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Scottish Mutual International Limited

Directors' Report for the year ended 31 December 2006

The Directors present their annual report on the affairs of the Company, together with the financial statements
and auditors’ report for the year ended 31 December 2006.

Principal activities

The principal activity of the Company is the transaction of individual life assurance business. The operations of
the Company now principally involve the receipt of incremental premiums and processing of claims arising on
in-force policies and the collection of related amounts due from reinsurers.

During the year, investment management and certain business administration services were provided to the
Company via Abbey National Asset Managers Limited, Abbey National Financial and Investment Services ple,
Abbey National Financial and Investment Services Ireland plc, Abbey National Financial and Investment
Services Isle of Man Limited and Abbey National Financial and Investment Services (Hong Kong) Limited, all
of which were wholly-owned subsidiaries of Banco Santander Central Hispano S.A..

On 1 September 2006, investment management services were transferred to Resolution Asset Management
Limited following the acquisition of Scottish Mutual International plc by Resolution plc. Business
administration services continued to be provided by Abbey National Financial and Investment Services plc
which was renamed RMS Glasgow Limited, Abbey National Financial and Investment Services Ireland plc
which was renamed RMS (Ireland) Limited, Abbey National Financial and Investment Services (Hong Kong)
Limited, which was renamed SPILA Services (Hong Kong) Limited and Abbey National Financial and
Investment Services Isle of Man Limited, which was renamed SPILA Services (Isle of Man) Limited following
their acquisition by Resolution plc.

Up to 1 September 2006, the ultimate parent undertaking and controlling party was Banco Santander Central
Hispano, S.A., a company incorporated in Spain. From this date, the Company’s ultimate parent undertaking
and controlling party is Resolution plc, a company incorporated in the United Kingdom.

Review of business

The Company was closed to new business in April 2003. Since then the Company has been involved in
organising an orderly wind-down of its activities. The only premiums received are in respect of contractual top-
ups and renewal annual premiums. Therefore most of the activity has been in the processing of claims and the
management of the remaining assets. The value and volume of claims increased in the year. This is not
unexpected given that we are not open to new business and are therefore unable to offer alternative investments
to our policyholders. Claims will obviously continue to be a significant feature of the results over the next few
years, but are expected to then reduce considerably beyond 2009 as the business with premium guarantees goes
off the books. During the year there was a restructuring of investments under management, which resulted in
significant movements in the Profit and Loss Account on investment income, realised gains and losses and
unrealised gains and losses. The overall effect is broadly neutral.

In 2005, the recovery in world stock markets resulted in a significant increase in policy asset share, leading to a
reduction in the cost of policy guarantees which resulted in a significant increase in profit for the year. In 2006,
some strengthening of actuarial reserves, in particular the expense reserve for running off the business, led to a
decrease in the level of profit compared to 2005.

The results for the year are set on in the Profit and Loss Account on pages 7 to 8 and the Balance Sheet on
pages 9 to 10.



Scottish Mutual International Limited
Directors' Report for the year ended 31 December 2006 (continued)

Review of business (continued)

One of the Key Performance Indicators of the Company is the solvency ratio. The Company exceeds the
solvency guidelines as laid down by the Financial Regulator, and in the absence of unforeseen events, all
projections suggest that the position will continue to improve. This provides significant security to our
policyholders.

The Company re-registered as a private limited company and changed its name from Scottish Mutual
International plc to Scottish Mutual International Limited on 7 December 2006.

Dividends
The Directors do not propose the payment of a dividend for the year ended 31 December 2006 (2005: £nil).

Risk management objective and policies

The main objective of our risk management framework is to protect the capital position of the Company, to
ensure we continue to meet our financial performance targets and to ensure we comply with legal and
regulatory requirements.

To achieve this, the Company has established (i) terms of reference for the Board and management teams, and
(ii) a clear organisation structure with documented delegated authorities and responsibilities. The processes and
framework are consistent with those applied elsewhere within the Resolution Group and are reviewed regularly
by both executive management and by group internal audit.

The Company uses financial instruments and accordingly is exposed to financial risks especially in the With-
Profits fund. In providing Unitised With Profit (UWP) guarantees, the Company’s capital position is sensitive to
adverse fluctuations in the value of the assets held in the UWP fund. The extent of this risk is controlled by
imposing minimum investment terms over which guarantees are provided, restricting the amount of guarantee
given to any individual policyholder and controlling the investment mix of the underlying fund. This includes
regular monitoring of the hedge assets put in place in 2005 to cover policyholder guarantees and liabilities. The
hedge assets should provide greater stability and give greater security to all unitised with-profit policyholders.

The most significant risk outside the control of the Directors relates to the reassured asset with Scottish Mutual
Assurance Limited (SMA), a fellow subsidiary. While we have taken significant comfort from the hedging
programme put in place within SMA, we do not control the SMA reassurance assets. In legal terms, reassured
policies do not rank pari-passu with other policyholders in the event of a liquidation, so the level of security
they enjoy is less. Notwithstanding that, the Directors have no reason to have concerns over the ability of SMA
to fulfil its obligations to these policyholders.

We also draw attention to risk management objective and policies in note 23, financial and non financial risks,
which describes in greater detail the risks faced and the methods involved in controlling them.

Directors and Secretary

The Directors and Secretary of the Company at 31 December 2006 are listed on page 2. Graham L Singleton
was appointed to the Board on 27 September 2006. John N Finnegan resigned from the Board on 25 August
2006. Kerr Luscombe and Anthony D Haynes resigned from the Board on 1 September 2006. Barry McGrath
was appointed to the Board on 11 August 2006 and resigned from the Board on 29 December 2006. Mr Robert
H Burke was appointed to the Board on 22 January 2007. Mr Brian Woods was appointed to the Board on 11
January 2007 and Mr P Malachy Smith was appointed to the Board on 10 January 2007.



Scottish Mutual International Limited

Directors' Report for the year ended 31 December 2006 (continued)

Transactions involving Directors

There were no contracts or arrangements of any significance in relation to the business of the Company in
which the Directors had any interest, as defined by the Companies Act, 1990, at any time during the year ended
31 December 2006.

Directors’ and Secretary’s interests

The Directors and Secretary had no interest in the shares of the Company, at the date of the accounts, 31
December 2006 or at any stage during the year. The beneficial interests of Graham L Singleton in the ordinary
shares of 5 pence in Resolution plc are disclosed in the annual report and financial statements of Resolution Life
Limited.

Statement of Directors’ Responsibilities

The Directors are responsible for preparing the annual report and the audited financial statements in accordance
with applicable Irish law and Generally Accepted Accounting Practice in Ireland including the standards issued
by the Accounting Standards Board and promulgated by the Institute of Chartered Accountants in Ireland.

Company law requires the Directors to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company and of the profit or loss of the Company for that period. In
preparing those financial statements, the Directors are required to:

» select suitable accounting policies and then apply them consistently,
» make judgements and estimates that are reasonable and prudent;

» prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
Company will continue in business; and

» comply with applicable accounting standards, subject to any material departures disclosed and explained in the
financial statements.

The Directors are responsible for keeping proper books of account which disclose with reasonable accuracy at
any time the financial position of the Company and to enable them to ensure that the financial statements are
prepared in accordance with accounting standards generally accepted in TIreland and comply with Irish Statute
comprising the Companies Acts, 1963 to 2006. They are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities.

Proper books of account

The Directors have taken appropriate measures to ensure compliance with Section 202 of the Companies Act,
1990. The specific measures taken are the employment of appropriately qualified accounting personnel and the
maintenance of computerised accounting systems. The books of account are located at the Company’s offices at
Styne House, Upper Hatch Street, Dublin 2, Republic of Ireland.



[T a. o

Scottish Mutual International Limited

Directors' Report for the year ended 31 December 2006 (continued)

Political Donations
The Company did not make any political donations during the year.

Auditors
Deloitte & Touche, Chartered Accountants, resigned as Auditors during the year. Emst & Young, Chartered
Accountants, were appointed as Auditors in their place and are willing to continue in office in accordance with

Section 160 (2) of the Companies Act, 1963.

On behalf of the Board
30 March 2007
. .// K- //4 y; [—- @%Ll:‘
iall F Gallagher Graham L Singleton
Executive Director Executive Director














































































