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Standard Life Assurance Limited (“Standard Life”) is a life assurance company based in the
United Kingdom (“UK”) which also transacts business in a number of overseas countries.
Standard Life is a wholly owned subsidiary of Standard Life plc (the “Holding Company”).

The current structure chart of the Standard Life group is available on our website,
www.standardlife.com.

On 10 July 2006 The Standard Life Assurance Company demutualised and transferred
substantially all of its existing business into the Heritage With Profits Fund of Standard Life.

Standard Life has five long-term business funds - the Heritage With Profits Fund, the UK
Smoothed Managed With Profits Fund, the German With Profits Fund, the German Smoothed
Managed With Profits Fund and the Proprietary Business Fund.

UK Stakeholder pension plans written after 9 July 2006 are written in the Proprietary Business
Fund of Standard Life. Any with profits investment element is transferred from the Proprietary
Business Fund into the UK Smoothed Managed With Profits Fund. In this document we refer
to the with profits investment element of UK Stakeholder pension plans written after 9 July
2006 as “this business” or “these policies”. This document sets out the Principles and Practices
of Financial Management (“PPFM”) applicable to this business and gives information about
how we make the decisions that affect these policies.

Standard Life is required to meet all its contractual obligations to policyholders. In doing so,
we seek to provide policyholders with competitive returns. In seeking to achieve this objective,
we make decisions that we believe best balance the interests of our policyholders, having regard
to their reasonable expectations and to the requirement to treat policyholders fairly. Where
necessary we will also balance the interests of policyholders and shareholders, but subject
always to treating all our policyholders fairly.

The Principles and Practices of Financial Management set out in this document describe the
way in which Standard Life currently seeks to manage the with profits investment element of
UK Stakeholder pension plans written after 9 July 2006. Management of this business is not a
mechanistic process carried out strictly on the basis of compliance with a detailed set of pre-
determined rules, guidelines or criteria. Rather, it requires Standard Life to make judgements
about the actions it should take in endeavouring to meet the objectives which are described in
the Principles and Practices set out in this document.

Those judgements are made by Standard Life in good faith, with a view to balancing the
different interests of policyholders. They are based, among other things, upon assumptions
about the future, the fulfilment of which clearly cannot be guaranteed by Standard Life.
Equally, Standard Life cannot guarantee that the judgements it makes will result in the
objectives described in the Principles and Practices set out in this document being achieved.

With profits contracts of insurance are long term in nature. Whilst Standard Life wishes
policyholders to have as clear an understanding as practicable of how Standard Life will seek to
manage the business covered by this document (“this PPFM”), it is not in policyholders’
interests for Standard Life to do so by reference to rigid and inflexible criteria. Standard Life
therefore seeks to respond to events in managing this business, and may adapt accordingly the
Principles and Practices by reference to which it seeks to carry on this business. These
Principles and Practices are likely to evolve over time, in response to changing experience, and
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changing events, such as changes in investment markets and insurance company legislation
and regulation.

For these reasons, policyholders and prospective policyholders should not treat the statements
made in this document as binding commitments on, or binding representations by, Standard
Life as to how it manages this business or as to how it will do so in the future. Instead, they
represent the criteria to which Standard Life currently has regard, and the objectives it is
currently seeking to pursue, in making judgements about the management of this business.

This PPFM is published in accordance with the requirements of the Financial Services
Authority (“FSA”) and is not intended to alter the rights and obligations which Standard Life
or policyholders have under any policy documents that Standard Life has issued. Should there
be any conflict between this PPFM and what is said in any such policy document, the latter
shall prevail.

We hope that this document will be helpful in explaining the Practices we adopt, as well as the
Principles we seek to apply, in the management and operation of this business



All UK with profits providers are required by the FSA to document and make available the
Principles and Practices of Financial Management that describe how they operate their UK with
profits business. The FSA prescribes the areas that this document should cover and requires
that it be set out in terms of Principles (enduring statements of the overarching standards that
apply) and Practices (more detailed statements on the current approach.)

This document not only provides policyholders with an explanation of how with profits
business is operated, but also forms an important part of the governance arrangements of UK
with profits business. Every year, with profits providers are required under the relevant
regulations formally to review whether the UK with profits business has been operated in line
with their Principles and Practices of Financial Management.

In line with regulatory requirements, we will report each year to our UK with profits
policyholders covered by this PPFM on compliance with it. We will also communicate any
changes (or proposed changes) to this PPFM to our UK with profits policyholders in accordance
with the relevant regulatory rules.

All UK with profits providers are required by the FSA to make available and provide
policyholders with a consumer-friendly PPFM that summarises the most important information
set out in their PPFM. We have called our consumer-friendly PPFM ‘Understanding With
Profits.

The current version of this PPFM, the report to UK with profits policyholders on compliance
with this PPFM, and the Understanding With Profits booklet are available on our website,
www.standardlife.co.uk/ppfin.

The Principles are set out in full in Section 2. In addition, in subsequent sections the Principles
are presented in bold font and set within boxes alongside the Practices to which they relate.



This Section:

e gives a summary of the structure of Standard Life and its Long-term Business
Funds;

e explains the scope of application of this PPFM;
e  provides an overview of the UK Smoothed Managed With Profits Fund; and
e  describes the governance of the UK Smoothed Managed With Profits Fund.

The content of this Section, the earlier Preface, and Background Sections do not have
the status of either Principles or Practices of Financial Management. Rather they are
intended to provide context and to assist the reader to understand the Principles and
Practices that follow in later sections.

A Glossary defining key words and phrases used in this PPFM is set out at the end of this
document. Any words or phrases in italics in this document from this section onwards
are defined in the Glossary.

With profits plans come in a number of different types. The with profits policies
covered by this PPFM are the with profits investment elements of Stakeholder pension
plans written by Standard Life after 9 July 2006. These Stakeholder pension plans are
unitised plans that include a with profits investment option, which is provided by the
UK Smoothed Managed With Profits Fund, as described below.

For these policies contractual benefits are determined with reference to the number of
units allocated under the policy. The number of units allocated increases on payment of
premiums (with the number of units allocated depending on the price applicable at the
time of allocation). These policies do not receive bonuses. Unit values are determined
directly from individual calculated asset shares and fully reflects the investment returns
applicable to that policy (less appropriate deductions, for example for charges) after
allowing for the effect of any recycling of smoothing gains and losses. The fair payout
reflects any further smoothing adjustments. No minimum investment return applies, so
unit values and fair payout values can fall as well as rise.

Claims arise from deaths, maturity (i.e. taking pension benefits) or withdrawals
(including switching out of with profits).

In all cases we seek to treat policyholders fairly. We use individual asset shares (subject to
certain discretionary adjustments) as a tool to set fair payouts for policyholders.

Our policy for fair treatment of policyholders includes a discretionary adjustment for
smoothing in accordance with the Principles set out in this PPFM. Smoothing helps to
reduce fluctuations in returns that arise in the final years before a claim. While we
cannot fully protect policyholders from fluctuations in investment returns, we aim to
limit the impact of such fluctuations on policyholders by smoothing payouts. Further
details can be found in Section 3.



Standard Life has five long-term business funds. These are:

1.

The Heritage With Profits Fund - This contains all the UK, Irish and
German business, including that originating in Austria, (both with profits
and non with profits) written by The Standard Life Assurance Company prior
to demutualisation, with the exception of some non with profits classes of
business namely Pension Contribution Insurance, Income Protection Plan,
and some Self Invested Personal Pension policies. It contains policy
increments that are written after demutualisation and allocated to the
Heritage With Profits Fund. Certain other business written after
demutualisation may be allocated to the Heritage With Profits Fund subject
to limitations.

The UK Smoothed Managed With Profits Fund, to which is allocated
the with profits investment element of all the new Stakeholder pension plans
written by Standard Life in the UK in its Proprietary Business Fund after
demutualisation.

The German With Profits Fund, to which is allocated the with profits
element (and corresponding guarantees), of all the new with profits business,
other than smoothed managed with profits business, written by Standard
Life in Germany (including plans originating in Austria) in its Proprietary
Business Fund after demutualisation.

The German Smoothed Managed With Profits Fund, to which is
allocated the with profits element of all the new smoothed managed with
profits business written by Standard Life in Germany (including plans
originating in Austria) in its Proprietary Business Fund after demutualisation.

The Proprietary Business Fund - This contains certain non with profits
classes of business written by The Standard Life Assurance Company prior to
demutualisation that were not allocated to the Heritage With Profits Fund at
demutualisation (see above) and all business written by Standard Life post
demutualisation other than business or elements of business allocated to the
Heritage With Profits Fund, UK Smoothed Managed With Profits Fund, German
With Profits Fund, or German Smoothed Managed With Profits Fund as
described above. All profits and losses arising in the Proprietary Business
Fund are allocated to the shareholders.

Standard Life also has a Shareholder Fund which contains the assets and liabilities in
respect of the subordinated debt issued by the Holding Company. The obligations of the
Holding Company in respect of the subordinated debt are guaranteed by Standard Life
through its Shareholder Fund. The Shareholder Fund of Standard Life has a number of
significant operating subsidiaries, including Standard Life Investment Funds Limited,
Standard Life Bank Limited, and Standard Life International Limited.



This PPFM applies to the with profits investment element of UK Stakeholder pension plans
written by Standard Life after 9 July 2006.

This document does not (in any way) amend, vary or alter (expressly or implicitly) the
contractual terms and conditions of any policies. If there is any conflict between any
Principle and/or Practice set out in this PPFM and any contractual term or condition of a
policy, then the relevant contractual terms and/or conditions shall prevail.

This PPFM applies only to policies effected and carried out from an establishment in the
UK. This PPFM does not apply to any policy effected or carried out through any branch
or other establishment of Standard Life outside of the UK.

The UK Smoothed Managed With Profits Fund does not contain any business other than
the with profits investment element of UK Stakeholder pension plans written by Standard
Life after 9 July 2006. This may change in future.

As described in Section 4, in determining our investment strategies for the assets
backing this business, we operate within certain constraints that are reviewed regularly
by the Board.

In normal circumstances there is no reliance on assets outside the UK Smoothed Managed
With Profits Fund to support this business.

Policyholders participate in the investment returns on the relevant assets in the UK
Smoothed Managed With Profits Fund. In normal circumstances these policies are not
exposed to any other risk. These other risks are assumed by shareholders.

This section describes the governance arrangements relevant to the UK Smoothed
Managed With Profits Fund, and sets out the process by which decisions on the exercise
of discretion within the Fund are taken.

Standard Life is advised on the exercise of discretion and on the reasonable expectations
and fair treatment of policyholders by the With Profits Actuary.

Standard Life has also established a With Profits Committee whose Chairman is an
independent person with relevant actuarial qualifications. The constitution and terms



of reference of the With Profits Committee are available on our website,
www.standardlife.co.uk/ppfm.

The terms of reference of the With Profits Committee require it to provide an
independent assessment of compliance with the Principles and Practices set out in this
document (including in respect of the actions taken to balance the rights and interests
of policyholders and shareholders). The With Profits Committee does not itself make
decisions with regard to the management of the business. Its role is to report to the
Board (or the relevant committee to which the decision making authority has been
delegated) as to the fairness to policyholders, and as amongst groups of policyholders. 1t
reports in any case where it is proposed to:

- amend any of the Principles and Practices set out in this document; or

- to take any material action, or exercise any discretion in any material way,
with regard to the management of the business, or any significant part of the
business.

The Committee provides an annual report to the Board in which it reviews the
management of these policies having regard to the duty of Standard Life to treat its
policyholders fairly and to meet their reasonable benefit expectations.

Senior managers in Standard Life will set out any discretionary actions proposed to be
taken in relation to policies. All material discretionary actions proposed will be discussed
with the With Profits Actuary and the With Profits Committee. Specifically, the With
Profits Committee will review all material recommendations as to how the Board might
exercise its discretion. The Board will decide on the actions to be taken, after taking into
account the views expressed by the With Profits Committee and by the With Profits
Actuary, although in certain circumstances the Board may delegate some decisions to
other appropriate committees or persons.

The With Profits Committee may append a report of their own on the exercise of
discretion for these policies to Standard Life’s annual report to policyholders on this topic
if they wish. A report will be prepared by the With Profits Actuary with regard to the
exercise of such discretion and will be appended to Standard Life’s annual report.

The Board will ensure that the With Profits Committee has access to all information
and support the With Profits Committee requires to perform its role in accordance with
its terms of reference. The With Profits Committee may also engage professional advice
to support its work.

The Board will bring all relevant matters to the attention of the With Profits Committee
in good time.



3.1.1.1 Standard Life aims to treat its policyholders fairly. Standard Life will operate its
UK with profits business in the UK Smoothed Managed With Profits Fund in accordance
with the Principles and Practices set out in this document.

3.1.1.2 Any changes to the Principles must be approved in advance by the Board and will
be notified to policyholders normally at least three months in advance of them
becoming effective.

3.1.1.3 In managing the UK with profits business in the UK Smoothed Managed With
Profits Fund in accordance with this PPFM, the Board may delegate to appropriate
committees or persons such of its authorities as the Board may determine from time to
time, including the exercise of any discretion vested in the Board. Any such delegation
will be appropriately documented.

3.1.1.4 Any changes to the Practices must be approved by appropriate senior managers
within the authorities delegated by the Board, and will be submitted to the Board for
review in due course as part of the regular monitoring of the with profits business.
Policyholders will be notified of changes to the Practices. Such notification may be given
in arrear but will be within a reasonable time period of the effective date of the
change.

3.1.1.5 Standard Life may enter into material transactions relating to the UK Smoothed
Managed With Profits Fund provided that, in the reasonable opinion of the Board, the
transaction is unlikely to have a material adverse effect on the interests of the UK
Smoothed Managed With Profits Fund's existing policyholders.

3.2.1.1 Standard Life’s aim is that, subject to meeting all contractual and regulatory
obligations, payouts on a policy should fairly reflect the experience of the UK Smoothed
Managed With Profits Fund applicable to such a policy, after any adjustments for
smoothing.

3.2.1.2 When setting payout levels, Standard Life seeks to ensure fair treatment between
those policyholders who choose to withdraw and those who remain.

3.2.1.3 In normal circumstances Standard Life seeks to smooth payouts to policyholders
for all claims.

3.2.1.4 Standard Life may, at its discretion, cease smoothing of payouts or differentiate
the smoothing approach for different types of claim if it is appropriate to do so in the
interests of policyholders or to protect the UK Smoothed Managed With Profits Fund.



3.2.1.5 Standard Life aims to operate smoothing of payouts in such a way as to be
neutral for policyholders as a whole over time, but the payout applicable for any
individual policyholder may be impacted positively or negatively by the application of
smoothing. Smoothing formulae will be set from time to time by the Board to take into
account current and expected economic conditions.

3.2.1.6 Standard Life monitors the expected and actual smoothing profits and losses.
These profits and losses will normally be reflected in payouts of the remaining
policyholders.

3.2.1.7 The methodology and parameters used in payout calculations may, of necessity,
involve some measure of approximation. Standard Life reviews regularly the
methodology and parameters used and sets parameters on bases appropriate for the
relevant business.

3.2.1.8 Standard Life may change historical parameters applied to asset share
calculations in the light of subsequent information about actual experience, subject to
the requirement to treat policyholders fairly.

4.1.1.1 Within certain constraints determined and reviewed from time to time by the
Board, Standard Life may invest in assets where the future return is uncertain (i.e. that
are subject to market risk and other risks), where it believes this is appropriate in
terms of the returns likely to be achieved. Standard Life usually invests with profits
assets in a wide range of asset classes, usually including equities, bonds and cash
deposits. This may be achieved through holding appropriate derivative contracts as
well as the underlying assets themselves.

4.1.1.2 The investment policy for the UK Smoothed Managed With Profits Fund shall have
regard to the nature of the liabilities of the UK Smoothed Managed With Profits Fund and
in particular have regard to the reasonable expectations of policyholders invested in the
UK Smoothed Managed With Profits Fund and the duty to treat them fairly.

4.1.1.3 The investment policy and the practices are reviewed regularly by the Board to
ensure their continued suitability in terms of liquidity, risk (including counterparty risk)
and likely return.

4.1.1.4 Standard Life will not invest the UK Smoothed Managed With Profits Fund in assets
that are, because of their strategic importance to the Standard Life group, not normally
traded.

4.1.1.5 The investment return attributed to the asset shares of the policies will reflect
the investment returns on the mix of the assets backing them.

4.1.1.6 In determining from time to time how the assets of the UK Smoothed Managed
With Profits Fund shall be invested, Standard Life shall use all reasonable endeavours to
ensure that the UK Smoothed Managed With Profits Fund is treated fairly compared with
its other funds.

4.1.1.7 In determining from time to time how the assets of the UK Smoothed Managed
With Profits Fund shall be invested, there is no reliance on any assets outside the UK
Smoothed Managed With Profits Fund.
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4.1.1.8 Subject to the above Principles, we will seek to optimise the investment return
on assets in the UK Smoothed Managed With Profits Fund.

5.1.1.1 The risks arising from any business activities, other than those risks associated
with the assets backing asset shares will be borne by Standard Life’s other long-term
business or shareholder funds. Consequently any profits or losses from such business
risks activities, for example writing new business, will accrue to Standard Life’s other
long-term business or shareholder funds.

5.1.1.2 There is no Inherited Estate attributable to the business covered by this PPFM, and
there is no intention to build up an Inherited Estate within the UK Smoothed Managed
With Profits Fund in the future.

5.2.1.1 It is not expected that growth in Standard Life’s new business will have any
impact on the business covered by this PPFM; should there be a prospect of it doing so,
new business will be limited in order to protect the interests and reasonable
expectations of the relevant policyholders.

5.2.1.2 Should Standard Life ever close the UK Smoothed Managed With Profits Fund to new
with profits business, or cease offering the business covered by this PPFM, the relevant
remaining business will continue to be managed using similar Principles to those which
would have applied had closure not occurred, having regard, amongst other things, to
obligations to treat customers fairly. In particular policyholders will not receive anything
in excess of their asset share after any further adjustment for smoothing in such
circumstances.

5.3.1.1 Policyholders are only entitled to their asset share, after any further adjustment
for smoothing. Shareholders are entitled to all other assets in the UK Smoothed Managed
With Profits Fund, including charges deducted from asset shares.
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3.1.1.1 Standard Life aims to treat its policyholders fairly. Standard Life will operate its
UK with profits business in the UK Smoothed Managed With Profits Fund in accordance
with the Principles and Practices set out in this document.

3.1.1.2 Any changes to the Principles must be approved in advance by the Board and will
be notified to policyholders normally at least three months in advance of them
becoming effective.

3.1.1.3 In managing the UK with profits business in the UK Smoothed Managed With
Profits Fund in accordance with this PPFM, the Board may delegate to appropriate
committees or persons such of its authorities as the Board may determine from time to
time, including the exercise of any discretion vested in the Board. Any such delegation
will be appropriately documented.

3.1.1.4 Any changes to the Practices must be approved by appropriate senior managers
within the authorities delegated by the Board, and will be submitted to the Board for
review in due course as part of the regular monitoring of the with profits business.
Policyholders will be notified of changes to the Practices. Such notification may be given
in arrear but will be within a reasonable time period of the effective date of the
change.

3.1.1.5 Standard Life may enter into material transactions relating to the UK Smoothed
Managed With Profits Fund provided that, in the reasonable opinion of the Board, the
transaction is unlikely to have a material adverse effect on the interests of the UK
Smoothed Managed With Profits Fund's existing policyholders.

Changes to Principles and Practices

Our Practices and Principles may change from time to time. Some factors, such as the
results of reviews carried out concerning the methods and parameters used to
determine with profits payouts, may result in changes to Practices.

Other factors may cause a change in either Principles or Practices. Such factors include:
¢ a sustained change in external economic conditions;

e considerations of fairness — for example between different generations of
policyholders or for different types of claim.

We will seek the opinion of the With Profits Committee and the With Profits Actuary
before making a change to the Principles or Practices, although the final decision rests
with the Board.

Following formal approval from the Board or relevant committee or person (consistent
with the authorities delegated by the Board), any changes made to this PPFM will be
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documented and this documentation will be retained for at least as long as required by
regulations..

In line with regulatory requirements, we will report each year to policyholders on
compliance with this PPFM. We will also communicate any changes (or proposed
changes) to this PPFM, in accordance with the relevant regulatory rules relating to
changes (or proposed changes) to PPFMs.

A number of the Board’s responsibilities under this PPFM are delegated to appropriate
committees or persons.

www.standardlife.co.uk/ppfm

13



3.2.1.1 Standard Life’s aim is that, subject to meeting all contractual and regulatory
obligations, payouts on a policy should fairly reflect the experience of the UK Smoothed
Managed With Profits Fund applicable to such a policy, after any adjustments for
smoothing.

3.2.1.2 When setting payout levels, Standard Life seeks to ensure fair treatment between
those policyholders who choose to withdraw and those who remain.

3.2.1.3 In normal circumstances Standard Life seeks to smooth payouts to policyholders
for all claims.

3.2.1.4 Standard Life may, at its discretion, cease smoothing of payouts or differentiate
the smoothing approach for different types of claim if it is appropriate to do so in the
interests of policyholders or to protect the UK Smoothed Managed With Profits Fund.

3.2.1.5 Standard Life aims to operate smoothing of payouts in such a way as to be
neutral for policyholders as a whole over time, but the payout applicable for any
individual policyholder may be impacted positively or negatively by the application of
smoothing. Smoothing formulae will be set from time to time by the Board to take into
account current and expected economic conditions.

3.2.1.6 Standard Life monitors the expected and actual smoothing profits and losses.
These profits and losses will normally be reflected in payouts of the remaining
policyholders.

3.2.1.7 The methodology and parameters used in payout calculations may, of necessity,
involve some measure of approximation. Standard Life reviews regularly the
methodology and parameters used and sets parameters on bases appropriate for the
relevant business.

3.2.1.8 Standard Life may change historical parameters applied to asset share
calculations in the light of subsequent information about actual experience, subject to
the requirement to treat policyholders fairly.

There are Principles in other sections which are relevant to the calculation of payouts
(see, for example, Section 2).
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Asset Shares and Payouts

Payouts are based on asset shares. The asset share of a policy is:

e the accumulation of premiums (less any amounts in respect of withdrawals, it
relevant) at the investment returns on the backing assets;

e less deductions for charges; and

e plus a share of the smoothing gains, less a share of the smoothing losses,
incurred on past claims that arose since the start of the policy.

The fair payout is determined from individually calculated asset shares, with any further
adjustment for the effect of any smoothing of investment returns (see below). The fair
payout for each policy changes daily and depends directly on the investment
performance of the backing assets and the deductions made for charges.

The fair payout can go down as well as up.

The fair payout for a policy is determined from the number of units in the UK Smoothed
Managed With Profits Fund allocated to it. There are no investment guarantees or
bonuses.

Under current legislation no tax is payable and no deduction is made for tax, though a
deduction would be made if tax became payable.

Investment Return

The most important influence on asset shares is usually the investment return on the
assets held to back them. We aim to provide a return to each policyholder that reflects
the investment performance of the assets backing their policy’s asset share over the
period of their investment, after any deductions and any adjustment in respect of
smoothing. Since the assets of the UK Smoothed Managed With Profits Fund are
specifically identified, the investment return is obtained from the investment income
from, and change in value of, these assets. The investment returns used are net of any
investment management expenses that are deducted directly from funds under
management.

Charges

The only charge is the current explicit fund management charge. However, this charge
has a maximum limit. In addition we will not increase this charge beyond the level of
the fund management charge on an equivalent investment-linked Stakeholder pension
plan.

Smoothing

In normal circumstances we aim to smooth payouts. The extent, if any, to which we do
so is dependent on considerations of fairness to policyholders as a whole and of
protecting the UK Smoothed Managed Fund. There may be circumstances in which we
would apply no smoothing at all to payouts, for example if withdrawals become
substantial, or the financial security of the UK Smoothed Managed With Profits Fund
might be impaired, or if to do so would be unfair to the remaining policyholders.
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Smoothing may be applied through:

e smoothing of investment returns to calculate initial smoothed values from asset
shares; and

e adjustment of the resulting values when determining payout values.

Our aim is that payouts for these policies should be between 80% and 125% of their asset
share. Individual policies may have different payouts (as a percentage of asset share)
within this range. If payouts would otherwise fall outside this range they will normally
be constrained to be either 80% or 125% of the asset share as appropriate.

The objective that smoothing should be neutral over time to policyholders as a whole is
achieved by automatically allocating to the asset shares of the remaining policies the
gains and losses that arise as a result of the application of smoothing to payouts. The
policy payout is not affected by smoothing gains or losses on payouts made before it
started. At the close of each day, any gains or losses arising from the application of
smoothing to payouts that day are normally spread across the asset shares of the
remaining policies, as determined by the Board.

The extent to which smoothing of payouts applies may be restricted so as to limit the
expected impact on payouts for the remaining policyholders. Smoothing will normally be
reduced whenever it is expected to result in:

e gains or losses on payouts in any given year of more than 1% of the asset shares
of relevant policies remaining at the end of the year; or

e total accumulated gains or losses on past payouts of more than 3% of the asset
shares of relevant policies remaining at the end of the year. There will normally
be no smoothing of investment returns and payouts if the total accumulated
smoothing gains or losses on past payouts amount to 5% or more of the asset
shares of the relevant remaining policies, unless future smoothing gains or losses
are expected to reduce that figure.

Despite these restrictions on the smoothing of payouts actual smoothing gains and
losses may fall outside these limits (e.g. in circumstances such as rapidly falling or
increasing investment returns). In these circumstances and if deemed necessary (in the
interests of fairness), Standard Life would normally address these gains and losses
through the smoothing of future payouts in the same way as described above.

Parameters used in calculating asset shares and payouts

In calculating asset shares, we aim to use our best estimates of the relevant parameters.
In calculating some parameters, there may be an element of averaging across policies.
We may change historical parameters applied in asset share calculations in the light of
subsequent information about actual experience but only if to do so would improve the
accuracy of asset share calculations and be consistent with treating policyholders fairly.

Documentation and Change Control

We document and retain details of the methods, parameters and smoothing
mechanisms used.

16



Outsourcing

Standard Life outsources tasks (either to subsidiaries within the Standard Life group or
externally) where we believe that this will improve efficiency or where it fits with the
structure of the Standard Life group. For example, the investment of with profits assets is
carried out by Standard Life Investments Limited under instructions from the Board of
Standard Life in return for a contractual fee.

Where outsourcing is considered appropriate, the arrangements are regularly reviewed
by the Board (or by managers of Standard Life on their behalf). The frequency of such
reviews depends on the nature and extent of the services provided. This is irrespective
of whether the outsourcing is to a connected or third party.

Termination provisions for outsourcing arrangements also vary by engagement but

typically include the right to terminate in the event of material breach of any of the
key provisions or failure to meet the agreed service standards.
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4.1.1.1 Within certain constraints determined and reviewed from time to time by the
Board, Standard Life may invest in assets where the future return is uncertain (i.e. that
are subject to market risk and other risks), where it believes this is appropriate in
terms of the returns likely to be achieved. Standard Life usually invests with profits
assets in a wide range of asset classes, usually including equities, bonds and cash
deposits. This may be achieved through holding appropriate derivative contracts as
well as the underlying assets themselves.

4.1.1.2 The investment policy for the UK Smoothed Managed With Profits Fund shall have
regard to the nature of the liabilities of the UK Smoothed Managed With Profits Fund and
in particular have regard to the reasonable expectations of policyholders invested in the
UK Smoothed Managed With Profits Fund and the duty to treat them fairly.

4.1.1.3 The investment policy and the practices are reviewed regularly by the Board to
ensure their continued suitability in terms of liquidity, risk (including counterparty risk)
and likely return.

4.1.1.4 Standard Life will not invest the UK Smoothed Managed With Profits Fund in assets
that are, because of their strategic importance to the Standard Life group, not normally
traded.

4.1.1.5 The investment return attributed to the asset shares of the policies will reflect
the investment returns on the mix of the assets backing them.

4.1.1.6 In determining from time to time how the assets of the UK Smoothed Managed
With Profits Fund shall be invested, Standard Life shall use all reasonable endeavours to
ensure that the UK Smoothed Managed With Profits Fund is treated fairly compared with
its other funds.

4.1.1.7 In determining from time to time how the assets of the UK Smoothed Managed
With Profits Fund shall be invested, there is no reliance on any assets outside the UK
Smoothed Managed With Profits Fund.

4.1.1.8 Subject to the above Principles, we will seek to optimise the investment return
on assets in the UK Smoothed Managed With Profits Fund.
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The UK Smoothed Managed With Profits Fund may be invested in a wide range of assets,
including UK and overseas equities, bonds, cash deposits, and property. As part of the
exposure to such asset classes, the fund managers may use derivatives as an investment
tool, subject to predetermined guidelines.

Standard Life in setting investment strategy takes into account a number of factors,
including:
- the balance between risk and expected return (in general, the higher the
risk, the higher the expected return);
- the aim to invest in a wide range of asset classes; and
- the need to maintain adequate liquidity.

In normal circumstances we would expect to make any significant changes to the asset
mix gradually.

Quarterly information on the asset mixes and credit quality of fixed interest
investments backing the asset shares of policies is published on our website:
www.standardlife.co.uk/ppfm.

At least once each year, we set investment benchmarks and associated performance
targets for the assets. These include constraints to be applied until the next review to
the proportion of assets invested in different asset categories, such as equities, property,
bonds and cash deposits, and investment performance relative to appropriate market
indices. The strategy will include contingency plans relating to how the assets will be
managed in light of changes in market circumstances. Between scheduled reviews
investment market conditions are monitored and, if it is considered necessary, the
Board will carry out a review in advance of the next scheduled review.

The constraints and contingency plans are reviewed and monitored by the Asset and
Liability Committee, which is a committee within Standard Life. This committee
reviews benchmarks and associated performance targets, monitors performance against
benchmarks and oversees the investment management process. Senior managers report
regularly to the Board on the outcome of these investigations.

The Board formally approve the constraints and contingency plans, the benchmarks
and the associated performance targets.

While the investment manager, Standard Life Investments Limited, has to stay close to
these asset proportion benchmarks, its objective is to outperform the investment
performance targets by exercising discretion within specified limits (see Section 4.1.2.2).

Subject to the Principles, investment managers are allowed freedom to invest in any
financial instrument as long as it meets predefined minimum criteria. For example, the
asset must be capable of being priced and administered and must satisfy the
requirements of the Risk Policies and the appropriate internal fund specifications
(documents setting out how the assets should be managed).
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Risk Policies are established for each of credit risk, market risk, liquidity risk, insurance
risk and operational risk. Together these policies along with associated governance
arrangements ensure, so far as is reasonable, that the risks taken in meeting the UK
Smoothed Managed With Profits Fund's financial and regulatory objectives are identified
and managed in a sound and prudent manner.

It is an overriding prudential requirement that the assets in the UK Smoothed Managed
With Profits Fund are of sufficient quality and are sufficiently well diversified
geographically, across industries and across individual counterparties and groups of
related counterparties, to constitute appropriate backing for the relevant liabilities.
Investment transactions must also comply with all applicable legislation and
regulation.

The purpose of the restrictions (see list below) is to set a minimum framework within
which this overriding requirement must be satistied, without impairing unnecessarily
the ability of the investment managers to invest for return. It is the responsibility of all
investment staff to ensure that any overriding requirements are satisfied
notwithstanding the minimum framework.

The limits on the amount of investment in any particular type of asset and the
minimum credit and liquidity standards imposed are detailed in the internal Risk
Policies along with associated governance documentation. These restrictions may vary
from time to time, but are designed to ensure that adequate levels of diversification and
liquidity are maintained. The restrictions are agreed and reviewed regularly by the
Board. Examples of the types of restrictions include:

e overall currency exposure;

e exposure to non-quoted investments;

e exposure to individual companies or property investments;
e exposure to investment market sectors; and

e exposure to corporate bonds of different credit ratings.

In addition to these asset class specific restrictions, there are limitations on the
acceptable aggregation of exposure to any single entity. For example, the total amount
that can be invested in any given bank is limited, whether this is via equities, bonds,
cash deposits or any other type of investment.

Exposure limits are set and reviewed in accordance with the Risk Policies and associated
governance documentation. Any breach of these exposure limits is reported to the
relevant committee.

Standard Life Investments Limited monitors the use of new types of investment (such
as new derivative structures), or investments whose nature has changed, to ensure they
meet the minimum criteria and are appropriate.

Derivatives may be employed only:
e to meet contractual obligations; or
e if they are an efficient means to reduce either risk or cost; or

e as a means of generating additional capital or income if this can be achieved
with an acceptably low level of risk.

Guidelines relating to the use of derivatives are approved at least once a year and are
currently set out in the Risk Policies and associated governance documentation.
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In employing derivatives, we aim always to have sufficient cash equivalents or
underlying assets to cover any potential obligation or exercise right. Derivative
transactions may be undertaken for the purpose of efficient portfolio management only
if the economic impact of these trades would otherwise have been permitted as a single
direct transaction or as a series of direct transactions.

Investment Guideline documents describe further constraints such as the maximum
acceptable tracking error (from the benchmarks set) that individual portfolio managers
can run. Compliance with both the Risk Policies and the Investment Guideline
documents is regularly monitored. Any breach of Risk Policies must be reported to the
relevant committee.

Credit risk is assessed by reference to the counterparties’ credit ratings with Moody’s,
Standard & Poor’s or other equivalent measure. These are monitored regularly by
dedicated analysts. Any breaches of the credit limits are reported to the relevant
committee, and this committee ensures that an appropriate summary is given to the
relevant senior manager in Standard Life.

There are no assets in the UK Smoothed Managed With Profits Fund that would not
normally be traded because of their importance to the Standard Life group.
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5.1.1.1 The risks arising from any business activities, other than those risks associated
with the assets backing asset shares, will be borne by Standard Life’s other long-term
business or shareholder funds. Consequently any profits or losses from such business
activities, for example writing new business, will accrue to Standard Life’s other long-
term business or shareholder funds.

5.1.1.2 There is no Inherited Estate attributable to the business covered by this PPFM, and
there is no intention to build up an Inherited Estate within the UK Smoothed Managed
With Profits Fund in the future.

The UK Smoothed Managed With Profits Fund does not bear any business or other risks,
other than those associated with the assets backing asset shares, and so does not accrue
any profits or losses from activities giving rise to such other risks.

In particular no profits or losses are attributable to policyholders from the excess or

shortfall of charges over the expenses incurred by Standard Life, or from withdrawals or
other policy discontinuances, other than those attributable to smoothing.
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An Inherited Estate is the excess of assets within a long-term business fund over the
amount required to meet liabilities in that fund, including those arising from the
regulatory duty to treat policyholders fairly. Any assets injected from the shareholder
environment into the UK Smoothed Managed With Profits Fund, whether at the time of
its creation or subsequently, will be held for the benefit of shareholders. Payouts to
policyholders will be their individual asset shares after any further adjustment for
smoothing. Hence there is no Inherited Estate in the UK Smoothed Managed With Profits
Fund that is, or could be, attributable to policyholders.
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5.2.1.1 It is not expected that growth in Standard Life’s new business will have any
impact on the business covered by this PPFM; should there be a prospect of it doing so,
new business will be limited in order to protect the interests and reasonable
expectations of the relevant policyholders.

5.2.1.2 Should Standard Life ever close the UK Smoothed Managed With Profits Fund to new
with profits business, or cease offering the business covered by this PPFM, the relevant
remaining business will continue to be managed using similar Principles to those which
would have applied had closure not occurred, having regard, amongst other things, to
obligations to treat customers fairly. In particular policyholders will not receive anything
in excess of their asset share after any further adjustment for smoothing in such
circumstances.

We will seek to offer competitive terms for new and incremental business without
adversely affecting the interests of existing policyholders.

As the expenses of writing new business do not affect the UK Smoothed Managed With
Profits Fund, accepting new business does not in general place material constraints on
the UK Smoothed Managed With Profits Fund. Standard Life does not need to apply upper
or lower limits on volumes of new business in this fund.

We have no plans to close to new with profits business.

24



5.3.1.1 Policyholders are only entitled to their asset share, after any further adjustment
for smoothing. Shareholders are entitled to all other assets in the UK Smoothed Managed
With Profits Fund, including charges deducted from asset shares.

The Board will exercise its responsibilities in relation to the management of the UK
Smoothed Managed With Profits Fund so as to protect the interests of policyholders. The
Principles and Practices that the Board will observe in exercising these responsibilities are
set out in this PPFM.

The main areas of discretion which may be exercised by the Board which might affect
policyholders’ reasonable benefit expectations are the following:

e the smoothing of payouts; and
e investment strategy.

As described in Section 3.2.2 any gains or losses from the smoothing of payouts are
normally automatically allocated to the asset shares of the remaining policies at the close
of each day. This results in no conflict between policyholders and shareholders in the
approach to the smoothing of payouts.

Since shareholders receive the fund management charge that is deducted from asset

shares as a percentage of asset share, the interests of policyholders and shareholders are
aligned in achieving the optimum investment return.

25



In this PPFM, the following terms shall have these meanings, except where otherwise
specified:

asset share - the asset share of a policy is:

e the accumulation of premiums (less any amounts in respect of withdrawals, if
relevant) at the investment returns on the backing assets;

e less deductions for charges; and

e plus a share of the smoothing gains, less a share of the smoothing losses,
incurred on past claims that arose since the start of the policy.

Board - the Board of Directors of Standard Life Assurance Limited.

counterparty risk - the financial risk that a third party may fail to meet its
obligations under contracts entered into with the Standard Life group.

Holding Company - Standard Life plc, the holding company for the Standard Life
group.

Inherited Estate - the Inherited Estate is the excess of assets within the UK Smoothed
Managed With Profits Fund over the amount required to meet the liabilities of that Fund,
including those arising from the regulatory duty to treat policyholders fairly.

payout — the actual benefits paid on a policy claim (for example on maturity,
withdrawal or death).

policy - the with profits investment element of any plan that is allocated to the UK
Smoothed Managed With Profits Fund.

policyholder - in this PPFM we use the term policyholder to mean the holder of a
policy in the UK Smoothed Managed With Profits Fund.

Practices - the with profits Practices describe Standard Life’s approach to managing the
UK Smoothed Managed With Profits Fund and to responding to changes in the business
and economic environment in the shorter term.

premium - that part of any payment to any plan that is allocated to units in the UK
Smoothed Managed With Profits Fund

Principles - the with profits Principles are enduring statements of the overarching
standards Standard Life adopts in managing the UK Smoothed Managed With Profits Fund
and describe the business model used by Standard Life in meeting its duties to
policyholders and in responding to longer-term changes in the business and economic
environment.

Standard Life - Standard Life Assurance Limited, which is a life assurance company

based in the United Kingdom. Standard Life is a wholly owned subsidiary of Standard
Life plc.
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Standard Life group - Standard Life plc and its subsidiaries and subsidiary
undertakings.

this PPFM - this document which sets out our Principles and Practices of Financial
Management of the UK Smoothed Managed With Profits Fund.

UK Smoothed Managed With Profits Fund - the UK Smoothed Managed With
Profits Fund within Standard Life to which is allocated the with profits investment
element of all new Stakeholder pension plans written in the UK after 9 July 2006.

we/our — these terms refer to the Standard Life with profits business and its staff,
overseen by senior managers of Standard Life acting within the authority delegated to
them by the Board.

With Profits Actuary - the person who from time to time is the actuary appointed
by Standard Life to perform the role of With Profits Actuary for the UK Smoothed
Managed With Profits Fund. The With Profits Actuary’s main duties include advising the
Board on key aspects of its exercise of discretion in relation to the with profits business.

with profits investment element - that part of any payment to or other amount
attributable to any plan (including a rebate of charges) that is applicable to the
allocation of units in the UK Smoothed Managed With Profits Fund.

withdrawals - this term includes transfers and switches out of with profits.

Where we use terms such as “appropriate”, “fair”, “necessary”, and “significant”, these
are generally dependent on judgements made by the Board, using the discretion

available to it, of relevant factors or circumstances concerned in the context.
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