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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.
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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



Scottish Mutual International Limited

Profit and Loss Account for the year ended 31 December 2006

2006 2005
Notes £'000 £000
Technical account - long term business
Earned premiums, net of reinsurance
Gross premiums written 2 (a) 4,550 6,428
Outward reinsurance premiums 2(a) (80) (1,161)
4,470 5,267
Other income
Investment income 3 103,196 9,613
Unrealised gains on investments 3 - 114,144
103,196 123,757
Total income 107,666 126,024
Claims incurred, net of reinsurance
Gross claims paid 4 383,991 293,176
Outward reinsurance claims 4 {106,325) (41,102)
Change in provision for claims, gross and net 15 (1,211) (3,333)
Net of reinsurance 276,458 248,741
Change in other technical provisions, net of reinsurance
Long term business provision, net of reinsurance
- gross amount 15 (342,985) (175,897)
- reinsurers' share 15 100,311 23,434
- net of reinsurance (242,674) {152,463)
Technical provisions for linked business, gross and net of reinsurance
- gross amount 15 (32,877 (34,043)
- reinsurers' share 15 841 (1,659
- net of reinsurance (32,036) (35,702)
Other expenditure
Net operating expenses 5 8,373 7,752
Investment expenses and charges 3 2,039 2,266
Unrealised losses on investments 3 82,485 -
Tax attributable to the long term business 9 1,027 (2,188)
Transfer to the fund for future appropriations 14 5,891 12,029
99,815 19,859
Total expenditure 101,560 80,435
Sub-total (balance on the technical account - long term business) 6,106 48,589

The notes on pages 11 to 29 form part of these financial statements.



Scottish Mutual International Limited

Profit and Loss Account for the year ended 31 December 2006 (continued)

2006 2005
Notes £'000 £'000

Non technical account
Balance on the technical account - long term business 6,106 48,589

Tax attributable to balance on the long term business technical account 9 979 (2,531)
Operating profit on ordinary activities before tax 8 7,085 46,058
Tax on profit on ordinary activities 9 979) 2,531
Profit for the financial year 6,106 48,589
Dividends - -
Retained profit for the financial year 6,106 48,589
Retained loss brought forward (89,4690) (138,049)
Retained loss carried forward (83,354) (89.460)

Statement of Total Recognised Gains and Losses
The Company has no recognised gains or losses other than those included in the Profit and Loss Account, therefore,

no separate Statement of Tota! Recognised Gains and Losses has been prepared.

Statement of Historical Cost Profits and Losses
There is no difference between the profit on ordinary activities before tax and the retained profit for the year on a
historical cost basis and the corresponding amounts in the Profit and Loss Account.

Approved by the Board of Directors on 30 March 2007 and signed on their behalf by:

Ly éu, L AL

all F Gallagher Graham L Singleton
Executive Director Executive Director

The notes on pages 11 to 29 form part of these financial statements.
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Scottish Mutual International Limited

Balance Sheet as at 31 December 2006

2006 2005
Notes £'000 £000
Assets
Financial Assets
Other financial investments 10 542,191 808,824
Assets held to cover linked liabilities 11 240,324 272,903
Reinsurers' share of technical provisions
Long term business provision 15 791,195 891,506
Technical provision for linked liabilities 15 19,133 19,974
810,328 911,480
Debtors
Debtors arising out of direct insurance operations
- policyholders 744 202
- reinsurers - 884
Other debtors 12 9,945 10,346
10,689 11,432
Other assets
Cash at bank and in hand 312,624 281,155
Prepayments and accrued income
Accrued interest and rent 1,962 3,328
Other prepayments and accrued income - 678
1,962 4,006
Total assets 1,918,118 2,289,800

The notes on pages 11 to 29 form part of these financial statements.



Scottish Mutual International Limited

Balance Sheet as at 31 December 2006 (continued)

2006 2005
Notes £'000 £000
Liabilittes
Capital and reserves
Called up share capital 16 25,079 25,079
Capital contribution reserve 22 231,000 231,000
Profit and loss account (83,354) (89,460)
Shareholders’ funds attributable to equity interests 21 172,725 166,619
Fund for future appropriations 14 36,544 30,653
Technical provisions
Long term business provision 15 1,419,363 1,762,348
Claims outstanding 15 1,282 2,493
1,420,645 1,764,841
Technical provision for linked liabilities 15 258,436 291,313
Creditors
Creditors arising out of direct insurance operations - policyholders 17 4,153 674
Amounts owed to credit institutions 18 15,669 30,632
Other creditors including taxation and social security 19 9,946 5,068
29,768 36,374
Total liabilities 1,918,118 2,289,800

Approved by the Board of Directors on 30 March 2007 and signed on their behalf by:

W EM L

iall F Gallagher Grabham L Singleton

Executive Director Executive Director

The notes on pages 11 to 29 form part of these financial statements.

dsi
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Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006

1. Accounting policies

Basis of presentation

The accounts are prepared on the basis of the accounting policies set out below and have been prepared in
accordance with applicable Accounting Standards in the Republic of Ireland and the Companies Acts of 1963 to
2006.

The accounts are prepared in accordance with the historical cost convention modified by the valuation of
investments. These accounts have also been prepared in accordance with the Statement of Recommended
Practice on Accounting for Insurance Business (SORP) issued by the Association of British Insurers as
amended in December 2006.

Changes in accounting policies
During the year, the Company adopted the following financial reporting standards and has changed its
accounting policies accordingly:-

Financial Reporting Standard (FRS) 25: Financial Instruments: Presentation & Disclosure and Financial
Reporting Standard (FRS) 26: Financial Instruments: Recognition & Measurement. These two standards specify
the presentation, measurement and disclosure aspects of financial instruments. The main impact of the adoption
of FRS 25 and FRS 26 is that derivative financial instruments are recognised at fair value in the Balance Sheet
and changes in the value of the derivatives are taken to the Profit And Loss Account. Derivative financial
instruments are initially recognised at fair value on the date on which the derivative contract is entered into. The
carrying amount of the hedged item is adjusted for gains and losses attributable to the risk being hedged. The
derivative is remeasured at fair value and gains and losses are recognised in the Profit and Loss Account.

The Company has availed of the transitional provision as permitted by the Accounting Standards Board (ASB)
to apply FRS 25 and FRS 26 and not to restate comparative accounts for 2005. These are treated as a change in
accounting policies and shown as opening adjustments on 1 January 2006 (see note 25).

Premiums
New business premiums are recognised when the policy liability is set up and the premium becomes due.
Reinsurance premiums are charged when they become due.

Investment return

Investment income and expenses includes dividends, interest, gains and losses on the realisation of investments
and related expenses. Dividends are included as investment income on the date that shares become quoted ex-
dividend. Interest and expenses are included on an accruals basis. Realised gains and losses on investments are
calculated as the difference between net sales proceeds and the original cost.

Unrealised investment gains and losses are calculated as the difference between the valuation at the Balance
Sheet date and their valuation at the last Balance Sheet date or purchase price, if acquired during the year.
Unrealised investment gains and losses include adjustments in respect of unrealised gains and losses recorded in
prior years which have been realised during the year and are reported as realised gains and losses in the current
Profit and Loss Account.

The investment return on assets which are directly connected with the carrying on of long term business is dealt
with in the technical account - long term business.

11



Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)
1. Accounting policies (continued)

Acquisition costs and deferred acquisition costs

Acquisition costs comprise all direct and indirect costs arising from the conclusion of insurance contracts.
Deferred acquisition costs comprise the costs of acquiring insurance policies which are incurred during a
financial year but relate to a subsequent financial year.

Deferred acquisition costs are amortised at a rate based on the pattern of anticipated margins in respect of the
related policies. Acquisition costs are not deferred to the extent that available future margins are not expected to
cover them. An implicit deferred acquisition cost asset has been accounted for within the long term business
provision and the technical provision for linked liabilities.

Claims

Claims payable on maturity are recognised when the claim becomes due for payment and on death are
accounted for on notification. Surrenders are accounted for at the earlier of the payment date or when the policy
ceases to be included within the long term business provision or the provision for linked liabilities. Reinsurance
recoveries are credited to match the relevant gross amounts.

Claims payable reflect the cost of all claims arising during the year, including bonuses allocated.

Commissions
Acquisition commissions are included in acquisition costs in the technical account - long term business as
incurred. Renewal commissions are included in administrative expenses as incurred.

Pension costs
Pension contributions payable are charged to the technical account - long term business in the period in which
they are incurred.

Financial assets

Under FRS 26, the Company is required to classify all financial assets into one of four categories (Financial
assets at fair value through profit and loss, Available for Sale financial assets, Loans and Receivables and Held
to Maturity financial assets).

The classification depends on the purpose for which the investments were acquired or originated. In general,
financial assets are classified as at fair value through profit and loss, as the Company’s strategy is to manage
financial investments acquired to cover its insurance and investment contract liabilities (including shareholders’
funds), on the same bases, being fair value.

All regular purchases and sales of financial assets are recognised on the trade date ie the date the Company
commits to purchase or sell the asset. Regular way purchases and sales of financial assets require delivery of
assets within the time frame generally established by regulation or convention in the market place.

Financial assets at fair value through the Profit and Loss Account have two sub-categories, namely financial
assets held for trading and those designated at fair value through profit and loss at inception. Investments
typically bought with the intention to sell in the near future are classified as held for trading. For investments
designated as at fair value through profit and loss, the following criteria must be met:

e the designation eliminates or significantly reduces the inconsistent treatment that would otherwise arise
from measuring the assets or liabilities or recognising gains and losses on a different basis, or

12



Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

1. Accounting policies (continued)
Financial assets (continued)

e the assets and liabilities are part of a group of financial assets, financial liabilities or both which are
managed and their performance evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy.

These investments are initially recognised at fair value. Subsequent to initial recognition, these investments are
remeasured at fair value. Fair value adjustments and realised gains and losses are recognised in the Profit and
Loss Account.

Financial assets at fair value through profit and loss include derivative financial instruments and assets held to
cover linked liabilities.

Shares in undertakings for collective investment in transferable securities or unit trusts have been valued at their
realisable value which, in the case of those managed by Scottish Mutual International Fund Managers Limited
and Scottish Mutual Investment Managers Limited (which are wholly-owned subsidiaries of Resolution plc), is
taken to equate to the quoted price.

Unlisted investments for which a market exists are valued at the average price at which they were traded on the
Balance Sheet date or on the last trading day before that date. Other unlisted investments are valued by the
Directors on a prudent basis with regard to their likely realisable values.

Fund for future appropriations
The balance on this account represents surplus assets over policyholder guarantees in the With-Profit fund.

Technical provisions

The technical provisions are computed by the Company's Reporting Actuary, who is a Fellow of the Society of
Actuaries in Ireland, having due regard to the actuarial principles laid down in the European Communities (Life
Assurance) Framework Regulations, 1994.

In accordance with FRS27, the long term business provision includes the non-unit liabilities in respect of unit-
linked business. The technical provision for linked liabilities is based on the market value of the related assets.
Within the long term business provision, an explicit provision is made for vested bonuses. No provision is made
for future reversionary or terminal bonuses.

Foreign currencies

Assets and liabilities held in foreign currencies are translated to Sterling at the rates of exchange ruling at the
Balance Sheet date. Called up share capital and fixed assets are translated at the historical rate ruling at the date
of issue or acquisition. Income and expenditure denominated in foreign currencies are translated at the
appropriate rates prevailing during the year.

Derivatives

Derivative financial instruments are initially recognised at fair value on the date on which the derivative
contract is entered into. Derivative financial instruments include exchange traded contracts, forward foreign
exchange contracts and over the counter contracts. The derivative is remeasured at fair value and gains and
losses are recognised in the Profit and Loss Account. Fair values are obtained from quoted prices prevailing in
active markets where available. Otherwise valuation techniques including discounted cash flow analysis and
option pricing models are used to value the instruments.

13



Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

1. Accounting policies (continued)

Product classifications

Insurance contracts are those contracts that transfer significant insurance risk at the inception of the contract.
Insurance risk is transferred when the Company agrees to compensate the policyholder if a specified uncertain
future event (other than a change in a financial variable) adversely affects the policyholder. Any contracts not
meeting the definition of an insurance contract under FRS 26 are classified as investment contracts or derivative
contracts, as appropriate. Contracts written by the Company to date are classified as insurance contracts.

Products or contracts that do not contain ‘significant insurance risk’ are accounted for as investment contracts.
As a result fees and costs in respect of the service component within the investment contract is deferred and
recognised over the term of the contract.

Reinsurance contracts

Contracts entered with reinsurers that meet the classification requirements for insurance contracts under FRS 26
are classified as reinsurance contracts held. Contracts that do not meet these classification requirements are
classified as financial assets. The benefits under the reinsurance contacts held are recognised as reinsurance
assets. These assets consist of short term balances due from reinsurers (classified within debtors arising from
reinsurance operations), as well long term receivables (classified as deposit with reinsurers) that are dependent
on the expected claims and benefits arising under the related reinsured insurance contracts. Amounts
recoverable from or due to the reinsurers are measured consistently with the amounts associated with the
reinsured insurance contracts in accordance with the terms of each reinsurance contract. Reinsurance assets are
assessed for impairment on an annual basis. If there is objective evidence that the reinsurance asset is impaired,
the carrying amount is reduced to its recoverable amount and recognise the impairment loss in the Profit and
Loss Account.

Deposits with credit institutions

Deposits with credit institutions are short term, highly liquid investments that are subject to insignificant
changes in value and are readily convertible into known amounts of cash. Deposits with Credit Institutions
comprise financial assets with less than three months maturity from the date of acquisition.

Estimates and assumptions

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities.
Estimates and judgments are continually evaluated and based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

A critical estimate is that relating to future benefit payments and premiums arising from long-term insurance
contracts. The Company makes estimates of the expected number of deaths for each of the years that it is
exposed to risk. These estimates are based on standard industry and national mortality tables, adjusted to reflect
the Company’s own experience. Appropriate allowance is made for expected improvements in mortality, due to
improvements in medical care and social conditions. However, there is considerable uncertainty regarding the
impact of epidemics and changes in lifestyles such as smoking, eating and exercise habits, which could result in
further changes in mortality. For contracts without fixed terms, the Company has assumed that it will be able to
increase premiums in future years in line with emerging mortality experience.

The Company has offered cash guarantees, guaranteed annuity options, and guaranteed cash options within
certain contracts. Estimates have been made of the number of contract holders who will exercise these options
in order to measure their value. Changes in investments conditions could result in significantly more contract
holders exercising their options than the Company has assumed in determining the liabilities arising from these
contracts.

14



Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

1. Accounting policies (continued)

Taxation

Corporation tax is recognised on taxable profits at the relevant rate. Deferred tax is recognised in respect of all
timing differences that have originated but not reversed at the Balance Sheet date. Deferred tax is not

recognised on permanent differences.

Deferred tax assets are recognised to the extent that they are regarded as recoverable. Deferred tax is deemed
recoverable where, on the basis of all available evidence, it can be regarded as more likely than not that there
will be suitable taxable profits from which the future reversal of the underlying timing difference can be

deducted.
2. Segmental information

New business premiums

a ) Premiums written

2006 2005
Gross Reinsurance Net Gross Reinsurance Net
£000 £'000 £'000 £'000 £000  £000
Analysed by class of business
Ordinary Business
Property-linked contracts
- periodic premium 1,512 - 1,512 2,109 - 2109
- single premium 326 - 326 1,404 - 1,404
- reassurance payable - (80) (80) - (1,161) (1,161)
1,838 (80) 1,758 3,513 (1,161) 2,352
Pension Business
Property-linked contracts
- periodic premium 2,448 - 2,448 2,928 - 2928
- single premium 264 - 264 (13) - (13)
2,712 - 2,712 2,915 - 2915
Total premiums written 4,550 (80) 4,470 6,428 (1,161) 5,267
2006 2005
£'000 £'000
Analysed by geographic area gross of reinsurance
United Kingdom 136 1,689
Europe (excluding the United Kingdom) 4,414 4,739
4,550 6,428

15
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Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

2. Segmental information (continued)
New business premiums (continued)
a ) Premiums written (continued)

2006 2005
£'000 £000

The reinsurance balance in respect of all outwards reinsurance is as follows:
Outward reinsurance claims (106,245)  (39,941)
Reinsurers' share of change in technical provisions 101,152 8,781

(5,093) (31,160)

All new business premiums represent incremental premiums. There was no inward external reinsurance business
in 2006 or 2005. Premiums which are invested in With-Profit units are classified as property-linked. Reassurance
premiums also include £Nil (2005: £1,043,921) of premiums reassured to Scottish Provident Limited. The nature
of the reinsurance contracts is that premiums cannot be analysed between the originating periodic and single
premium contracts and the amounts shown are net of management charges receivable and claims.

b) Gross new annualised periodic preminms

2006 2005
£'000 £'000
Ordinary Business
- property-linked contracts 13 121
Pension Business
- property-linked contracts - 28
Total gross new annualised periodic premiums 13 149
<) Bonuses

Claims and the change in other technical provisions include bonuses paid and bonuses declared but not paid,
respectively.

The charge incurred for bonuses in respect of the current year is as follows:

2006 2005
£000 £'000
Linked contracts; bonus added to With-Profit unit values 15,020 20,574

16



Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

3. Investment activity account

Technical account

-long term business
2006 2005
£000 £000
Investment income

Income from listed investments 3,007 2,810
Income from other investments 15,733 22,103
Realised gains/(losses) on investments 84,456 (15,300)
103,196 9,613

Investment expenses and charges
- Management fee to Abbey National Asset Managers Limited (188) (340)
- Management fee to Resolution Asset Management Limited (514) -
- Bank interest payable (1,260) (1,783)
- Other investment expenses (17 (143)
(2,039) (2,266)
Unrealised (losses)/gains on investments (82.485) 114,144
Net investment refurn 18,672 121,491

Income from other investments includes £3,335,907 (2005: £1,577,578) of interest earned on deposits placed with
Banco Santander Central Hispano S.A. or subsidiaries thereof. Bank interest payable includes £1,184,178 (2005:
£1,672,208) of interest payable to Abbey National Treasury Services plc.

4. Claims incurred

2006 2005

Gross Reinsurance Net Gross Reinsurance Net

£'000 £'000 £'000 £'000 £'000 £'000

Claims paid 383,815 (106,325 277,490 293,043 (41,102) 251,941

Claims handling expenses 176 - 176 133 - 133

383,991 (106,325) 277,666 293,176 (41,102) 252,074

Change in outstanding claims  (1,211) - (1,211) (3,333) - (3,333)

Claims incurred 382,780 (106,325) 276,455 289,843 (41,102) 248,741

Claims incurred, excluding handling expenses, analysed by type of benefit

-Death claims 7,744 7,399
-Surrenders 374,860 282,311
382,604 289,710

The amounts shown above for reassurance claims includes £104,580,743 (2005: £41,102,172) received in respect
of unit liabilities of property-linked contracts invested in With-Profits units which were reinsured with Scottish
Mutual Assurance Limited and £1,743,914 (2005: £Nil) of premiums reassured from Scottish Provident Limited.
The nature of the reinsurance contracts is that the amount payable/receivable is based on net unit movements. As
such premiums and claims cannot be separately identified, the amount disclosed above is net of premiums and
management charges.

17



Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

5. Net operating expenses

2006 2005
£'000 £000

Technical account
- Acquisition costs 457 503
- Administrative expenses 7,916 7,249
Net operating expenses 8,373 7,752

The total commission accounted for during the year in respect of direct insurance was £2,515,326 (2005:
£2,835,638). Certain administration services are provided to the Company by companies within the Resolution
Group. Charges by those companies respectively included in the operating results are detailed below:

2006 2005

£'000 £000

RMS Glasgow Limited 2,580 1,769
RMS (Ireland) Limited 2,039 2,741
SPILA Services (Hong Kong) Limited 15 79
SPILA Services (Isle of Man) Limited 44 2

The above names are renamed companies after acquisition by Resolution plc from Banco Santander Central
Hispano S.A...

6. Employee information

The average number of persons (including Directors) employed by the Company during the year was:

2006 2005

By activity Number Number
Administration 2 2
2006 2005

Staff costs for above persons were: £'000 £000
Wages and salaries 136 288
Social security costs 16 16
Pension costs 22 51
174 355
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Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

7. Directors' emoluments

2006 2005
£000 £000
For services as Directors
-Fees/salaries 152 304
-Other emoluments (including pension contributions and benefits in kind) 22 51
174 355
8. Operating profit on ordinary activities before tax
2006 2005
£'000 £'000
Operating profit on ordinary activities before tax is stated after:
Auditors' remuneration (excluding VAT) 55 39
The results for the financial year arise mainly from the administration of in-force policies.
9. Tax charge
2006 2005
£'000 £000
Tax on technical account - long term business
Group relief - current year - (2,916)
Irrecoverable withholding tax 48 343
Hong Kong subsidiary tax charge (12) 1,189
Deferred tax charge/(credit) 991 (804)
1,027 (2,188)
Tax on profit on ordinary activities - non technical account
Tax attributable to balance on the technical account
Long term business 979 (2,531)
979 (2,531)

No corporation tax charge arose on the trading result in the current year due to the utilisation of tax losses brought
forward. Deferred taxation relating to unutilised tax losses will be recovered to the extent that there are suitable
profits arising from international and domestic operations available for offset. The standard corporation tax rate on
all activities is 12.5%.
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Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

10. Financial assets

At fair value

through profit or
loss Historical Cost
2006 2005 2006 2005
£'000 £000 £000 £000

Shares and other variable-yield securities and units in Unit Trusts 297,837 427,112 303,503 384,266
Debt securities and other fixed income securities 244,354 381,712 238,333 391,742
542,191 808,824 541,836 776,008

All Debt securities are listed on a recognised investment exchange.

Shares and other variable-yield securities and units in Unit Trusts comprises:

2006 2005

£'000 £'000

-Listed Investments 207,355 29,486

-Unit Trusts 90,342 397,626
-Unlisted Investments 140

297,837 427,112

Included here is £11,797 (2005: £6,237) which is invested in an undertaking for collective investment in
transferable securities which is managed by Scottish Mutual International Fund Managers Limited. £Nil (2005:
£74,713,764) is invested in unit trusts which are managed by Scottish Mutual Investment Managers Yimited.
£98,665,936 (2005: £1,180,312) is invested in an Investment Company which is managed by Abbey National Asset
Managers Limited.

Derivative financial instruments

Equity/Index contracts
Fair Fair Fair Fair
Nominal  value value Nominal value value
value asset liability value asset liability
2006 2006 2006 2005 2005 2005
£000 £000 £000 £000 £000 £000
Options 481,990 11,772 15,668 509,592 29474 30,631

As at 31 December 2006, the Company had entered option contracts, with nominal value totalling £481,990,077,
with Abbey National Treasury Services plc. Under these contracts, at specified dates, the Company could require
Abbey National Treasury Services plc to pay the value of under-performance of certain indices below defined
levels. A premium of £56,482,000 was paid by the Company to purchase these options during the year ended 31
December 2003. As at 31 December 2006 the value of the options purchased was £11,772,771 (2005: £29,474,333).
As security for the maturity proceeds of these derivatives, Abbey National Treasury Services plc has lent the
Company sums amounting to £15,668,850 (2005: £30,631,618). Such liabilities are included in amounts owed to
credit institutions (see note 18).
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Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

11. Assets held to cover linked liabilities

At fair value
through profit or
loss Historical Cost
2006 2005 2006 2005
£'000 £000 £'000 £'000
Assets held to cover linked liabilities 240,324 272,903 180,333 243,819

The carrying values of assets backing these unit-linked liabilities are as follows:

At fair value
through profit or
loss

2006 2005

£'000 £000

Investment assets 170,082 195,589
Cash 69,608 76,565
Accrued interest 1,119 749
Other debtors 15 -
Other creditors (500) -

240,324 272,903

Included here is £Nil (2005: £8,277,052) of monies on deposit with Banco Santander Central Hispano S.A,, or
subsidiaries thereof, £69,112,883 (2005: £100,403,421) is invested in an undertaking for collective investment in
transferable securities which is managed by Scottish Mutual International Fund Managers Limited. £8,982,368
(2005: £5,674,916) is invested in Unit Trusts which are managed by Scottish Mutual Investment Managers
Limited. £9,468,128 (2005: £Nil) is invested in open ended investment companies which are managed by
Resolution Asset Management Limited.

12. Other debtors

2006 2005

£000 £'000

Investments sold for subsequent settlement 353 52
Due from fellow subsidiary undertakings 4,150 3,230
Management charges - 163
Deferred tax asset 3,099 4,090
Sundry debtors 2,343 2,811

9,945 10,346

Details of the deferred tax asset of £3,099,094 (2005: £4,090,141) are given in note 13.
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Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

13. Deferred taxation asset

2006 2005

£'000 £000

At 1 January - asset 4,090 3,286
Transfer (from)/to the technical account (991) 804
At 31 December - asset 3,099 4,090

The deferred taxation asset balance is shown within other debtors in note 12 above. The amounts provided for
deferred taxation and the amounts unprovided are as follows:

2006 2005

Provided Unprovided Provided Unprovided

£'000 £000 £'000 £'000

Unutilised tax losses 3,099 3,096 4,090 2,948

Originating and reversing timing differences - - - -

Net assets 3,099 3,096 4,090 2,948
14. Fund for future appropriations

2006 2005

£'000 £000

Balance at 1 January 30,653 18,624

Movement from the long term business technical account 5,891 12,029

Balance at 31 December 36,544 30,653

The balance on the Fund for future appropriations account, at a particular date, is calculated at policy level and
for policies where the underlying attributable assets exceed the policy liability, represents the surplus within the
Company’s With Profits Insurance sub-fund, calculated in accordance with the accounting policies disclosed at
note 1.
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Scottish Mutual International Limited
Notes to the Financial Statements for the year ended 31 December 2006 (continued)

15. Technical provisions

Technical
Provision Long Term
for linked Business Claims
liabilities Provision  Outstanding
£'000 £'000 £'000
Gross Amount
Balance at 1 January 2006 291,313 1,762,348 2,493
Movement to the LTBF technical account (32,877) (342,985) (1,211)
Balance at 31 December 2006 258,436 1,419,363 1,282
Reinsurers' Share
Balance at 1 January 2006 19,974 891,506 -
Movement to the LTBF technical account (841) (100,311) -
Balance at 31 December 2006 19,133 791,195 -
Net technical provisions
Balance at 1 January 2006 271,339 870,842 2,493
Movement to the LTBF technical account (32,036) (242,674) (1,211)
Balance at 31 December 2006 235,303 628,168 1,282

The difference between assets held to cover linked liabilities and the technical provision for linked liabilities
arises principally from the Company’s policy of creating units in the most efficient manner for the business,
which is at regular intervals, but not daily. Created units can, therefore, be higher or lower than the allocated
units to policies in issue.

16. Called up share capital

2006 2005
£'000 £'000
Authorised

44,500,000 Ordinary Shares of £1 each (2005: 44,500,000) 44,500 44,500
30,000 Ordinary Shares of €1.25 each (2005: 30,000) 31 31

Allotted, called up and fully paid
25,048,000 Ordinary Shares of £1 each (2005: 25,048,000) 25,048 25,048
30,000 Ordinary Shares of €1.25 each (2005: 30,000) 31 31
25,079 25,079
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Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

17. Creditors arising out of direct insurance operations - policyholders

2006 2005
£'000 £000
Creditors arising out of direct insurance operations 4,153 674

18. Amounts owed to credit institutions

Amounts owed to credit institutions represent sums deposited back to the Company by such institutions in
order to reduce the counterparty risk to the Company on particular assets held to back certain policyholder
benefits. Included here is £15,668,850 (2005: £30,631,618) advanced by Abbey National Treasury Services
plc. Interest is payable on the amounts owed to Abbey National Treasury Services plc based on the 3 month
libor rate posted on the quarterly revaluation date.

19. Other creditors including taxation and social security

2006 2005

£'000 £000

Investments purchased for subsequent settlement 4,612 -
Due to fellow subsidiary undertakings 2,199 133
Taxation and social security 194 39
Outstanding commission 245 297
Other creditors 2,696 4,599
9,946 5,068

Included within other creditors is £1,347,527 (2005: £Nil) in respect of the estimated liability of the Company

in respect of the liquidation of the Scottish Mutual International pension scheme.

20. Employee Pension Scheme

During the year ended 31 December 2006, the Company had two employees, both of whom are members of

different Group defined benefit pension schemes. As these schemes have both deferred and other active
members, it is not possible to attribute the Company’s share of the underlying assets and liabilities. The pension

cost charged in respect of these employees to the Profit and Loss Account in the year was £22,373 (2005:

£51,287).

In 2006 the Trustees of the Scottish Mutual International plc scheme were notified that the scheme was to be

closed and liquidated (see note 19).

21. Reconciliation of movements in Shareholders’' Funds

2006 2005
£'000 £'000
Opening shareholders' funds 166,619 118,030
Profit for the financial year 6,106 48,589
Closing shareholders’ funds 172,725 166,619
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Scottish Mutual International Limited

Notes to the Financial Statements for the year ended 31 December 2006 (continued)

22. Reconciliation of movements in capital contribution reserve

2006 2005

£'000 £'000

Opening capital contribution reserve 231,000 231,000
Net additions to the capital contribution reserve - -
Closing capital contribution reserve 231,000 231,000

No rights or conditions attach to the capital contribution included above, which was received from the
parent, Scottish Mutual International Holdings, as an absolute unconditional contribution.

23. Management of Financial and Non Financial Risks

The main risks and uncertainties identified as facing the Company are described below:

A. Life Insurance Risk

Maximum benefit amount limits per insured life (which can vary by line of business) are established for life
insurance, and reinsurance is purchased for amounts in excess of those limits. The reinsurance is placed with
counterparties who meet our security standards. Non financial risks such as morbidity, mortality and lapses are
monitored closely and the results are used to inform our claims management and risk reinsurance.

B. Operational Risks

Operational risks can arise as a result of failed or inadequate internal processes or systems, or from external
events. Line management of the various business areas have established processes to identify, manage, monitor
and report risks identified to senior management.

C. Financial/Liquidity Risk Associated with the Management of the Relative Duration of the Company’s Assets
and Liabilities (ie Asset Liability Matching)

Liquidity Risk is the risk that the Company will have difficulty raising funds to meet its commitments as and
when they fall due. The liquidity needs of the Company are managed through the cash flow matching of assets
and liabilities and forecasting earned and required yields, to ensure consistency between policyholder
requirements and the yield on assets.

D. Legal Claims that may arise in the conduct of our business

Legal claims are monitored by the Company’s legal department, and provision is made for amounts that may
become payable in the future, when it is deemed that the risk of failure in defending the Company against the
claim is high.

E. Investment and Credit Risk Associated with the Company’s Investment Portfolio, Reinsurance Agreements
and Other Counterparty Credit Risk

Interest rate risk is managed by effectively matching portfolio investment with liability characteristics. Credit
risk is managed through an emphasis on quality in the investment portfolio and by the maintenance of issuer,
industry and geographical diversification standards. In providing 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 asset in place to cover policyholder guarantees and
liabilities.
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