market conditions around
expectations forinterest rates These assumptions may be different to
the actual outcome

Goodwill

The Group tests goodwill forimpairment annually The recoverable
amounts of cash generating units have been determined based on
value-in-use calculations which require the use of estimates Management
have prepared discounted cash flows based on the latest strategic plan

Share-based payments

The Group hasissued a number of share-based payment awards to
employees during the year which are measured at fair value This involves
estimates about the expected volatility of the share price and the number

of leavers over the vesting period
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2 Segmentalinformation o
2016 2015 5
Em Em 3
Revenue 3
Roadside Assistance 724 it §
Insurance Services 131 142 ®
Driving Services 68 74
treland 38 39
Insurance Underwriting 2 1
Trading Revenue 963 67
Revenue from business disposed of 10 17
Group Revenue 973 984 —
In)
b
Trading EBITDA g
Roadside Assistance 361 358 §
Insurance Services 78 84 "
Driving Services 19 20
treland 13 15
Head Office costs (56) (48)
Tradng EBITDA 415 429
EBITDA from business disposed of - 1
Group Trading EBTDA 415 430
ltems not allocated to a segment (18) {8) 7
Amortisation and depreciation (54} (48) E
Exceptionalitems (38) 48) a2
Operating profit 305 326 g
Net finance costs {288) {265) g
Profit before tax 17 61 2
@

Withthe exceptionof Ireland, all other segments operate principally in the UK Turnover by destination is not matenally different from turnover by ongin

During August 2015 AA plc group agreed to dispose of its windscreen replacement subsidiary Autowindshields (UK) Limited Contracts were
exchanged in August 2015 and the sale was completed by the end of the financial year The results of this bustness have been presented above as
business disposed of

Far management purposes, the Group 1s orgamised into business units based on their products and services, with the exception of Ireland,
which represents aseparate geographicalarea The Group has six reportable operating segments as follows

>Roadside Assistance: This segment s the largest part of the AA business The AA provides a nationwide service, sending patrols out to members
stranded at the side of the road, repainng their vehicles where possible and getting them back on their way quickly and safety

> Insurance Services: This segment includes the insurance brokerage activities of the AA, primarily in arranging moter and home insurance for
customers as wellasits Home Services and Financial Services activities

» Driving Services: This segment contauwns the AA Driving School and the British School of Motonng, which are the two targest dnving schools mn the UK,
as well as AA DrniveTech, which provides driver training and educative programmes

>lreland: This segment competes In the same segment types as the AA UK business, with the largest parts of its business being Insurance Services
and Roadside Assistance

> Insurance Underwriting. This segment consists of a reinsurance company. which historically reinsured certain private motor insurance business
androadside assistance in support of other businesses within the Group

>Head Office costs This segment includes IT, finance, property and other back office support functions
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Notes to the
consolidated financial
statements continued

2 Segmentalinformation {continued)

Segment performance 1s pnimanly evaluated using the Group's key performance measure of Trading EBITDA Trading EBITDA 1s profit after tax as
reported adjusted for depreciation, amortisation, net finance costs, taxation, exceptionalitems and items not allocated to a segment and better reflects
the Group’s underlying performance

Items not allocated to a segment relate to transactions that do not form part of the on-going segment performance and include transachons whichare
one-off nnature Inthe year ended 31 January 2016 these principally relate to the difference betweenthe cash contnbubions to the pension schernes
for on-going service and the calculated annual service cost and share-based payments (see note 32)

Depreciation, amortisation, exceptional items, net finance costs and tax expense are not allocated to individual segments as they are managed on
agroupbasis

Segmental mformation s not presented for tems in the Consolidated Statement of Financial Position as management does nat view this information on
asegmental basis

3 Operating profit

Operating profitis stated after charging

2016 2015

£m £m

Amortisation of owned intangible assets 23 20
Depreciation of owned tangible fixed assets n 10
Depreciation of leased tangible fixed assets 20 18
Operating lease rentals payable - land and buildings 5 4
Operating lease rentals payable — plant and machinery - 6
Exceptional items 38 48

Exceptional costs include £5m for the loss on disposal of Autowindshields (UK) Limited (2015 Enil), £4mrelating to financing transactions (2015 £1my),
£22mrelating to business transformation costs (2015 £nil) and £7m mainly relating to non-recurring costs for IT systerm implementation, onerous
property lease costs, loss on dispasal of fixed assets and cost restructuring activibies (2015 £14my) tnaddition, inthe prior year £33mrelated ioIPO costs
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4 Financecosts

2016 2015

£m £m
Interest onexternal borrowings (178) @
Finance charges payable under finance leases 7 [£)]
Penalties on early repayment of debt {62) (3)
Totalcashfinancecosts {247) {218)
Amortisationof debt issue fees (22) (30)
Transfer from cashflow hedge reserve for extinguishment of cashflow hedge {8) )]
Net finance expense on defined benefit pension schemes 12) m
Totalnon-cashfinance costs 42) (48)
Total finance costs {289) {266)

During theyear, the Group repaid the original Class B notes of £655m and PIK notes of £175m {see note 18) Asaresult, the Group incurred early

repayment penalties of £58m (2015 £m:1) for the Class B notes and £4m {2015 £3m) for the PIK notes

The Group also repaid £209m of the Seruor Term Facility, following which, the Group has transferred the fair value of the cashflow hedges related to the

repayment of £8m (2015 £7m)from cther comprehensive income to the income statement

Withininterest on external borrowings 1s £13m (2015 £21m) of interest charged on the Senwor Term Faciity and £8m (2015 £10m) charged inrelationto

the Interest rate swaps used to hedge the variable etement of the Senior Term Facility (see note 18}

Also included withininterest on external borrowings 1s E¥9m {2015 Enul) of interest costs relating to the double-running of the Class B/B2 notes from the

time of Issue of the Class B2 notes in Apnt 2015 until the repayment of the Class B notes in July 2015
Amortisation of debt issue fees includes £18m (2015 £21m) that was immediately written of f following the repayment of borrowings

5 Financelncome
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2016 2015
£Em £m
Interest receivable 1 1
Total finance income 1 1
6 Staffcosts

2016 2015
£Em £m
Wages and salaries 270 258
Soctal secunty costs 24 25
Retirement benefit costs 34 27
328 310

The average monthly number of persons employed under contracts of service during the year was
2016 2015
Operational 6,620 6.876
Management and administration 1,242 1277
7,862 8153
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Notes tothe
consolidated financial
statements continued
7 Tax
The major components of the Income tax expense are
2016 2015
£m Em
Consolidated income statement
Currentincometax
Current ncome tax charge 10 1
10 1
Deferred tax
Effect of tax rate change on opening balances 7 -
Relating to origination and reversal of temporary differences - current year (6) S
1 {9)
Tax expensef{credit) intheincome statement 1 (8)
2016 2015
£m £m
Consolidated statement of comprehensiveincome
Tax on the effective portion of changes in fair value of cash flow hedges 2 (3)
Tax onremeasurements of defined benefit pension liabibity 26 (32)
Income tax charged/(credited) directty to other comprehensiveincome 28 {35)
Reconciliation of tax expense to profit before tax multiplied by UK's corporation tax rate
2016 2015
£m £m
Profit before tax 17 61
Tax at rate of 20 2%(2015 21 3%) 3 13
Movement onunprovided deferred tax - (22)
Lower rate of foreign tax (1 Q)]
Rate change adjustment on temporary differences 7 [4)]
Expenses not deductible for tax purposes
- Listing expenses - 3
- Other non-deductible expenses/non-taxed income 2 -
Income tax expense/(credit) reported inthe consolidated income statement at effective rate 0f 23.5% {2015 18 1%) 1 (8)
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7 Tax{continued)

Deferred tax by type of temporary difference

Conscldated statement Consolidated
of financial position ncome statement
2016 2015 2016 2015
£m £m £m £m
Accelerated depreciation for tax purposes g 13 4 ]
Revaluations of land and buildings to fatr value Q U] - -
Rollover relief (2) {2) - -
Pension 15 42 1 m
Revaluation of cashflow hedges 5 6 {1) m
Short-term temporary differences 9 1 {8) 1
Losses availlable for offsetting against future taxable income 17 22 S (D]
Deferred tax expense/(income) 1 ()
Netdeferred taxassets 52 B1
Reconciliation of net deferred tax assets
2016 2015
£m £m
At start of year 81 36
Tax (expense)/income recognised in the income statement ) 10
Tax ([expense)income recognised in OCI {28) 35
Atend ofyear 52 Bi

The Group offsets tax assets and babibties if and only if it has a legalty enforceable right to set off current tax assets and current tax Liabilities and the

deferred tax assets and deferred tax liabibties relate to iIncome taxes levied by the same tax authority

The UK corporation tax rate willreduce from 20%to 19% on1Apnl 2017 and then to 18% on 1 Apnl 2020 These rates have been substantially enacted

atthe balance sheet date and have therefore been included inthe deferred tax calculations

Deferred tax has been recognised at an overall rate of 18 4% for the UK at 31 January 2016 (2015 20%)and 12 5% for lreland (2015 12 5%) The UK rate
has been adjusted to reflect the expectedreversal profile of the Group’s temporary differences

The 2016 effective tax rate has been calculated by excluding the rate change adjustment that has ansen as a result of the future reduction in corporation
taxrates affecting the carrying value of the deferred tax balances The 2015 effective tax rate I1s calculated by excluding the effects of expenses relating
tothe IPO, not deductible for tax purposes within the taxable profit and excluding the effect of the movements in unprovided deferred tax from the

taxcharge

The Group has tax tosses which arose in the UK of £92m {2015 £110m) that are available indefinitely for offsetting against future taxable profits ofthe
companies in which the losses arose Inthe prior year, following the IPC, a deferred tax asset of £22m was recognised on these tax losses as the Group

expected to have sufficient taxable profits to be able to recover these losses
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8 Earningspershare

Basic earnings per share amounts are calculated by dividing net profit for the year attnibutable to ordinary shareholders by the weighted average
number of ordinary shares outstanding during the year

2016 2015
Basic earnings per share
Profit after tax {Em) 6 69
Weighted average number of shares outstanding {millions) 596 520
Basic earnings per share {pence} 1.0 133

For diluted earnings per share, the weighted average number of ordinary shares s adjusted to assume conversion of all potential dilutive
ordinary shares

Inthe prier year, the potential dilutive ordinary shares related to the employee share scheme for the UK {SIP), where the share price at which shares were
to be purchased and matching shares issued was expected to beless than the average market value of ordinary shares for the penod fromissue of the
options to 31 January 2015 These shares were purchased and 1ssued respectively in the current year so are no longer dilutive Under the current year
SIP, shares are purchased manthly at market value and matching shares issued contemporaneously and are therefore not dilutive

The Group also has ancther class of potential dilutive ordinary shares relating to the MVP shares, see note 32 However, as at 31 fanuary 2016, based
onaverage market value of ordinary shares for the year, these were not cilutive

There are no further classes of share that are dilutive as at 31 January 2016

2016 2015
Weighted average number of ordinary shares inissue (millions} 596 520
Potentially dilutive shares under SIP (see note 32) {millions) - 1
Weighted average number of diluted ordinary shares {millions) 596 521
Diluted earnings per share (pence) 10 133
Reconciliation of reported earnings per share to adjusted earnings per share.

2016 2015
Profit after tax as reported (Em) 6 69
Adjustedfor:
Exceptionalitems (Em) 38 48
Items not allocated toa segment (Em} 18 8
Write off of debt 1ssue fees following refinancing {see note 4} (Em) 18 21
Penalties on early repayment of debt (see note 4} (Em) 62 3
Double-running interest cost of Class B/B2 notes (see note 4) (Em) 19 -
Transfer from cashflow hedge reserve for extinguishment of cashflow hedge (see note 4) (Em} 8 7
Tax expensef(credit) (Em) 1 (8)
Adjusted profit before tax{(£m) 180 148
Tax at the effective rate of 23 5% (2015 18 1%) (Em) (42) {27}
Adjusted profit after tax(€m) 138 121
Weighted average number of shares outstanding (mithons}) 596 520
Adjusted basic earnings per share (pence}) 23.2 233
Weighted average number of diluted ordinary shares {millons) 596 521
Adjusted diluted earnings per share (pence) 23,2 232

Adjusted earnings per share adjusts profit after tax for tems that are one-off in nature or relate to transactions that do not form part of the on-going
segment performance
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9 Goodwillandotherintangibleassets

Goodwill Software Total
Em Ern £fm

Cost
At1February 2004 1,199 100 1,299
Additions - 31 3
Disposals - 2 (2)
At 31January 2015 1,199 129 1,328
Addstions - 64 64
Disposals - (2} (2)
At 31 January 2016 1,199 191 1,390
Amortisationandimpairment
AtiFebruary 2014 - 53 53
Amortisation - 20 20
Disposals - 2) (@
At 31January 2015 - n H
Amortisation - 23 23
Disposals {2) 2)
At 31 January 2016 - 92 92
Netbook value
At 31 January 2016 1,199 29 1,298
At 31 January 2015 1199 58 1,257

Within software, £53m (2015 £10m)relates to assets under construction which are notamaortised

Software additions comprise of £13m (2015 £14m)inrelation to internally developed assets and ESTm {2015 £17m)inrelation toseparately

acquired assets
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Notes to the

consolidated financial
statements continued

10 Business combinations

11 Property, plantand equipment

Acquisitions during the year ended 31 January 2016
On 18 August 2015 the Group acquired the entire share capitalof XL Insurance (Gibraltar} Limited, an insurance underwriter, for a total consideration of
£7m It was then renamed AA Underwnting Insurance Company Limited

Acqulisitions during the year ended 31 January 2015
There were no acquisitions in the prior year

Frechold LongLleasehold Plant &
Land & Builldings Land & Buildings Vehicles equipment Total
£m £m £m £m £m

Cost
At1February 2014 24 10 66 104 204
Additions - - 62 S 67
Disposals - - {36) (V)] (37}
Exchange adjustments - - - {1 [Q)
At 31January 2015 24 10 92 107 233
Additions - - 47 el 68
Disposals - - {(50) {3 (53)
At 31January 2016 24 10 89 125 248
Depreciationand Impairment
At1February 2014 5 3 41 78 127
Charge for the year 1 1 16 10 28
Disposals - - (20) 4] (21)
Exchange adjustments - - - 0] U]
At 31January 2015 37 86 133
Charge forthe year 1 - 21 9 3
Disposals - - {36) 2 (38)
At 31January 2016 7 22 93 126
Netbook value
At 31January 2016 17 6 67 32 122
At 31January 2015 18 6 55 21 100

£19m (2015 £35m)

The net book amount of vehicles includes £65m (2015 £54m) held under finance lease agreements The accumulated depreciation on these assets 1s

The net book amount of other assets includes Emil {205 £ril}inrespect of plant & machinery held under finance lease agreements The accumulated
depreciation on these assets s EBm {2015 £8m)
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12 Investments Injoint ventures and associates o
2016 2015 s
Jointventures Associates Total Joint ventures Associates Total -_“3_
Em £m £m £m £m Em g
Atstart of year 1 3 4 - 3 3 §
Additions 5 - 5 - - - ®
Share of profits - 1 1 1 - 1
Exchange differences - - - - - -
At end of year 6 4 10 1 4
Thejoint ventures of the Group which are indirectly held are detaled below
Company Country of reqistration Nature of business
AA Law Limited (49% interest held)' England Insurance services o
TVS Auto Assist (India) Limited (49% interest held)? Incha Roadside services %
Motoriety UK Limited (50% interest held) England Roadside services 3
32
| The Group exercises joint control aver AA Law Limited through ts equatrepresentatian on the Board 8
2 The Group exercises joint control over TVS Auto Assist {India) Limited throughits joint influence over key decision making
The asscciates of the Group which are indirectly held are isted below
Company Country of registration Nature of business
ARC Europe S A (20% interest held) Belgium Roadside services
ACTA Assistance S A (22% nterest held) France Roadside services
13 Inventories
2016 2015
£Em £m E
Fimished goods 5 5 g.
&
5 5 @
g
14 Tradeand otherreceivables 3
=2
2016 2015 @
£m £m
Current
Trade receivables 146 156
Prepayments and accrued income 22 26
Otherreceivables 4 5 .
172 187
Non-current
Interest rate swap dervatives (see note 25) - 21
- 21

Included in trade receivables are armounts of £89m {2015 £89m) relating to amounts due frominsurance broking customers
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15 Cashandcashequivalents

2016 2015

£m £m

Ring-fenced cash at bank and inhand - available 74 244
Ring-fenced cashat bankandinhand - restnicted 20 18
Nenring-fenced cash at bank and in hand - available 58 15
Nonnng-fenced cash at bank and in hand - restricted 14 25
166 302

when certain debt to EBITDA and cashflow crnitenaare met

and could not be used for any other purpose

capital requirements of the new insurance underwriter

16 Trade and other payables

Ring-fenced cash and cash equivalents relate to cash held by AA Intermediate Co Limited and its subsidiaries Dividends canonly be paid to AAple
Cash at bank andlin hand - restricted includes Emil (2015 £19m) held as pre-funded interest to cover interest payments on the PIK notes (see note 18)

Cash at bank and in hand includes £34m (2015 £24m) held by and on behalf of the Group s insurance businesses which are subject to contractual or
regulatory restrictions These amounts are not readily available to be used for other purposes within the Group and include £7m held as part of the

2016 2015
£m £m
Trade payables 10 4
Other taxes and social security costs 23 25
Accruals 67 66
Deferredincome 248 238
Other payables 30 20
Obligations under finance lease agreements (note 27} 40 35
518 498

Included intrade payables areamounts of £86m (2015 £85m) relating to amounts due to underwriters inrespect of insurance broking activities

17 Borrowingsand loans

2016 2015
£m £m
Borrowings (see note 18) 2,863 3,191
Interest rate and fuel swap used for hedging (see note 25} 27 50
2,920 3,241

basts, the asset 1s £24m (2015 £2im)and the labelty 15 £51m (2015 £50m)

The interest rate swap Liability 1s shown on a net basisas at 31 January 2046 as the lability is settled with each counterparty onanet basis Onagross
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18 Borrowings o
Amortised Totalat Totalat i
Principal Issuecosts 1ssuecosts  3lJanuary2016  31January 2015 ]
Expected matunty date Interestrate £m £m £m £m fm g
Senior TermFaalty 31 January 2019 4 36% 454 (3) 1 452 661 §
Class Alnotes 3Juty 2018 472% 475 (3} 2 474 473 o
Class A2 notes 3uly 2025 627% 500 Q)] - 499 499
Class A3 notes July 2020 4 25% 500 (3) 1 498 498
Class Ad notes 3uly 2019 378% 250 (2) 1 249 248
ClassBnotes 31 July 2019 - - - - - 639
Class B2 notes 3luly 2022 550% 735 (16} 2 Fy4) -
PIK notes 6 Novermber 2019 - - - - - 173 L
4 97% 2,914 (28) 7 2,893 3,191 o
Q
A summary of the Group’s financing transactions are shown below §
Senior Term %
Facility Class Al ClassA2 Class A3 ClassA4 ClassB ClassB2 PIK notes Total o
Em £m £m Em fm £m £m Em Em
Asat1February 2015 663 475 500 500 250 655 - 175 3,218
Issue date -
25March 2015 {97) - - - - - - - {97)
13 Apnl 2015 - - - - - - 735 - 735
24 Apnil 2015 - - - - - - - (179) (175)
30Apnl2015 m2) - - - - - - - M2)
31 July 2015 - - - - - {655) - - (655) ——
Total 454 475 500 500 250 - 735 - 2,914 g
At 31January 2016, the Senior Term Facility carned interest at a rate of LIBOR plus amargin of 2% The varniable element has been fully hedged using %
matching interest rate swap arrangements which fix LIBOR at 2 36% until 31July 2018 and then at 3 00% until 31 January 2019 All other borrowings I
have fixed interest rates The weighted average interest rate for all borrowings of 4 97% has been calcutated using the effective interest rate and E
carrying values on 31January 2016 3
inorder to showthe Group’s net borrowings, the notes and the issue costs have been offset Issue costs are shown net of any premiwm onthe issue %

of borrowings Interest rate swaps are recognised inthe consolidated statement of financial position at fair value at the period end

All of the Class A notes and Senior Term Facility are secured by first ranking secunity in respect of the undertakings and assets of AA Intermediate
CoLimited and its subsidianes The Class A facility security over the AA Intermediate Co Limited group’s assets ranks ahead of the Class B2 notes
The Class B2 notes have first ranking security over the assets of the immediate parent undertaking of the AA Intermediate Co Limited group, AAMid
CoLimited AA Mid Co Lirmited group can only pay a dividend when certan net debt to EBITDA and cashflow cnitena are met

The Class B2 notes have aninibial penod to 31 July 2018 when any voluntary repayment would incur a make-whole payment and incur all remaining
interest dueto 31 July 2018 After this penod, thereis a further two year peniod when any voluntary repayment would be made at a fixed premium based
onthe date of redemption Anyveluntary early repayments of the Class A notes, would incura make-whole payment

Due to the early repayment of the Class B notes and the PIK notes, early repayment fees of £58m and £4m respectively were incurredin the year

Following the repayment of £209m of the Senior Term Facility and repayment of the PIK notes and Class B notes, amortisation of the associated ssue
fees has beenaccelerated and anadditional £18m (2015 £21m)has been wntten off inthe year

Inorder to comply with therequirements of the Class A notes, we are required to maintain the Ciass A free cash flow to debt service ratio tn excess of
135x The Class B2 notes require us tomaintain the Class B2 free cash flow to debt service ratio in excess of 1x

The Class Aand Class B2 notes therefore place restnictions on the Group’s ability to upstream cash from the key trading companies to pay external
dividends and finance activities unconstrained by the restrictions embedded in the financing documents

The Class A notes only permit the retease of cash providing the semior leverage ratio after payment s less than S Sxand prowviding there 1s sufficient
excess cashflow to cover the payment The Class B2 noterestrictions came into effect dunng the 2016 financial year refinancing and only permit the
release of cash providing the fixed charge cover ratio after payment 1s more than 2 1and providing that the aggregate payments do not exceed 50%
ofthe accumulated consclidated netincome
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19 Provisions
Property Leases Restructunng Other Total
Em £m £m £m
At1February 2014 25 2 1 23
Utiised during the year @ ()] ) ©)
Released unutilised durning the year & - 0 &)
Charge for the year 1 - 2 3
At 31January 2015 18 1 1 20
Utilised during the year @ - (1) (5)
Released unutlised during the year 2 - - (2)
Charge for the year . 1 - 1 2
At 31 January 2016 13 1 1 15
Current 6 1 1 8
Non-current 7 - - 7
At 31January 2016 13 1 1 15
Current 6 1 1 8
Non-current 12 - - 12
At 31January 2015 18 1 1 20

The property lease provision relates to future onerous lease costs of vacant properties for the remaining period of the lease, net of expected
sub-letting Income These sums are mainly expected to be paid out over the next 7 years however it will take 38 years to fulty pay out all amounts
provided for The provision has been calculated on a pre-tax discounted basis

The restructuring provisionrelates to redundancy and other related costs following the restructuring of operations in the current and prior periods

Other provisions primarily comprise a provisien for an onerous contract of £1m (2015 £1m) These items are reviewed and updated annually
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20 Insurance technical provisions

2018 2015

£m £m

Qutstanding claims provisions 2 2
QOther technuical provisions - provisions for incurred but not reported claims 2 2
4 4

Provisionis made for the estimated cost of claims incurred but not settled at the balance sheet date, including the cost of claims incurred but not yet
reported The estimated cost of claims includes expenses to be incurred in settlng clams

21 Sharecapital

2016 2015
£m £m

Allotted, called up and fully pald
608,181,845 (2015 554,000,001) ordinary shares of £0 001each 1 1

The voting nghts of the holders of all ordinary shares are the same and all ordinary shares rank pari passu on a winding up AA plc has no authorised
ordinary share capital

On 22 April 2015, the Company 1ssued 51,937,501 ordinary shares at a premiumof £193m including 1ssue costs
During the rest of the year, the Company 1ssued 2,244,343 ordinary shares at a premium of £6m n relation to the staff share incentive plans, see note 32

Inthe previous year, AA plc issued 24 millkan Management Value Particspation Shares (MVP shares} A further 36 millon MVP shares wereissued on
22 December 2015 The MVP shares inissue were as follows

2016 2015
£000 £000

Allotted, called up and fully paid
20,000,000(2015 8,000,000)MVP A shares of £0 O01each 20 8
20,000,000{2015 8,000,000) MVP B shares of £0 001each 20 8
20,000,000{2015 8,000,600) MVP C shares of £0 001each 20 8
60 24

The MVP shares have no voting nghts There are 8 million authonsed shares i each of the following MVP share classes Al Bland C1 There are
12 million authonsed shares in each of the following MVP share classes A2,B2and C2 Intotal, there are 60 milllon authonsed MVP shares See also
note 32
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22 Reserves
Currency
translation Cashflow Retained
Share premium Ownshares raserve hedge reserve earnings Total
£m £m £m £m £m fm
At1February 2014 1 - 1)) (7) (2,372) (2,379)
Retained profit for the year - - - - 69 69
Other comprehenslve Income:
Exchange differences on translation of
fareign operations - - {1 - - m
Remeasurement losses on defined benefit
schemes(note 23) - - - - {167) (167)
Tax effect of remeasurement icsses on
defined benefit schemes {note 7) - - - - 32 32
Effective portion of changes in fair value of
cash flow hedges - - - (14) - (143
Tax effect of effective portion of changes in
fair value of cash flow hedges (note 7) - - - 3 - 3
Issue of shares 202 - - - - 202
Share 1ssue costs (3) - - - - (3}
Share-based payments - - - - 2 2
At31January 2015 200 - (&3] (18) (2,436} {2,256)
Retained profit for the year - - - - 6 6
Other comprehensive income:
Exchange differences on translation of
foreign operations - - 1 - - 1
Remeasurement gains on defined benefit
schemes (note 23) - - - - 148 149
Tax effect of remeasurement losses on
defined benefit schemes (note 7) - - - - (26) (26)
Effective portion of changes in fair value of
cash flow hedges - - - 10 - 0
Tax effect of effective portion of changesin
fair value of cash flow hedges (note 7) - - - (2} - (2)
Dividends pawd - - - - (21 21
Purchase of own shares - (22) - - - {22)
Issue of shares 206 - - - - 206
Share1ssue costs @ - - - - N
Share-based payments - - - - 5 5
At 31January 2016 399 (22) ) {10) (2,323) (1,957)

Currency transitation reserve

Cashflow hedge reserve

tohedgedtransactions that have not yet occurred
Dividends

Inthe year ended 31January 2016, total dividends of 3 Sp perqualifying ordinary share were paid Dividends are paid from the unconsolidated
distributable reserves of AA plc ‘the Cormpany’ As at 31 January 2016, the Company had distnbutable reserves of £495m (2015 £458m) On 4 April
2016 the directors proposed afinaldividend of 5 Sp per ordinary share (2015 0p), representing total dividend payments of £55m for the 2016
financial year Subjectto approval by shareholders at the forthcorring AGM, the dividend will be paid on 13 June 2016 and will be accounted for as
anappropnation of retained earnings in the 2017 financial year

The translation reserve comprises foreign exchange differences anising fram the translation of the financial statements of foreign operations, aswellas
from the translation of labilities that hedge the Group s net investment inaforeign subsidiary

The cashflow hedge reserve comprises the effective portion of the cumulative net changein the fair value of cash flow hedging instruments related
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23 Penslons

The Group operates two funded defined benefit pension schemes the AA UK Pension Scheme (AAUK)and the AAIreland Pension Scheme (AAl)

The assets of the schemes are held separately from those of the Group inindependently admirustered funds New entrantsto the AAUK scheme accrue
benefits on a career average salary basis The AAUK scheme has final salary sections that are closed to new entrants but open to future accrual for
exishingmembers The AAl scheme is closed to new entrants and future accrual of benefits The Group also operates anunfunded post-retirement
Private Medical Plan scheme (AAPMP), which s a defined benefit scheme that1s not open to new entrants

0On 29 November 2013, the Group completed the AAUK pension scheme tnennial valuations agreemg a deficit of £202m with the pension trustees
and implementing an assetbacked funding scheme Theasset backed funding scheme provides a long term deficit reduction planwhere the Group
makes anannualdeficit reduchon contnbution of £13m increasing wathinflation, over a period of up to 25 years from 29 November 2013 secured on
the Group's brands This compares with the traditional unsecured deficit reduction plan requiring the deficit to be removed over a substanbally shorter
penod and would have resulted in significantly higher annualdeficit contnibutions

The valuations have been based on a full assessment of the labiliies of the schemes which have been updated where appropriate to 31 January 2016
by independent qualified actuaries

The Group expects to pay £25m of on-going employer contnbutions and £13m of deficit reduction employer contributions to its defined benefit plans
{AAUK and AAl)in the year ending 31 January 2017

The amounts recognised inthe balance sheet are as follows:
Asat 31 January 2016

AAUK AAl AAPMP Total

£m £m £m Em

Present value of the defined benefit obligation in respect of pension plans (2,053) {46) @7 (2,46)
Fair value of plan assets 1,815 35 - 1,850
Deficit {238) (1) 47 (296)
Asat 31 January 2015

AAUK AA| AAPMP Total

£m £m Em Em

Present value of the defined benefit obligation in respect of pension plans (2,178) {51) 49 (2,278)
Fair value of plan assets 1,809 35 - 1,844
Deficit {369) {16) {49) {434)

The decrease in the deficit 1s mainly due to changes in financial assumptions, mostly from a nise in the discount rates in all of the schemes This has been
partially offset by a loss on assets
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23 Penslons (continued)
Statement of
Income  comprehensive
Assets Liabilities staterment income
£Em £m £Em Em
Balanceat1February 2015 1,844 (2,278) - -
Current service cost - (34) (34) -
Past service cost - 2) 2) -
Interest on defined benefit scheme assets/(liabilities) 56 (68) (12) -
Amounts recognisedintheincome statement 56 (104) (48) -
Effect of changesin financialassumptions - 185 - 185
Effect of experience adjustment - 1 - 1
Return on ptan assets excluding interest income {37 - - (37N
Amounts recognised inthe statement of comprehensiveIncome (37} 186 - 149
Foreign exchange loss - {n - [{)]
Contribution from scheme parbicipants 1 )] - -
Benefits paid from scheme assets (52) 52 - -
Ongoing employer contributions 24 - - -
Deficit reduction employer contributtons 14 - - -
Movements throughcash (13) S1 - -
Balanceat 31 January 2016 1,850 (2,146} - -

inrelatrgn to the AAUK scheme

A redundancy exercise was carried out during the 2016 financial year which affected 28 members of the AAUK Scheme Under the terms of the AAUK
Scheme the members were entitled to enhanced pension benefits upon redundancy and theimpact of this was a past service cast of £2m (2015 i}

Statement of

Income  comprehensive

Assets Liabilittes statement ncome

£m Em £fm £m

Balanceat1February 2014 1,580 {1,846) - -

Current service cost - 27) {27} -

Interest on defined benefit scheme assets/(babilities) 68 (79) 1) -

Amounts recognisedinthe income statement 68 (106} (38) -
Effect of changes in financial assumptions - (373) - (373)
Effect of experience adjustment - 3 - (3

Return on plan assets excluding interest income 209 - - 209
Amounts recognised Inthe statement of comprehensive Income 209 (376) - (167)

Foreign exchange (loss)/gain {3) 5 - 2

Contribution from scheme participants 1 )] - -

Benefits paid from scheme assets 46) 46 - -

Ongoing employer contributions 21 - - -

Deficit reduction employer contributions 14 - - -

Movements throughcash (10) 45 - -

Balance at 31 January 2015 1,844 (2,278) - -
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23 Penslons{continued) o
Falrvalue of planassets ":1‘,
Theoverall expected rate of returnis calculated by weighting the individual rates in accordance with the anticipated balance in the plan's 2
investment portfolio §
Thetable below shows the AAUK plan assets split between those that have a quoted market price and those that are unquoted Ofthe AAl scheme, E
26 6%(2015 22 0%)of assets donot have aquoted market pnce ®
Thefair vatue of the AAUK plan assets and thereturn on those assets were as follows
2016 2015
Assetswith  Assetswithout Assets with Assets without
aquoted aquoted aquoted aquoted
market price market price market pnce market price
£m £m f£m Em
Equities 136 264 237 206 —
Bonds 667 122 73 13 g
Property 79 172 67 132 §
Hedge funds - 356 - 305 5
Cash/net current assets 17 1 15 3
Total plan assets 899 915 1,050 759
Actualretumon AAUK plan assets 18 272
Penslon planassumptions
The principal actuanal assumptions were as follows
AAUK AAl AAPMP
2016 205 2016 2015 2016 2015
% % % % % % o——
Pensioner discount rate 36 29 1.7 12 36 29 2
Non pensioner discount rate 38 32 2.6 20 38 32 §
Pensioner RPI 29 26 - - 29 26 &
Non pensicner RPJ 32 29 - - 3.2 29 | | §
Rate of increase of pensions in payment - 3
pensioner 28 25 - - - - g
Rate of Increase of pensions in payment - ®
non pensioner 30 27 - - - -
Pensioner increase for deferred benefits 22 19 15 15 - -
Medical premiuminflation rate - - - - 69 66
Mortality assumptions are set using standard tabtes based on scheme specific experience where available Eachscheme’s mortality assumptions are

based on standard mortality tables which allow for future mortality improvements The AA schemes’ assumnptions are that an actve male reltringin
normathealth currently aged 60 will ive on average for a further 28 years and an active female retinng in normal health currently aged 60 willlive on
average for afurther 30 years
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23 Penslons (continued)

Sensitivity analysis
The Scheme exposes the Group to risks such as longewvity, interest rate nsk and market (investment) risk

The AA Pension Scheme Trustees have hedged around 50% of interest rate nsk and 74% of inflation nsk as part of a policy to reduce financial risks to
the Scheme

Reasenably possible changes at the reparting date to one of the relevant actuanal assumptions, holding other assumptions constant, would have
affected the defined benefit liability by the amounts shown below

Forthe year ending 31 January 2016

AAUK AAl AAPMP

£m £m £m

Increase of 0 25% in discount rate 108 2 2
Increase of 0 25% in Inflation rate (97) 0 -
Increase of 1% 1n medical claims inflation - - @
Increase of one year of bfe expectancy {59) U] -

Anequivalent decrease in the assumptions at 31 January 2016 would have had the equal but opposite effect onthe amounts shown above, onthe basts
that all other variables remain constant

The welghted average duration of plan liabilies at 31January 201615 22 years

24 Impairment ofintangible assets

Goodwill acquired through bus:ness combinations has been allocated to cash-generating units (“CGUs™) oninitial recognitron and for subsequent
impairment testing

The carrying value of goodwillby CGU 1s as follows

2016 2015

£m fm

Roadside Assistance 873 874
Insurance Services 240 240
Driving Schools 26 26
DriveTech 33 33
Ireland 26 26
1,199 1199

The Group has performed impairment testing at 31 January 2016 and 31 January 2015 Theimparrment test compares the recoverable amount of the
CGUtoitscarrying value

The recoverable amount of each CGU has been determined based on a value inuse calculation using cash flow projections from the Group’s three year
planupto 31January 2019 and a reasonable expectation of growthin the subsequent two years For the purposes of the impairment test terminal vatues
have been calculated using the Gordon growth model and a nil growth assumption which is lower than the expected long term average growth rate of
the UK economy Cash flows have been discounted at a pre-tax rate reflecting the time value of money and the nsk speafic to these cash flows Thishas
been determined as a pre-tax rate of 9 8% (2015 12 2%)

The value in use calculabion used s most sensitive to the assumptions used for growth and for the discount rate Accordingly, stress testing has been
performed onthese key assumptions as part of the impairment test to further inform the consideration of whether any imparmentis evident Furtherto
this management believes that no reasonably foreseeable change in any of the key assumgtions would cause the recoverable amount of the CGU to be
lower than its carrying amount, and consequently no rmpairment has been recognised
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25 Financlalassets and financlal iabilities o
The carrying amount of all financialassets and financial labilities by class are as follows ;
Financialassets g
2016 2015 3
Em £m g
Measured atfalr value through other comprehensive Income ®
Interest rate swaps used for hedging - 21
Loansandreceivables
Cash and cashequivalents 166 302
Trade recevables 146 156
Other recewvables and accrued iIncome 17 18 —
Total financlal assets 329 497 @
<
Financlal iabiities 3
2016 2015 2
Em £m L
Measured atfair value through othercomprehensive income
Interest rate and fuel swaps used for hedging 27 50
Leansand borrowings
Trade payables 10 14
Other payables 66 64
Obligations under finance lease agreements 61 51
Borrowings 2,893 3,191 _3 —
Total financial labilities 3,157 3.470 3
=
Falrvalues &
Financial instruments held at fair value are valued using quoted market prices or other valuation techniques a“l‘
Valuation techrques inclide net present value and discounted cash flow models, and comparison to similar instruments for which market observable ‘;"
prices exist Assumptions and market observable inputs used in valuation techniques include interest rates g

The objective of using valuation techrigues s to arrve at a fair value that reflects the price of the financial instrument at each year end at which the asset
or hiabiity would have been exchanged by market participants acting atarm's length

Observable inputs are those that have beenseen either from counterparties or from market pricing sources and are publicly avallable The use of these
depends uponthe iquidity of the relevant marlket When measunng the fair value of an asset or a bability, the Group uses observable inputs as much as
possible Fair values are categonsed intodifferent levels in a far value hierarchy based on the inputs used in the valuation as follows

Level1 - Quoted market prices in an actively traded market for identical assets or liabilities These are the most reliable

Level2 - Inputs other than quoted pnices included in Level 1that are observable for the assets or labilties These include valuation models used to
caleulate the present value of expected future cash flows and may be employed either when no active market exists or when there are quoted prices
avaitable for similar instruments in actve markets The models incorporate vanousinputs including interest rate curves and forward rate curves ofthe
undertying instrument,

Level 3 - Inputs for assets or labilbes that are not based on observable market data

Ifthe inputs used to measure the fair values of an asset or aliability might be categonsed in different levels of the fair value hierarchy, then the fair value
measurement s categorised inits entirety in the same level as the lowest input that 1s sigruficant to the entire measurements

The fair values are penodically reviewed by the Group Treasury function The following tables provide the quantitative fair value hierarchy of the Group's
interest rate and fuel swaps and loan notes
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25 Financlalassets and financlal abilities {continued)

The carrying values of all other financial assets and labilities (including the Semor Term Facility) are approximate to therr far values

At 31January 2016.
Falrvatue measurementusing

Quoted pricesin Significant Signlficant
active markets observable unobservable
Carrylngvalue (Level®) Inputs(Level2) Inputs{Level3)
£m Em £m £m
Financial liabilities measured at fairvalue
interest rate and fuel swaps {(note 17) 27 - 27 -
LiabHitles for which fair values are disclosed
Loan notes (note 18) 2,441 2,528 - -
At 31January 2015
Fawr value measurement using
Quoted pncesmn Significant Significant
active markets observableinputs ungbservable
Carrying value {Level 1) {Level2)  inputs{Level 3)
Em £m Em £m
Financial assets measured at fair value
Interest rate swaps {note 14) 21 - 2i -
Financlalliabllities measured at falr value
Interest rate swaps {note 17) 50 - S0 -
Liabllitles for which fair values are disclosed
Loan notes (note 18) 2,530 2,861 - -

There have been notransfers between the levels and no nen-recurring fair value measurements of assets and babilities duning the two years to
31 January 2016
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26 Financialrisk management objectivesand policies o
(=
The Group’s principal financial babilities comprise borrowings as well as trade and other payables The main purpose of these financial labilities -
15 to finance the Group's operattons The Group's pnincipal financial assets include deposits with financial institutions, money market funds and 2
traderecevables E]
The Group s exposed to market nsk, creditrisk and lquidity sk The Group's senior management oversees the management of these risks, supported §
by the Group Treasury function The Group Treasury funchon ensures that the Group's financiat risks are governed by appropriate policies and °
procedures and that financial risks aredentified, measured and managed in accordance with the Group's policies and nisk objectives Alldenvative
activities are for risk management purposes and are carned out by the Group Treasury function 1t is the Group’s policy not to trade in dervatives for
speculative purposes
The Board of Directors reviews and agrees policies for managing each of these nisks, which are summansed below
Marketrisk
Market nsk s the nsk that the fair value of future cash flows of a financratinstrument will fluctuate because of changes in prices set by the market
The key market risk that the Group s exposed to1s interestrate sk The Group has policies and imits approved by the Board for managing the interest _
rate nskexposure The Group's policy 1sto fully hedge all of its exposure to vanable interest rates The Group has therefore taken out interest rate swaps 2
to the value of its variable rate mstruments §
The interest rate profile of the Group's interest-bearing financialinstruments 1s as follows §
2016 2015 “
£m £m
Fixedrateinstruments
Financizl babilities (2,502) (2,581)
Effect of interest rate swaps 454) (663)
Net exposure to fixed rate instruments (2,956) (3.244)
Variablerate Instruments
Finanoil tabilities (452) (660)
Effect of nterest rate swaps 454 663 -
Net exposure to variable rate Instruments 2 3 §
[2)
Sensltivity of fixed-rateinstruments &
The Group does not account for any fixed-rate financial assets and financial labitities at fair value through profit or loss and does not use denivative %
Instrumentsin far value hedges Consequently, having regard to fixed rate instruments, a change in marketinterest rates at the reporting date would S
naot affect profitor loss g
Sensitivity of variable rate instruments &

Anincrease of 50 basis points in interest rates at 31 January 2016 would have increased equity by £4m (2015 £8m) and had noimpact on profit or cash
Adecrease to interest rates of the same magnitude will have an equal and opposite effect on equity and profit This calculation assumes that the change
occurred at the year end and had been applied to nsk exposures existing at that date

This analysis assumes that all other vanables remain constant and considers the effect of financialinstruments with vanableinterest rates and the fixed
rate element of interestrate swaps The analysis s performed onthe same basis forall comparative penods
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26 Financlal iskmanagement objectives and policles (continued)

Creditrisk

Credit nsk is the nisk that a counterparty will not meet its obligations under a financial Instrument or custormer contract, leading toa financial loss

The Group 1s exposed to credit nisk n relation toits financial assets, outstanding denvatives and trade and other receivables The Group assessesits
counterparty exposuren relabon to the investment of surplus cash and undrawn credit facilities The Group pnmanly uses published credit ratings to
assess counterparty strength and therefore to define the credit imit for each counterparty, inaccordance with approved treasury policies

The credit nisk for the Group 1s imited as payment from custorners 15 generally required before services are provided

Credit nskin relation to deposits and dervative counterparties ismanaged by the Group's treasury function in accordance with the Group’s policy
Investments of surplus funds are made only with approved counterparties and within credit imits assigned to each counterparty The limits are set
to mitigate financial loss through any potential counterparty failure

The Group’s maximum exposure to credit risk for the components of the statement of financial position at each reporting date s the carrying amount
except for denvative financialinstruments The Group’s maximum exposure for financiat dervative instruments 1s noted under liguidity nisk

The ageing analysis of trade receivables s as follows
Past due but not impawed

Nesther past due

Total norimpaired < 30 days 30-60days 60+ days

Em £m £m £Em £m

2016 146 136 2 2 6

2015 156 143 5 2 6

The movernents inthe provision for the collective impairment of receivables are as follows

2016 2015

£m £m

At start of year 2 4

Charge for the year 1 1
Utilised - 2
Unused amounts reversed (1) 1)

Atend of year 2 )
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26 Financlal risk management objectives and policles {continued)

Liquidity risk

Liquidity nskis the nsk that the Group either does not have available sufficient financial resources to enable it o meet ks obligabons as they fall due,
or can secure them only at excessive cost The Group s approach tomanaging hquidity nisk s to evaluate current and expected iquidity requirements
to ensure that it maintains sufficient reserves of cash and headroom on its working capital facikities

The table below analyses the maturity of the Group's financial labilities on a contractualundiscounted cash flow basis and includes any associated debt
service costs The analysis of non-denvative financial habilities 1s based on the remaining penod at the reporting date to the contractual matunity date

At 31January 2016
Ondemand Lessthaniyear 1to2years 2toSyears cover 5years Total
£m £m Em £m £m Em
Loans and borrowings - 138 140 1,990 1,436 3,704
Obligationunder finance leases - 43 14 8 - 65
Other payables and accruals - 66 - - - 66
Trade payables - 10 - - - 10
- 357 154 1,998 1,436 3,945
Interest rate swaps used forhedging
Assets (inflow) - 9 (3) - - {12)
Liabilities - 16 8 5 - 29
- 7 5 S - 17
- 364 159 2,003 1,436 3,962
At 31January 2015
Ondemand  Lessthanlyear 1to2 years 2toSyears over Syears Total
Em £m £m £m £m £m
Loans and borrowings - 182 185 2,692 1183 4,242
Obligation under finance leases - 38 10 5 2 55
Other payables and accruals - 64 - - - 64
Trade payables - 14 - - - 4
- 398 195 2,697 1,185 4,475
Interest rate swaps used forhedging
Assets (inflow) - {6) - (14) - (20)
Liabilities - 13 3 14 - 30
_ 7 3 - - 10
- 405 198 2,697 1185 4,485
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26 Financialrisk management objectives and policles{continued)

Capltal management

As noted in the financial review on pages 20 to 23, the Group considers its capital to be a combination of net debtand equity

Totalnetdebt 2,809
Equity (Valued at market close on 29 January 2016) 1,790
Total capital 4,599

The Group’s objectives when managing capital are

Yo safeguard the entity’s ability to continue as agoing concern, so that it can continue to provide returns for shareholders and benefits for
other stakeholders,

Yo further strengthen the AA as the pre-emunent motoring services orgarisation nthe UK,

Yo revolutiorise the customer experience through investing in and embracing new technologies,

Ytoreduce Group borrowings and associated interest costs, and

>toprovide an adequate returnto shareholders

The relative prionities of these objectives are discussed on page 22 of the financial review

The Group monitors capital using net debt to Trading EBITDA ratios The key ratios are Senior Secured Debt to Trading EBITDA, Net Debt excluding
PIK notes to Trading EBITDA and Net Debt to Trading EBITDA as calculated below

2016 2015
£m £m
Senior Term Facility 454 663
Class Anotes 1,725 1,725
Less AAIntermediate Co Limited group ¢ash and cash equivalents (94) (262)
Net Senior Secured Debt! 2,085 2126
Class B2 notes 735 655
Finance lease obligations 61 51
Net Debt excluding PIK notes? 2,881 2,832
PIK notes - 175
Less AAplcgroupcashand casheguivalents? {(72) 4d)
Total Net Debt 2,809 2,967
Net debt ratio* 6 Bx 6 9x
Class B2 Leveragerahio® 6.9x 6 6x
Senior leverage ratio® 50x 49x

1 Principalamounts of the Senler Term Facility and Class A notes less AA Intermediate Co Limited group cash and cash equivalents

2 Principalamounts of the Semior Term Facility Class A notes Class B2 notes and finance leases less AA Intermediate Co Limited group cash and cash equivalents

3 Totalcash and cashequivalents for the Group excluding the value reported as the Af Intermediate Co Limited group ¢ash and cash equvalents

4 Ratio of TotalNet Debt ta Trading EBITDA for the last 12 months

5 Ratio of Net Debt excluding PIK notes to Trading EBITDA for the last 12 months

& Ratio of Net Serior Secured Debt to Trading EBITDA for the last 12 months

The Senior Term Facility, Class A notes and Class B2 notes have interest cover covenants attached to them The Group wasincompliancewithall
covenants throughout the perniod and as at 31 January 2016

The Group includes regulated comparies which are required to hold sufficient capital to meet acceptable solvency levels based onthe relevant
regulators’ requirements {see note 15) There are no other externally mposed capitairequirements

Further details on our policies and processes for managing capital as well as the thresholds set for the covenants above are set outinthe financial review
on pages 20-23

Further details of our objectives toreduce Group borrowings are set outin the strategic report on page 18
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27 Commitments and contingencies

Operating lease commitments
Future mimmum rentals payable under non-cancellable operating leases as at 31 January are as follows

Land and Buldings

2016 2015

£m Em
Leasesexpiring
Withinone year - 2
Between one and five years 1 13
Afterfiveyears 28 30

39 45
Income from operating sub-leases {4) (6)
Amounts included inonerous lease provisions (6) (3}

29 31
Where a property is nolonger used by the Group for operational purposes, tenants are sought to reduce the Group's exposure to lease payments
Where the future mirirmnurm lease payments are in excess of any expected rental Income due, a provision s made
Financelease commitments
The Group has finance lease contracts for vanous items of plant and machinery Future mimimum lease payments under finance lease contracts
together with the present value of the net minimum lease payments are as follows

2016 2015
Presentvalue of Minimum Present value of Mimmum
payments payments payments payments
£m £m £m Em

Within one year 40 43 35 38
Between one and five years 4l 22 16 17
Total mintmum lease payments 61 65 51 55
Lessamounts representing finance charge - (4) - {4)
Present value of mimimum lease payments 61 61 51 51
Commitments

Amounts contracted for but not provided in the financial statements amounted to £15m (2015 £5m)
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28 Subsidiary undertakings
The subsidiary undertakings of AA plc, all of which are wholly owned except where stated, are Usted in note 9 of the Company financial statements

29 Auditor’s remuneration

2016 2013
£m Em

Amounts receivable by the Company's auditor and its asscclatesin respect of
Audit of financial statements of subsichianes of the Company 1 1
Corporate finance services 1 2
The fee for the audit of these financial staterents was £0 2m (2015 £0 2m)
Corporate finance services mainly relate to reporting accountant work that would normalty be undertaken by the auditor
30 Related partytransactions
The following table provides the total value of transactions that have been entered into with associates during each financial year
Transactions withassociates:

2016 2015
Associate Nature of transaction £m £m
ACTASA Callhandling fees paid 2 2
ARC EuropeS A Registration fees paid 1 1

31 Compensation of key management personnelof the Group

Key management personnel are defined as those persons having authority and respensibility for planning, directing and controlling the actvities of
the Group

Key management personnel consists of the Executive Charrman, Chief Financial Officer, Non Executive Directors and the Executive Committee
With effect from 1 August 2015 the Executive Committee was restructured reducing key management personnel from 27t0 13 The new Executive
Committee 1s shown onpages 48 and 49

The LTBP shares are granted to members of senior management who do not meet the definition of key management persennel
The amounts recognised as an expense during the financial year in respect of key management personnelare as follows

2016 2015

£m £m

Short-term employee benefits 6 6
Share-based payments — MVP shares 2 1
Terrmination payments - 2
9

Total compensation paid to key management personnel
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32 Share-based payments o
2016 2015 s
£m Em g
Share-based payments - MVYP shares 2 1 §
Share-based payments - LTBP 2 - §
Share-based payments — staff share incentive plan 1 1 bl
5 2
Management value participationshares (MVP shares)
On 23 June 2014, the Company 1ssued 24 milllon convertible, redeemable MVP shares to Executive Directors at £0 001 per share These shares were
divided into three classes and are convertible into ordinary shares following satisfachion of a Total Shareholder Return (TSR) performance condition of
12% per annum compound growth against the admission price of £2 50 which1s tested on the third, fourth and fifth anniversanes of admission to the
London Stock Exchange L
A further 36 million MVP shares were 1ssued at £0 Q01 per share on 22 December 2015 g
The MVP share-based payments are equity settled The foltowing table illustrates the number and fair value of the MVP shares g
2016 2015 2
Fairvalue Farrvalue o
2016 2015 parshare pershare
Vesting date No ofshares No ofshares £ E
Alshares 23 June 2017 8,000,000 8.000.000 0.25 025
Bishares 23 June 2018 8,000,000 8,000,000 026 026
Cishares 23 June 2019 8,000,000 8,000,000 0.26 026
A2shares 231une2017 12,000,000 - 0.38 -
B2shares 23 june2018 12,000,000 - 0.40 -
C2shares 23June2019 12,000,000 - 0.40 - L
Total 60,000,000 24,000,000 n
The Aland A2 shares can also be converted on the 4th or Sth anniversary of admission and the B1and B2 shares can atso be converted onthe g
Sthanniversary of admission ﬁ
AlLMVP shares were valued using a Binomial model and 25% volatility assumption to calculate the farr value using the following risk-free interest rates g
Vesting penod g
3year 4year 5year &
% % %
Risk-free interest rate for A1, Btand C1 MVP shares 088 135 182
Risk-free interest rate for A2, B2 and C2 MVP shares 055 077 098

The expected volatiity reflects the assumptionthat the histoncat volatility 1s indicative of future trends which may not necessarily be the actualoutcome
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32 Share-based payments (continued)

Long Term Bonus Plan (LTBP)

On13 August 2015, the Company issued 3 million awards over market purchased conditional ordinary shares, held by an employee benefit trust,
to certain key members of sentor management at nil cost A further 1million conditional ordinary shares were issued on 16 November 2015
Executive Directors are not eligible to participate in the LTBP

These awards were divided into three tranches, A, B and C and vest following satisfaction of a Total Shareholder Return {TSR) performance condition
of 12% per annum compound growth against the admission price of £2 50 which s tested onthe 3rd, 4th and 5th anniversanes of admission to the
Londen Stock Exchange and satisfaction of certain individual performance targets

The LTBP share-based payments are equity settled The following table iltustrates the number and fair value of the LTBP shares

2016
Fairvatue
pershare
Vesting date No.ofshares £
August 2015 awards
Ashares 26 lune 2017 1,010,219 293
Bshares 26 June 2018 1,010,218 239
Cshares 26 June 2019 1,010,219 188
Novermnber 2015 awards
Ashares 26 June 2017 247,104 143
Bshares 26 June 2018 247,104 12
Cshares 26 June 2019 247,104 083
Total 3,771,969

If the awards do not vest on the 3rd or 4th anniversary of admission, then they are retested on the 4th and/or Sthanniversary respectively

The shares Issued in August 2015 were valued using a Monte Carlo smulation modeland 20% volatiity assumphion to calculate the fair value using the
following risk-free interest rates

Vesting penod
3year 4 year Syear
Risk-free interest rate (%) Q70 072 100

The shares issued In November 2015 were valued using a Monte Carlo simulation model and 24% volatility assumption to calculate the farr value using
the followsng nisk-free interest rates

Vesting penod
Jyear 4year Syear
Risk-free interest rate (%) 058 079 099

The expected volatibity reflects the assumption that the histoncal volatility 1s indicative of future trends which may not necessarily be the actual outcorme

Staffshare incentive plans
The Group has a number of Share Incentive Plans (SIF)

Under the SIP, employees are able to buy Partnership shares by making weekly or monthly payments into the SIP
inaddition, for every Partnership share an employee purchases, the Company will match this ona 11basis (Matching Shares)
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32 Share-based payments (continued) o
Staff share Incentive plans {continued) i
The SIP share-based payments are equity settled The following table iltustrates the fair value and vesting period of the StPs g.
Chargefor Chargefor 3
Risk free  Farvalue year ended year ended 3
Volatibty interestrate  pershare  31January2016  3llanuary 2015 ]
Share type Award date Vesting date No of shares’ % % E £Em £m
20155IP
Partnership shares 29 August 2014 29 August 2015 2,132,766 21 055 023 - .-
Matching shares 29 August 2014 29 August 2018 2,132,766 21 055 258 1 1
2016 51P
Matching shares 1tJanuary 2016 1 January 2019 m.s77 26 076 293 - -
4,377,109 —
9
1 The number of shares shown above is the estimated number asat 31 lanuary 2016 5
TheSIPs are valued using a Black Scholes model g
The expected volatiity reflects the assumption that the historical volatility 1s indicative of future trends which may not necessarily be the actual outcome "
33 Ultimate parent undertaking and controlling party
AA plcis the ultimate controling party and parent undertaking of the Group
34 Accounting standards,amendments and interpretations
New accounting standards, amendments and interpretations adopted inthe year
Inthe year ended 31 January 2016 the Group did not adopt any new standards or amendments issued by the [ASB or interpretations issued by the IFRS
Interpretations Committee {(IFRS IC) that have had a matenalimpact on the consolidated financial statements Other new standards, amendments and —
interpretations adepted. that have not had a material impact on the amounts reported in these financial statements but may impact the accounting for hus]
future transactions and arrangements, were §
Effectivedate %
1AS 19 Defined Benefit Plans —employee contributions 1uly 2014 %
Annuallmprovementsto IFRS 2010-2012, 2011-2013 1July 2014 g
]
New accounting standards, amendments and interpretations not vet adopted E—

Anumber of new standards, amendments and interpretations, which have not been applied in preparing these financial statements, have been issued
and are effective for annual reports beginning after 1 February 2015

Effective date
JAS1 Disclosure Imtiative 1January 2016
Annual Improvemnents to IFRS 2012-2014 1January 2016
IFRS 11 Accounting for Acguisitions of Interests in Joint Operations 1January 2016
IAS12 Recognition of Deferred Tax assets for unrealised losses 1 January 2007
IAS 7 Disclosure tnitiative 1January 2017
IFRS 15 Revenue from Contracts with Customers 1January 2018
IFRS9 Financal Instruments 1January 2018
IFRS16 Leases 1January 2019

The Group 1s currently assessing whether the above standards will have a matenal mpact on the financial statements for the year ended 31 January 2017

35 Eventsafter thereporting period

0On 16 March 2016 the Chancellor presented the 2016 budget inwhich he announced a reduction in the future corporation tax rate Instead of the
corparation tax rate reducing from 19% to 18%, on 1 Apnl 2020, the rate will now fallto 17% Asthe new rate of 17% was not substantively enacted atthe
balance sheet date the impact of this reduction has not been reflected in the deferred tax calculations The effect of this rate reduction would be to
reduce the carrying value of the deferredtax asset in the balance sheet by £2m
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as at 31 January

—

2016 2015
Notes £m £m
Non-currentassets
Investmentn subsidianies 2 806 799
Investment in joint ventures 3 4 -
810 799
Currentassets
Trade and other receivables 4 14 4
Cash at bank and in hand 5 59 33
73 37
Totalassets 883 836
Currentliabilities
Trade and other payables 6 (9) (176}
Non-current liabilities
Other payables 7 (U] (1)
Total liabilities {10) (177}
Netassets 873 659
Equity
Called up share caprtal 8 1 1
Share premium 399 200
Own shares (22) -
Retained earnings 495 458
Total equity attributable to equity holders of the parent 873 659

S%foMof the Board o

Bob Mackenzie Martin Clarke
Executive Chairman Chief Financial Officer

The accompanytng notes are an integral part of this company balance sheet




AA plc Annual Report and Accounts 2016 127
o
Company statement >
=
- . A
of changes in equi
w0n
Share Share Own Retained o
capital prermum shares earnings Total 5
£m £m £m Em fm §
At1February 2014 1 1 - 502 504 g
Profit for the year - - - 44 a4) &
Issue of share capital - 199 - - 199 8
At 31January 2015 200 - 458 659
Profit for the year - - - 51 51
Dividends - - - @ (21
Issue of share capital - 129 - - 199
Purchase of own shares - - {22} - (22)
Share-based payments - - - 7 7 I
At 31January 2016 399 (22) 495 873 9
-
The accompanying notes are an integral part of this consolidated statement of changes in equity '5'3
2
[2]
]
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1 Authorisation of financlal statements and Company accounting policles

11 Authorisation of financial statements

The parent company financial statements of AA plc (the “Company*} for the year ended 31 January 2016 were authonised for 1ssue by the board of
directors on 4 April 2016 and the balance sheet was signed on the Board's behalf by Bob Mackenzie and Martin Clarke AA pleis a publicimited
company Incorporated and dormiciled in England and Wales and the Company registration number s 5149711 The Company's ordinary shares are
traded on the London Stock Exchange

These fimancial statements were prepared in accordance with Financial Reporting Standard 101 Reduced Disclosure Framework (FRS101}
The financial statements are prepared under the historical cost convention There were no matenal measurement or recognition adjustments
on the adoption of FRS1(1

No profit and loss account 1s presented by the Company as permitted by Section 408 of the Companies Act 2006

The accounting policies which follow set out these policies which apply in prepaning the financial statements for the year ended 31.January 2016
The financial statements are prepared in Sterling and are rounded te the nearest mithon pounds (Em) These financial statements are prepared on the
going concern basis

1.2 Basls of preparation
The Company has transitioned to FRS 101 from previously extant UK Generally Accepted Accounting Practice for all periods presented The Company
has adopted FRS 101 early whichis permitted under the Standard The Company has early adopted S1 2015/980

The Company has taken advantage of the following disclosure exemptions under FRS 101

»1AS1 paragraph 10(d) (statement of cash flows),

»IAS 1 paragraph 16 (statement of compliance with all IFRS),

»IAS1 paragraph 38A {requirement for minimum of two primary statements, including cash flow statements),

»|AS1 paragraph 11 (cash flow statementnformation),

»1AS1 paragraphs 134-136 (capital management disclosures),

»IFRS1 paragraphs6and 21,

) Paragraphs 45(b) and 46 to 52 of IFRS 2 ‘Share-based payment’,

YIAS 7 ‘Statement of cash flows’,

»IFRS 7 *Financial Instruments Disclosures’,

YIAS 8 paragraphs 30and 31,

» Therequirements n 1AS 24 *Related party disclosures’ to disclose related party transactions entered into between two or more members of agroup

1.3 Accounting policles

a) Foreigncurrencies

Transactions inforeign currencies are recorded at the rate ruling at the date of the transaction or at the contracted rate if the transaction 15 covered by
aforward foreign currency contract Monetary assets and labilities denominated in foreign currencies are retranslated at the rate of exchange ruling at
the balance sheet date orif appropnate at the forward contract rate All differences are takentothe profit and loss account

b} Investments in subsidiaries and joint ventures
Fixed assetinvestrments are included in the balance sheet at cost, less any prowisions for permanent imparrment

Investments in subsidiaries and joint ventures are stated at the lower of cost and net realisable value

The carrying amounts of the Company's assets are reviewed for impairment when events or changesin circumstances indicate that the carrying
armount of the fixed asset may not be recoverable If any suchindication exists, the asset’s recoverable amount s estimated Animpairmentlossis
recognised whenever the carrying amount of an asset or its Income-generating unit exceeds its recoverable amount Impairment losses are recognised
inthe profit and loss account untess it anses on a previously revalued fixed asset

The recoverable amount of fixed assets 1s the greater of their net realisable value and value Inuse Inassessing value in use, the expected future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the rate of return expected onan
nvestment of equalnsk Foranasset thatdoes not generate largely independent income streams, the recoverable amount 1s determined for the
Income-generating unit to which the asset belongs

Joint ventures are joint arrangements whereby the parties that have joint control of the arrangement have nghts to the net assets of the arrangement

¢} Borrowings
All borrowings are initially stated at the farr value of the consideration received after deduction of issue costs Issue costs are charged to the profitand
loss account over the term of the borrowings and represent a constant proportion of the balance of capital repayments outstanding
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1 Authorisationoffinancial statements and Company accounting policles (continued)

1.3 Accounting policles (continued)

d) Cnticalaccounting estimates and judgements

Estimates are evaluated continually and are based on histonical expernence and other factors, including expectations of future events that are believed
to be reasonable under the circumstances The Group makes estimates and assumptions about the future The resulbng accounting estimates will,

by definition, seldom equal the related actual results The principal estimates and assumptions that have a nsk of causing an adjustment to the carrying
amounts of assets and liabilities within the next financial period are discussed below

Management have exercised jJudgement in applying the Group’s accounting polictes and inmaking critical estimates The underlying assumptions on
which thesejudgements are based, are reviewed onan on-going basis and include the assumptions for future growth of cash flows to support the
value-in-use calculations for the iInvestment impairment review

Invesiments
The Group assesses for indicators of impairment in the investment balances annually Where indicators exist the recoverable amounts of the
investments are determined based on value-in-use calculations which require the use of estimates

2 Investmentsinsubsidiaries

2016 2015

£m £m

At1February 799 800
Charge for the share incentive schemes 7 -
Adjustment o prior year acquisitions - [€)]
At 31 January 806 799

Theincrease ininvestment in subsidianies of £7m in the year relates to the fair value of share-based payments granted to a subsidiary undertaking £5m of
the charge relates to the shares granted in the current year and £2m relates to the shares granted in the prior year Details are provided in note 32 of the
Group financial statements

Inthe year ended 31January 2015, the investment in VVCR Europe Holding B V was adjusted by Eimreflecting the lower amount of deferred
consideraticn now expected to be paid

Noindicators of impairment in the value of nvestments in subsidianes have been identified

3 Investments injoint ventures

2016 2015

Em £m

At 1February - -
Additions 4 -
At 31January 4 -

On 29 June 2015, the Company Invested E4rm in a 49% share of a joint venture with TVS Automobile Solutions, cne of the largest playersin the Indian
autornotive market

4 Tradeandotherrecelvables

2016 2015

£m £m

Trade receivables from subsidiary undertakings 13 -
Grouprelefreceivables 1 4
14 4

Amounts owed by subsidiary undertakings are unsecured, have no repayment terms and bear no interest
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5 Cash
2016 2015
Em £m
Cash - unrestncted 59 14
Cash - restncted - 19
59 33

Cash - restricted includes £nil{2015 £19m) held as pre-funded interest to cover interest payments on the PIK notes held by subsidiary undertakings and
could not be used for any other purpose The PIK notes were repaid during the 2016 financial year

6 Tradeandotherpayables

2016 2015

£m Em

Amounts owed to subsidiary undertakings e 175
Accruals 1 1
9 176

Amounts owed to subsidiary undertakings are unsecured, have no repayment terms and bear no interest

Inthe prior year, the terms of the amounts owed to subsidiary undertakings reflected the terms on the PIK notes held by a subsidiary undertaking
These amounts were unsecured, had aninterest rate of © 5% and were repayable on 6 November 2019 The PIK notes were repaidin full duning the
2016 financial year

7 Otherpayables

2016 2015
£m Em
Other payables 1 1
Allamounts are due within five years
8 Sharecapital
2016 2015
£m Em
Allotted, called up and fully paid
608,181,845 (2015 554,000,001 ordinary shares of E0 001 each 1 1
1 1

The voting rights of the holders of all ordinary shares are the same and all ordinary shares rank pan passu on a winding up AA plc has noauthonsed
ordinary share capital

On 22 Apnit 2015, the Company 1ssued 51,937,501 ordinary shares at a premium of £193m including issue costs

During the rest of the year, the Company issued 2,244,343 ordinary shares at a premium of £6m inrelation to the staff share mcentive plans{see Group
financial statements — note 32 for further information on these shares)

36 million MVP shares were 1ssued on 22 December 2015 (see Group financial statements - note 32 for further information on these shares}
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9 Subsidiaryundertakings 'O_
All subsidianes are wholly owned and incorporated and registered where stated below ;
The principal subsidiary undertakings of the Company at 31 January 2016 are z
Name Country Name Country g
AAAcquisition CoLimited United Kingdom AAReinsurance Company Limitec? Guernsey 2
AABond CoLimited Jersey AA Semor CoLimited United Kingdom
AA Corporation Limited United Kingdom AA The Drniving School Agency Limited United Kingdom
AAFinancial Services Limited United Kingdom AA Underwriting insurance Company Lirmted Gibraltar
AA Intermediate Co Limited Urited Kingdom Autormobile Association Developments Limited United Kingdom
AA lreland Limited Ireland Autormobile Association Insurance Services Limited United Kingdom
AA Media Lirited United Kingdom Drivetech (UK) Limited United Kingdom L
AAMid CoLimited United Kingdom Intelugent Data Systems (UK} Limited United Kingdom o
AAPIK Co Limited' Jersey VVCR Europe B V' Netherlands 2
The other subsidiary undertakings of the Company at 31January 2016 are :’:33
Name Country Name Country ®
1Stop Travel Insurance Services Limited Urited Kingdom Breakdown Assistance Services Limrted Ireland
A A Insurance Services Limited United Kingdom Drakefield Group Limited United Kingdom
A A Penstons Trustees Limited United Kingdom Drakefield Holdings Limited United Kingdom
AA Assistance Limited Urited Kingdom Drakefield Insurance Services Limited United Kingdom
AA Brand Management Limited United Kingdam Drakefield Services Limited United Kingdom
AAlnsurance Holdings Lmited' United Kingdom Drive Publications Limited United Kingdom
AAdreland Pension Trustees Limited Ireland Drivetech Advantage Agency Limited United Kingdom L
AA ) Quartz Limited United Kingdom Drwving Services UK Limited United Kingdom n
AhLegal Services Limited United Kingdom E TravelInsurance Services Limited United Kingdom E
AA Parking Solutions Limited United Kingdom Fanum Services Limited United Kingdom %
AA Penston Funding GP Limited United Kingdom Golnsurance Services Limited United Kingdom %‘
AA Pension Funding LP United Kingdom Go Travel Insurance Services Limited United Kingdom 8
AA Road Services Limited United Kingdom Intetematics Europe Limited United Kingdorn 5
AA Signs Limited United Kingdom Longacre Claims Limited United Kingdom *
AATechnical Solutions Limited United Kingdom Nationwide 4 X 4 Ltd United Kingdom
AA Underwriting Limited United Kingdom Peak Performance Management Lirmited United Kingdom
Autornobile Association Personal Insurance Mortgages and Savings Limited United Kingdom
Commercial Services Limited United Kingdom
Autormobile Asseoiation Holdings Limited United Kingdom Quotebanana Limited Urited Kingdom .
Automobile Association Insurance Services The Automobile Association Limited Jersey
Holdings Limited United Kingdom
Automotule Association Protection The British School of Motoring Limited United Kingdom
and Investment Planring Limited United Kingdom
Automobile Association Services Limited United Kingdom Tounst Accommodation Management Services Limited Ireland
Automohile Association Travel Services Limited United Kingdom VVCR Eurcpe Beroepsopleidingen BV Netherlands
Automobile Associabon Underwriting VVCREuropeHolding BV Netherlands
Services Linuted United Kingdom

1 Directly owned by AA plc allather subsidiaries are indirectly held

10 Auditor’s remuneration

The fee for the audit of these financial statements was £0 2m (2015 £0 2m)

11 Staffcosts

The Company had no employees or employee staff costs inthe current or prior year However, the Company has incurred costsinrespectof the

non-executive directors of E1m (2015 nil)
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Shareholder
Information
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AAplc

Companynumber 514911

Registered office

Fanum House
Basing View
Basingstoke
Hampshire
RG214EA

Telephone 0370544 8866

Share price information

The Company’s ordinary shares are listed on the London Stock Exchange
Share pnce information can be found on the website www theaaplc com

1SIN Number GBOOBMSKPISS
SEDOL Number BMSKRFJ9
Advisors

Corporate Brokers

Cenkos Secunties, 6 7 8 Tokenhouse Yard, London EC2R7AS
Liberum Capital, Ropemaker Place, Level 12, 25 Ropemaker Street,
London, EC2Y 9LY

Morgan Stanley & Co, 20 Bank Street, Canary Wharf, London Et4 4AD

Solicitors
King & Wood Mallesons LLP, 10 Queen Street Place, London EC4R 1BE

Auditors
Ernst & Young LLP,1 More London Place, London SE12AF

Reglstrar

Capita Asset Services 40 Dukes Place, London EC3A7NH

Telephone 0871664 0300 {calls cost 10p per minute plus network
extras) Lines are open Monday — Fnday, @ O0arn - 5 30pm {from outside
the UK +44(0)208 639 3399)

Financlal public relations
Headtand Consultancy, Eldon House, 2-3 Eldon Street, London EC2ZM 7LS

Financlal Calendar
The Company's Annual General Meeting will be held on 9 June 2016 at
King & Wood Mallesons LLP, 10 Queen Street Place, London, EC4R1BE

Waming toShareholders

Share fraud includes scams where investors are called and offered shares
that often turn out to be worthless or non-existent, or an inflated price

for shares that they own These calls oftenrequire you to make aquick
decision and come from fraudsters operatingin boiler rooms thatare
often based abroad High pressure sales tactics can also come by email,
post, word of mouth or at a seminar Scams are also advertisedin
newspapers, magazines or online and appear as If they are genuine
investment opportunities

In addition, be aware of maney recovery scams which canbe inihiated

by someone claiming to be from the police ora government agency
Organisations' narmes vary but caninclude the National Fraud Inteligence
Bureau and the LS Secunities & Exchange Commussion You should check
the latest information on the Financial Conduct Authonty (FCA) website at
www fca org uk/consurnersfscams/what-to-do-if-you-are-scammed for
more details of scams pretending to be the police or a government agency

The FCA found that even expenenced investors have been caught out
by share fraud and on average, around £200 million s lost inthe UK
each year

If you are offered unsolicited investment advice, discounted shares,
apremium price for shares you own, or free company or research
reports, you should take these steps before handing over any money

1 Getthe name of the person and organisation contacting you

2 Checkthe Financial Services Register (FSR) at
www fca org uk/firms/systems-reporting/register to ensure they
are authorised

3 Usethe detals onthe FSR to contact the firm

4 Ifyouarebased n the UK, callthe FCA Consumer Helpline on
0800 1116768 if there is no telephone number on the FSR or you are
told it 15 out of date

5 Searchthe FCA's list of known unauthonsed firms and individuals to
avoid doing business with

6 Rememberihat law enforcement and other agencies will not contact
mernbers of the public asking for their bank details or money

7 Remember (fit sounds too good to betrue, it probably 1s

If you use an unauthonised firmto buy or sell shares or other investments,
youwill not have access to the Financial Ombudsman Service or Financial
Services Compensation Scheme (FSCS) if things gowrong fyouare
approached about a share scam you should tell the FCA using the share
fraud reporting form at www fca org uk/consumers/scams, where you
can find out about the latest investment scams If you are based inthe UK,
you can also call the FCA Consumer Helpline on 0800 1M 6768 If you have
atready paid money to share fraudsters you should contact Action Fraud
online at www actionfraud police ukor, If you are based in the UK,

by telephone on 03001232040

Shareholder querles and information

Financial information about the companyincluding the annualreport,
regulatory announcements and corporate governance informationis
avallable onourwebsite www theaaplc com

Alternatively please contact us at investor relations@theaa com
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