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We were established in Edinburgh in 1825. Today we're an
investment company employing 6,300 people - through
operations in the UK, Europe, North America, Asia and
Australia.

Our purpose is to invest for a better future. We do it to make
a difference. For our customers and chents, our people and
our shareholders. This takes the combined skills, expertise
and collaboration of a team of people who are committed to
excellence in all they do.

Our simple business model is designed to help us generate
value over the long term. We manage, administer and advise
on assets for customers and clients and our businesses are
focused on meeting their investment needs.

Wherever we operate, we aim to make a positive long-term
impact. Whether it's by encouraging people to save for their
future, by investing responsibly, or by providing support and
expertise to benefit the communities around us.
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Our husiness today

Growing our business...

Where we operate

We have offices in many of the world's financial centres and
market locations. Operating this way lets us understand
where and how markets and trends are developing and also
how best we can respond to them.

Our head office is in Edinburgh with key operations in
London, Dublin and Frankfurt, We also have regional hubs in
Boston and Hong Kong for asset management.

Our associate businesses in India, HDFC Life and HDFC Asset
Management, are based in Mumbai. Qur joint venture in
China, Heng An Standard Life, operates out of Tianjin.

Expanding our reach

We are building on the strong foundation of our businessin
the UK, with acquisitions during 2016 that have strengthened
our position in the advice and adviser platform markets. We
continued to expand internationatly too, including a new
office in Tokyo and commencing a strategic partnership with
Challenger, a leading retirement income group in Auslralia.

2 Standard Life 2016

We look after the investment needs of customers
and clients [n 45 countries.

AUA by geography? Operating profit by business?
{£bn) (£m)

£357.1bn +16% £723m +9%

t Retates to geography of custiomer and client, ¢+ Diagram excludes operting loss from *Other’,




Overview

Standard Life Investments

Standard Life Investments specialises
in active asset management. Our key
markets are in the UK, Europe, North
America and Asia, We offer a wide
range of investment solutions and
funds, all supported by a distinctive
investment philosophy Focus on
Change.

Pensions and Savings

Qur Pensions and Savings business is
a leading provider of long-term
savings and investment propositions.
We are primarily based in the UK, with
operations in Ireland and Germany
and serve around 4.5 million
customers and clients. Qur main aim
is to help people manage their money
today and save for their future,

...to meet customer and client needs

Our businesses

India and China

Through a combination of associate
and joint venture life businesses, we
have extensive reach in the key
savings markets in India and China,
We also have a wholly owned
business in Hong Kong. Across these
businesses, we help to look after the
life insurance needs of over 25 million
customers.

How we operate

Qurinvestment funds and solutions
are available to clients through two
distribution channels.

Qur Institutional channel manages
assets for a wide range of institutions,
such as pension fund clients,
government authorities, corporates,
charities and insurance companies.

OurWholesale channel provides
funds and solutions (o retail investors
through wholesale distributors and
platforms.

We also provide active asset
management services for life
insurance books to the wider
Standard Life Group and to strategic
partners such as the Phoenix Group.

Our associate business, HDFC Asset
Management, is a leading manager of
mutual funds in India.

In the UK, through our Warkplace
channel, we offer pensions, savings
and flexible benefits schemes to
employees through their employers.

Qur Retail channel is a mix of
intermediary relationships (financial
advisers), direct customer
relationships and our own financial
planning business (1825).

Our valuable mature book includes
UK mature Retail as well as
spread/risk products, such as
annuities and protection,

In Ireland and Germany, we offer
savings and investraent products to a
variety of customers and clients.

HDFC Life, our associate business in
India, sells individyal and group life
insurance policies via a network of
around 400 branches as well as
through a number of key
bancassurance relationships.

Heng An Standard Life (HASL), our
joint venture business in China has
82 offices offering life and health
insurance products on both a group
and individual basis. Sales are
predominantly made direct to
customers and clients. HASL also
maintains relationships with bank
and insurance brokers.

We operate as Standard Life in Hong
Kong, selling insurance and savings
products via insurance brokers.

Operating profit

£383m

(2015: £342m)

£362m

{2015: £357m)

£36m

(2015: £27m)

Qutlook

We expect the low interest rate and
compressed return climate in
financial markets to continue.

We will continue to develop
innovative investment solutions and
global distribution to further diversify
our business. This includes
expanding aur liability aware offering
and range of multi-asset investment
solutions. We are also strengthening
our private markets capabilities.

We will continue to expand our
geographic reach through developing
our own distribution and building
strong relationships with strategic
partners.

See p26 for more information

We believe the demand for financial
advice will continue to grow. To meet
that demand, we aim to continue
growing our platform business and to
pursue further opporiunities to build
scale inour 1825 financial advice
business.

Qur Workplace business is expected
to continue to benefit from ongoing
implementations from auto
enrolment, securing a steady flow of
regular contributions into our pension
products.

We will respond to European Union
developments in a way that takes into
account the best interests of
customers, clients and our business.

See p30 for more information

Following the annauncement in
August 2016, the aim is to complete
the proposed combination of the life
insurance businesses of HDFC Life
and Max Life within the next 12
months, subject to necessary
approvals being obtained.

We are well positioned for expected
future growth in the life insurance
markets in India and China. We
continue to develop our future
business strategy in mainland China
and Hong Kong.

In China, HASL continues to work
towards gaining a pensions licence
from the China Insurance Regulatory
Commission.

See p34 for more information
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Message from the Chairman

Sir Gerry Grimstone,
Chairman

An unpredictable
and changing world

2016 was not a good year for experts and much happened that was
unpredicted and unexpected. In the UK we have had a change of
leadership in Government and a great shift in terms of the future
direction for the nation as a result of the decision to leave the European
Union. In the US there is a new President, clearly different from his
predecessor. It has been a time of great and significant change and it
will be some years for the long-term effects to become apparent. The
good news is that our business has had, in its 191-year history, a very
good track record of being able ta navigate times of internal, economic,
and societal change, all whilst keeping its customers and clients
absclutely at the heart of what it does. Change brings comparative
advantage forwell-run businesses, provided they anticipate and adapt.

Across the world; markets continued to foel the effecte of short-term
peaks and treughs and this has affecied our investment performance in
certain asset classes. However, we have a very fine investment
management business and a good many excellent investment
professionals and I'm confident that our robust processes will continue
to deliver strong performance over the longer term,

The major developments in our business in 2016 have been aimed at
increasing the depth and reach of what we do. Increased scale is
allowing us to improve our operationat efficiency and to widen the
SCRYICes we can provide to our customers and clients around the world.

Our dividend

Together with aur focus to deliver against our established strategy, we
have again generated another solid set of inancial results. We
continued to make good profits, continued to invest in our operations for
the future, and centinued to manage our balance sheet effectively.

| am very pleased to confirm, as a result of our strong performance,
another year of increased dividend payments to our sharchelders. Qur
final dividend for 2016 is 13.35p per share {up 8.2% on 2015) and gives
a total 2016 dividend of 19.82p per share {up 8.0% on 2015). If our
shareholders approve the final dividend at our Annual General Meeting
in May this year, it will be paid out on 23 May 2017.
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Business overview

During 2016, we made several key announcements, designed to further
our ambitions. We made a significant strategic investment in the adviser
platferm market by acquiring Elevate. Together with our own Wrap
platform, this gives us a much bigger footprint in the UK marketplace.
The demand for platforms and also for professional financial advice has
grown as more people are empowered to take contro! of their long-term
savings plan. We also acquired three independent advice businesses as
part of our growth strategy for our 1825 brand.

Qurinvestment expertise in both public and private markets continued
to develop and our global investment activities further expanded both
geographically and in the range of clients we serve, We are closely
monitoring potential changes both in regulation and customer
behaviourin asset management and we are determined to maintain our
position as a successful global investment company of significant
expertise and scale.

We have very substantial investments in India through our partner HDFC
- one of the leading players in both assel management and life
insurance. A change in legislation gave us the opportunity to increase
ourinvestment in HDFC Life, which has continued to expand in the
Indian life and pensions market, as well as geographically too into the
Gulf region. HOFC Life is also working towards combining its life
insurance business with that of Max Life, which will give it significantly
increased scale and opponunity.

European Union

The decision of the people of the UK to leave the Eurcpean Union after
over 40 years is one of profound importance which is bound to impact
our business. For example, we use ‘passporting’ to service our 500,000
customers in Ireland, Germany and Austria through branches of our UK
business, and to allow our Ireland business to service those UK
customers invested in our International Bond. Whatever the cutcome of
the negotiations that will shortly start between the UK and the EU, our
intention is to maintain current levels of service for all aur customers.

1t is no segret that, prior to the referendum, | publicly advocated the
advantages that membership of the single market gives to the financial
services industry in the UK, and to Standard Life, our customers and
clients. It's now clear that many of these advantages will no longer be
avaliable. The people have spoken, the politicians are preparing for the
Article 50 negotiations and we, as a responsible business, will do
everything we can to make a success of the UKX's new position in the
wortd.

We intend to play our full part in influencing the negotiations and
helping to build a sclution that is right for the UK. We believe that this
will benefit our customers, our shareholders, our employees and,
ultimately, our country.

Culture and governance

Qurcompany's culture is built on a set of strong values, including
customer fecus and trust, We embody these values in everything that we
do. Governance and conduct are the measures we put in place, in part,
to ensure we are continuing te follow our values consistently. | have
always been very vocal in championing effective governance at board
level. In 2016, we continued to look at how best we can serve the needs
of our business, our customers and clients and, of course, our
shareholders.

Against this background, it was particularly disappointing that the
outcome of the Financial Conduct Authority's thematic review into the
sale of non-advised annuities showed that a portion of annuity sales
that we made since July 2008 did not adequately explain to customers
that they may have been eligible for an enhanced annuity. We are
continuing the work to ensure we put things right and have made a
provision in our accounts for the costs that we may incur in relation to
this.




We have strengthened the governance and oversight of our principal
insurance company, Standard Life Assurance Limited, by appointing an
independent Chairman, Lynne Peacock, who already sits on the pic
Board, and an additional three very experienced non-executives,
Amanda Bowe, Richard Houghton and David Marock, This in turn will
allow the ple Board to devote more time to its strategic oversight of the
whole of Standard Life.

In other Board changes, we said goodbye to Crawford Gillies and Isabel
Hudson, and t was very pleased to welcome John Devine as a non-
Executive Director. john previously chaired Standard Life Investments
and is a highly experienced operational practitioner and independent
director, with previous roles at Threadneedle Asset Management Limited
and Merrill Lynch,

In January 2017 we announced that Paul Matthews would be stepping
down from the Board as Chief Executive of Pensions and Savings on 1
March 2017, prior to his retirement on 31 August 2017. His successor,
Barry O’'Dwyer, joins the Board from 1 March, bringing with him a great
deal of customer insight experience from his role as CEQ of Standard Life
Assurance Limited,

Sustainability

As you would expect for a business that has been around for 191 years,
operating in a sustainable way is central to what we do. 1 am very
pteased that, once again, our people's hard work and dedication to
making your business efficient, effective and responsible, was
recognised in our best-ever achievements in both the Dow fones and
FTSE4Good sustainability rankings. We also received a *Silver Class’
award from independent experts RebecoSam for our corporate
sustainability work, You can read more about our corporate and secial
responsibility activities in the Sustainability section of this report,

Standard Life Foundation

l announced the launch of the Standard Life Foundation at our AGM in
May 2016. This independent charity carries on the spirit of the former
Standard Life Charitable Trust, but with a new and enhanced focus. |
also announced that a substantial endowment would be gifted to the
Foundation too. This endowment, in the region of £80 million,
represents the vast majority of the proceeds of the disposal of
unctaimed demutualisation shares and related dividends.

Lord Darling, the former Chancellor of the Excheguer, is chair of the
foundation, supported by a team of very experienced trustees. The
Foundation will focus on independent research to strengthen financial
well-being and resilience in the UK. | expect it to become highly-
regarded and a very influential force in commissioning and
disseminating research, both on its own account and working alongside
other like-minded organisations too.

Finally...

Businesses only succeed if they hold true to their values and constantly
try to do the right thing. tn @ business like ours, customers and clients
need to trust us and this trustis hard-eared.

Qur achievements during 2016 are down to our dedicated employees.
Tremendous people work for Standard Life and i'm very grateful to all of
them for their hard work and talent. I'd also like to thank our
shareholders for your continued support.

Over recent years we have fundamentally reshaped Standard Life and,
very importantly, have created substantial value for shareholders.
Standard Life has the potential to achieve much more and your company
is in good shape to continue creating value for you in this in¢reasingly
complex and ever-changing world.

&,,ﬁﬁ.,;mt.:

Sir Gerry Grimstone
Chairman

Standard Life plc
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Chief Executive's overview

Keith Skeoch,
Chief Executive

Creating a world-
class investment
company

QBA with Keith Skeoch, Chief Executive

¢ How would you describe Standard Life’s performance In 20167

A overall, we performed well. Our results show a picture of a business
that is playing to its strengths and growing in times of profound
political change and market volatility, We improved our financial
discipline to increase profits, maintain our financial strength and
grow dividends. We also saw our targeted investments in
diversification help increase our assels and revenues.

We continued to attract new assets from customers and clients with
£42bn of gross inflows across our business. One of the hallmarks of
2016 was the industry wide retreat from parts of the investment
market, which saw the most challenging conditions for the UK mutual
funds industry in over 20 years.

However, we experienced modest net outflows of £2.6bn, less than
1% of assets at the start of 2016. This included outflows from cur
mature books which are in long-term run-off. Against these
headwinds fee based revenue grew by 5% which, combined with
careful cost control, helped us deliver a 9% increase in operating
profit. Our strategy to build a weli-diversified business hetps cur
company to cope with significant change. What was entouraging was
the £4.1bn of netinflows into the areas we regard as the long-term
drivers of Standard Life's growth.

Q@ What are Standard Life's ambitions?

A Our ambition is to create a world class investment company: a global
business which compeles in our home markets and against the
leading companies across the world.

To do this we will have to bring together the best from our successful
active asset management, weaith management and pension and
savings businesses to meet the changing shape of saver and
investor needs,

We will build on our asset management skills, the quality of our
advice to customers, the strength of the propasitions that sit on our
distribution platforms and the administration skills that lic behind
them. This combination has allowed us to attract a highly diversified
customer and client base which we want to continue growing.

6 Standard Life 2016

Q¢ You talk about world-class - what does this mean?
A | believe to be world-class will mean our business is truly vatued by

savers, admired by the market and a source of pride for our people.

Qur simple and consistent business model has been the foundation
for our success for over a detade now and this continues o serve us
well. However, to meet our ambitions we need to increase the pace of
change and delivery in the business over the next year.

Building on the work undertaken in 2016, we will continue to
broaden and deepen ourinvestment capabilities through new
product innovation and identifying investment opportunities. This
will altow us to both strengthen our refationships with our customers
and, ultimately, give them the investment outcomes they expect.

We'll continue to look for new opportunities to run our business more
efficiently to drive real long-term value for all of our stakeholders.
And we'll continue to focus on attracting the best talent from around
the waorld to make our ambitions a reality.

You have been in the role for 18 months now, what changes
have you introduced to make the business operate more
effectively?

My role is to ensure the business continues to evolve and progress.
In my view the best way of doing this is to build a well-diversified
global investment company where we work effectively together to
drive value for customers, clients, and shareholders.

Since | took on the role of Chief Executive I've focused on improving
our financial discipline and on ensuring we continue with targeted
investments in diversification to generate growth. Delivering
long-term value is not just aboul growing the business but also
bringing it closer together and building a strong culture focused on
delivering for shareholders and custoemers. It is a culture based on
collaboration, diversity, respect and inclusion,

A culture is not developed overnight. It takes time to win the hearts
and minds of those invoived and is only evidenced through actions
and behavigurs. One key indicator of how we are progressing is our
employee survey scores. Against the backdrep of change, it was
pleasing that our employee engagement score increased slightly
compared to the previous year,

So we are making good progress and we are already seeing the
benefits of working mare closely together, delivering a number of
initiatives in the last year across the business.

We delivered new investment propositions across anincreasingly
broad range of asset classes and geographies to meet the emerging
needs of our Institutional, Wholesale, Retall and Workplace
customers and clients. Qur very successful MyFolio suite of funds
was also launched in Germany,

We opened a Tokyo office to further our reach in Japan and began a
new strategic collaboration with Bosera International ~ one of
China’s leading asset managers. In North America and Asia, we
continued to develop strategic partnerships with global names like
John Hancock and Sumitomo Mitsui.

In the UK our financial adviser platform proposition grew following
the acquisition of Elevate, building on our already successful
platform business, and ensuring we now work with a broader adviser
population. Qur own UK-wide financial planning brand, 1825,
continued to develop through the acquisition of three financial
planning businesses.

We also announced a very exciting development for our associate
business in India, with the proposed combination of the life
insurance businesses of HDFC Life and Max Life.




? How does the leadership team you have in place play its part

A

in delivering Standard Life's strategy?

My executive team brings together leadership skills and expertise
from across the business. It's responsible for developing a single
strategic plan that identifies our targeted investments in
diversification and capitalises on the opportunities open to our asset
management and pension and savings businesses, and those
created by our various partnerships around the world. We also have a
diverse, experienced and strong leadership population supporting
the executive team in implementing our single strategy.

A key element of our strategy is recognising the importance of
effective succession planning within that leadership population. We
actively demonstrated this following the recent announcement that
Paul Matthews is to retire this year. Barry O'Dwyer, a key member of
the Pension and Savings management team, will take on Paul’s
responsibifities and replace him an the plc Board. | think this is a
great example of the strength of talent we have at Standard Life and
the importance we place on effective succession planning.

How will the UK's exit from the European Union impact on
Standard Life's strategy?

The process and implications of the UK leaving the EU remain
uncertain and we continue to monitor developments closely.
However, Standard Life has a strong track record of adapting to
changing markets and regulation. As a business we already operate
successfully throughout the world as well as across borders in the
EU. We have clients in 45 countries around the world, served by our
own presence in 18 countries, and we operate across various
regulatory regimes. I'm confident that we will continue to identify
new opportunities that our developing relationship with the EU will
bring. The uncertainty created by the UK's exit from the EU reinforces
the global nature of our business, This aspect of our strategy won’t
change. We will continue to focus on crealing innovative solutions,
funds and propositions and working with regulators to deliver them
to our customers and clients across the word.

World-class sponsorship

Q What’s next for the business?

A Forme it’s simple, we need to continue to deliver steady progress in
becoming the world-class business that 've described.

The external environment may be challenging at the moment but |
believe we need to continue to look to the long term. As a business
we'll be celebrating our 200th birthday in 2025 and we are proud of
our heritage. Our longevity has been built on holding true to our
values, understanding the evolving needs of our customers and
clients and continuously rising to meet the demands of the word
around us.

Cur purpase in everything that we do is to invest for a better future.
We will continue to do this with the aim of making a real difference to
the lives of our stakeholders,

Keith Skeoch

Chief Executive
Standard Life plc

Our ambition to be world-class is also expressed through our
sponsorships and each one has a direct link to our shared values.

The British and Irish Lions

During 2016 we also announced our
sponsarship of the British and Irish Lions’
team and the tour to New Zealand in summer
2017. We believe that teams which work
together succeed together and win. The Lions
personify this and we're already looking
forward to a thrilling rugby test series.

Sir Andy Murray

It's been a fantastic year for current world
number one Andy Murray, capped off with a
knighthood. His commitment to excellence
and ambition to be the bestis directly aligned
to our values and reflects what we stand for.

The Ryder Cup

Our partnership with the Ryder Cup has
provided opportunities to raise awareness of
our brand through one of the world’s most
iconi¢ sporting events. Like the Ryder Cup, we
too have a culture based on teamwork and
shared values of integrity and respect. We
were therefore delighted to cenfirm our
extended partnership to Paris in 2018.

Standard Life 2016 7
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Our business model

A simple and consistent business model...

Our scalable businesses are well positioned to manage, administer and advise on assets to meet a
range of customer and client needs, and to create value for our stakeholders.

Qur simple business model..,

Increasing assets

We aim to grow the assets that
we administer or manage, by
deepening our relationships
with existing customers and by
attracting new customers,

Growing revenue

We aim to grow revenue by
providing propositions which
customers and clients valug
because of the quality of our
service and the lgng-term
investment returns we deliver.
Most of the fees we tharge are
based on the level of assets
managed or administered.

Lowering unit costs

We aim to reduce our unit
costs by controlling expenses
and investing carefully to
improve both the scalability
and efficiency of our business.

Optimising the
balance sheet

...is designed to be sustainable and resilient over the long term...

Driving profit

Increasing assets, growing
revenue and lowering unit
costs enables us to drive our
profit and further invest in
growing our business.

Cash generation is closely
aligned with profit.

We ensure that we have the appropriate level of capital to support our operations and provide protection for
our policyholders, while continuing to focus on growing our capital-efficient fee business. We balance
investing for business growth with continuing to pay growing dividends to shareholders.

We are well positioned to take advantage of
four trends that continue to shape the global
savings and investment landscape.

Democratisation of financial risk
Customers and clients are having to take more
responsibility for their and their Families’
financial futures - driving the need for
financial guidance, advice and simpler
products and services.

Rebuilding trust in financial services

The global financiat crisis damaged trustin
financial services organisations. We will play
our part in helping to rebuild this trust - by
demonstrating we are committed to doing the
right thing, being transparent in the way we
operate and, through our products and
sewvices, offering value to our customers and
clients.

...ta create value for our stakeholders

tnnovation, technology and digitalisation
We aim to develop innovative products and
services — helping us to work more efficiently
while improving the ways customers and
clients can access, invest and keep track of
their assets.

Slow growth, low inflation, compressed
return environment

In these market conditions, customers and
clients are looking for simple and transparent
products, with clear outcomes that will meet
their investment needs.

We aim to create value for our
stakeholders by:

Standard Life 2016

» Providing investment growth and excellent
service for our customers and clients

» Using our influence as an investor to
encourage responsible thinking and
practices in other organisations

» Providing employment and opportunities
for career growth to our people

» Delivering increased profits and dividends
to grow shareholder value




...with a strategy to achieve our world-
class ambitions

Our strateqy is designed to help us make the most of our market opportunities and support our
world-class ambitions.

Delivering our strategic objectives deepening our investment capability, we can
Building a world-class investment company means  increase assets and grow ourrevenue. We can
providing real value for our customers and clients lower our unit costs and grow our profits by
overthe long term. It takes a commitment to building an efficient and effective business.
teamwork and excellence in everything we do -
and ensuring that our people have the skills,
resources and knowledge to deliver,

Attracting, retaining and developing our people will
support us in performing strongly in the future,

Together our investments in diversification will
help improve the resilience of our business model
and the returns and value it delivers for our
shareholders.

Our strategic objectives are the key areas that we
are focusing on to deliver against our business
model. By developing strong relationships with
customers and clients and broadening and

See p1G-19 for more information
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Strategic objectives

Broadening and deepening
our investment capability

2016 summary

Key activities

» Continued to expand our liabitity aware
range with launch of our unique Integrated
Liability Plus Solutions

» Increased our focus on private markets
where we believe better investment returns
are possible over the long term

» Enhanced choice of investment funds with
16 funds launched during 2016

» Launched MyFolio in our European markets
following its success in the UK

» Embedded Environmental, Secial and
Governance principles into our investment
processes

Assets under administration (AUA)

£357.1bn +16%

Net flows

£2.6bn outflow

Key risks Read more on p36-41
» Customer and client preferences and
demand

» Investment performance
» Talent management

Objective

Broadening and deepening our investment
capability gives us the potential to attract a
wider range of future customers and ¢lients.
We design propositions and fund choices to
detiver the outcomes they expect over the long
term.

Success is measured by delivering investment
performance that meets the desired outcomes
of our customers and clients. Qur propositions
and fund choices demonstrale our capabilities
as a forward-looking, responsible investor. As
a long-term asset manager, our customers and
clients expect us to have a long-term view on
how theirinvestments will perform,

Market forces

We are well positioned to benefit from global
trends that are shaping the savings and
investments landscape. This includes the
potential for slower economic growth and the
compressed retumn environment continuing for
longer which we expect will drive demand for
active asset management.

2016 performance

Qur short-term investment performance was
weakerin 2016 and this had an adverse
impact on net flows. Net outflows of £2.6bn
were less than 1% of assets at the start of
2016. Qur overall long-term investment
performance remains strong.

See p29 for more information abou! our
investment performance

“\We have continued to
demonstrate our capabilities as a
forward-looking, responsible
company, as we logk to deliver
the investment outcomes our
customers and clients expect.”

Rod Paris,
Chief Investment Officer

We launched 16 new funds across a range of
different asset classes, including Equities,
Multi-asset and fixed income. New funds, with
specific abjectives, are part of ourongoing aim
to meet the investment needs of our
customers and clients

Qur MyFelio range of risk-based funds, which
launched in 2010, reached £10bn in assels
under management - a positive
demonstration of our reputation and ability to
actively manage assets over the long term.

Outlook and 2017 objectives

We expect the compressed/low-return market
environment to persist during 2017. Qur main
objective is to continue to innovate and seek
new, diverse investment opportunities,
including:

» Further strengthen our private markets
capability such as private equity, real estate
and illiquid credit

» Convert our strong pipeline for our
Integrated Liability Plus Solution with
further variants planned

» Target opportunities from growing global
markets for outsourcing of management of
insurance assets

Broadcning capabilitics to mecet the needs of our customers and clients

Today, our ability to offer a broader range of funds compared to 2009 is a direct result of focusing on what our customers and clients want in terms
of fund ¢hoice and expected outcome, together with ¢ontinuing to follow our Focus an Change philosophy.
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Focus on Change - a distinctive
investment philosophy

Our distinctive investment philosophy, Focus
on Change, lies at the heart of our wide range
of investment funds and solutions. Focus on
Change helps analyse key faciors driving the
market price of an investment and identifies
the drivers that the wider market may have
missed. Our core belief is that our experienced
investment professionals can consistently add
value 1o client portfolios by exploiting these
market inefficiencies.

We recognise that corporate governance along
with responsible stewardship of a business’
capital, employees, customers, environment
and society has a fundamental impact on long-
term investment returns, Qur commitment to
socially responsible investing is a fundamental
component of our Focus on Change investment
philosophy and process.

Standard Life 2016 11
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Strategic objectives

The future of platform
development

Elevate

Qur acquisition of Elevate helps us create one
of the largest and fastest growing adviser
platform businesses in the UK - with
combined assets under administration of over
£40bn, and supporting over 3,000 adviser
businesses.

The addition of the Elevate adviser platform
provides further scale, expertise and resources
to support the growing market demand for
platform services and high-quality financial
advice.

12 Standard Life 2016




Building an efficient and
effective business

2016 summary

Key activities

» Continued to evolve our IT systems to
reduce ongaing costs and in¢rease
scalability

» Enhanced our position as a leading
platform provider following the acquisition
of Elevate

» Increased automation in customer
operatigns processes

Cost/income ratio

62% -1% pt

Assets under administration

£357.1bn +16%

Operating profit

£723m +9%

Key risks Read more on p36-41

» Change management

» IT faiture and security

» Qutsourcer relationship management
» Political change

Objective

Effictent and effective operations are critical
for our business, They help us provide
outstanding service to our customers, advisers
and employers at a competitive unit cost.

We're transfoerming our operating platferm to
make it more medern, flexible and scalable.
We are also focusing on efficiency - allowing
us to deliver new products to market faster
and effectively manage unit costs. The
surrounding architecture — which includes our
IT systems, the processes we follow and
external service providers we use — gives us
greater flexibility and reduces ongoing
maintenance costs.

Market forces

To meet the expectations of gur customers,
advisers and employers, we've continued to
work to deliver modern, consistent
experiences across all of our platforms.
Innovation, technology and digitalisation are
major market trends — and we are investing in
technology that helps us to become more
scalable and operate more efficiently.

We're supportive of changes that will improve
regulation, and we respond in an efficient and
effective manner. For example, we've been
early adopters of the European Market
Infrastructure Regulation (EMIR) principles,
designed to improve transparency and reduce
risk in the derivatives market.

A focus on growing our business and efficiency

Advised platform and DC pension markets
expected to grow strongly (Ebn)

Sharpening focus on efficiency
Cost/income ratio

' Sgurce: Fundseape.
1 Spurce: Spence fghason.

"Qur continuing investment in
technology is helping us to
develop increasingly scalable
aperations. We are able to
administer growing volumes of
assets efficiently.”

Colin Walklin,
Group Chief Operating Officer

2016 performance

We celebrated 10 years of our Wrap platform,
Since launching in 20086, the platform has
been adopted by over 1,500 financial advice
and wealth management firms, and currently
setves over 200,000 customers.

We successfully embedded our new trade
order management system - the core
investment platform for gur fund managers —
and we've made significant progress with
improving the technology and systems we use
to manage investment data.

The cost/income ratio, which measures our
efficiency, improved by 1% point to 62%. This
includes the benefit of synergies delivered
from the integration of Ignis. We have
generated over £50m of annual cost synergies
from this acquisition.

Qutlook and 2017 objectives

* Invest in technology to increase scalability,
reduce ongoing ¢osts and increase our
ability to adapt to change

» Modernise the information storage systems
in our Pensions and Savings business to
address risks argund technology geing out
of date and to reduce costs

» Transform the way we use digital platforms
to provide infermation to customers and
clients

Growth opportunity

» Financial advisers are turning to platforms to
drive scalability and efficiency and address
the growing need for advice

» The shift from defined benefit to defined
contribution (DC), together with auto
enrolment, is driving growth in OC pensions

Efficiency
» We have an established track record of
driving down unil costs

» We see opportunities for further efficiencies
including streamlining our customer
operations and the integration of Elevate

Standard Life 2016 13
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Strategic objectives

Attracting, retaining
and developing talented

people

2016 summary

Key activities
» Developed our people managers with a
tailored 12-month training programme

» Encouraged our people to develop their
skills through external beard
appointments

» Implemented the Living Wage
Foundation's latest UK hourly rate of £8.45
(£9.75 in London)

Employee engagement survey
Engagement

65% +2% pts

Enablement

62% -2% pts

Key risks
» Political change
» Talent management

read more on p36-41

Objective

We invest in our employees’ development
hecause we know that engaged pecple are
central to building long-term customer and
client relationships, contributing to our
businesses’ perfformance, repulation,
profitability and long-term sharehalder value.

Market forces

We compete in a global marketplace whare
talented peopte are in high demand. We jnvest
in mentoring, coaching and development
programmes for our people as part of their
ongoing career development.

We have a robust succession planning
process in place for our strategic execulive
committee members. This includes ongoing
talent management for people who have the
potential and drive to become our future
business leaders.

14 Standard Life 2016

“WWe are committed to bringing out
the best in our people and
enabling them to reach their
potential.”

Sandy Begbie,
Chief People Officer

We underpin everything we do with clear, consistent values

2016 performance

Argund 1,200 of our people were supported
through employee networks. We launched a
Carers Network for people who are, or suppor,
carers and also LGBT+ Allies, which aims to
raise awareness of lesbian, gay, bisexual and
transgender issues in the workplace.

We continued curcommitment to employing
young people, recruiting 46 graduates and
158 people through our youth employment
initiatives. 8% of our people in the UK and
Ireland are aged 25 or under, compared to just
0.5%in 2010.

Qur peoples’ contribution to business
innovation and support for our communities
was celebrated through our annual Inspiration
Awards.

We had some small changes in the overall
engagement and enabtement scores from our
latest employee survey. In 2017, we will create
action plans to address the key themes from
the survey.

Outlook and 2017 objectives
» Continue to invest in our leaders and further
develop our strong talent pipeline

» Promote the continued importance and
benefits of cooperation and collaboration to
create high performing teams

» Progress the policies and initiatives for a
diverse and inclusive culture, including
working towards our targets for the
praportion of women in leadership roles

» |dentify and address key actions from our
employee engagement survey

See p4s for more information aboutl our employee
engagement and enablement




Our commitment to gender
equality

We are committed to providing an inclusive
workplace where everyone is valued forwho
they are and what they contribute. A key
aspect of this is gender equality. We know itis
an area where we have more work to do.

In September 2016, we signed the UK's HM
Treasury Women in Finance Charter. This
makes firm and public commitments to
support actions which will improve the
representation of women in ourindustry,
including progressive target setting for our
leadership population, By the end of 2021, we
aim to have 30-35% women in leadership
roles across our business (201 6: 25%).

Standard Life 2016 15
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Strategic cbjectives

Developing relationships
through strategic partnerships

We have established partnerships in parts of
the world that are strategically important to us.
This includes North America = ane of the most
competitive markets in the world for
institutional and wholesale asset management
- where we partner with leading financial
services company Jehn Hancock.

In 2016 we extended the range of funds we
offer to John Hancock’s retail investars, by
launching the Global Focused Strategies Fund.
We have also increased our distribution and
client service operations in Boston to suppont
our growing activity in this area. At the end of
2016, we managed £5.4bn of assets through
this strategic partnership.

16 Standard Life 2016




‘Developing strong
relationships with
customers and clients

2016 summary

Key activities

» Continued to expand and diversify
Standard Life Investments’ client base by
geography, channel, clienl lype and range
of funds - supported by innovative
solutions and commitment to service
excellence

» Suppoited leading advisers and
consultants in the UK to embed workplace
and platform solutions

» Continued to grow strategic partnerships
that serve clients in markets worldwide -
including John Hancock in the US

Movement in Standard Life
brand net promoter score

Down 11

Key risks Read more on p36-41
» Customer and client outcomes

» Customer and client preferences and
demand

» Qutsourcer relationship management

Objective

We focus on putting customers and clients
first, and we always aim to operate in a timely
and efficient way. If we don't meet our own
high standards, we took to put it right, Qur
processes and technology are designed to
enable us to deliver great cusiomer
experiences that are also scalable, to suppont
the future growth of our business.

Market forces

Increased regulatory and legislative
complexity, as well as political uncertainty,
have meant a greater need for advice and
tailored investment solutions. Individual and
institutional clients are looking to trusted
organisations and advisers to help them make
the right choices, In the UK, we've also seen
increased complexity through pension
freedoms —where people have grealer choice
in how they take their pension,

We're also competing against offerings from
other organisations. We therefore aim to offer
a premium service, consistent with our overall
proposition.

A compelling proposition

Administration

We offer innovative products and
services that allow customers and
clients to easily manage their savings
and investments. We make the

most of technology to ensure

people can easily access,

service and consolidate

their assets.

Advice

We offer financial

planning and advice to

help clients achieve a wide

range of financial goals.

We also offer a platform for

independent advisers that helps

them capitalise on the growing demand
for their services and to serve their clients
more efficiently.

2016 performance

During 2016 we continued to strengthen how
we support the needs of our increasingly
diverse range of institutional and wholesale
clients. We've also looked for opportunities to
diversify through our strategic relationships.

With individuals taking more responsibility for
their finances and seeking advice, our Wrap
platform has remained a popular choice for
advisers - as it altows them to consolidate
and manage clients’ financial plans more
efficiently. The acquisition of Elevate has
strengthened our positicn in the UK advised
platform market, connecting us with more
advisers and customers.

Qur brand net promaoter score is an important
measure of customer advocacy. In 2016 our
score fell by 11 points. We betieve the reasons
for this include the processes around pension
freedoms — which is a complex area - and
lower customer confidence in financial
services as a whole. We also saw challenges
arising from new technology designed to
improve customer experience. We've planned
a number of actions for 2017 to imprave
customer experiences — including automating
and simplifying key processes, better self

"”Our strong relationships with
customers, clients and advisers
have been the driving force of our
success.”

Colin Clark,
Global Client Director

Asset management
We're an active asset manager.
We offer market-leading investment
products that have clearinvestment
outcomes. Our approach is
supported by a team of investment
experts and a philosophy which
is focused om anticipating
market change and
carefully managing risks.

service online, and greater collaboration to
better understand customer needs.

We have also continued our work to address
the findings of the Financial Conduct
Authority's thematic review into the sale of
non-advised annuities. The review showed
that a portion of annuity sales that we made
since July 2008 did not adequately explain to
customers that they may have been eligible for
an enhanced annuity.

Outlook and 2017 objectives

» Continue to develop client relationships ~
including through new distribution
partnerships and growing global brand
awareness — and how we connect with
advisers through our platferm business

¥ Integrating new technology to improve our
telephone systems and online capabilities
to deliver services that are scatable,
automated and cost efficient

» Continue to collaborate across our business
to keep improving customer, client and
adviser experiences

Standard Life 2016 17
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Strategic objectives

Creating shareholder value
in India

In April 2016, we increased our stake in HDFC
Life from 26% to 35%.

In August 2016, it was announced that HDFC
Life and Max Life had agreed terms to combine
their life insurance businesses. They are
working towards completing this transaction
which is expected to strengthen HDFC Life’s
position as a leading private sector life
insurance business in India. The proposed
transaction is subject to regulatory, court and
other necessary approvals.

The strategic benefits include increased scale
and enhanced distribution and product mix.
Forexample, the combined business would
have bank assurance relationships —where
insurance products are sold through bank
branches— with three of the top six private
sector banks in India.
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Growing and diversifying
our revenue and profit

2016 summary

Key activities

» Completed the acquisition of Elevate,
making us one of the UK's largest and
fastest growing adviser platform
businesses

» 1825, our financial advice business,
completed three further acquisitions
» Increased our holding in HDFC Life to 35%

and also announced the proposed
combination of this business with Max Life

Underlying cash generation

£502m +9%

Qperating profit

£723m +9%

Full year dividend per share

19.82p +8%

Key risks
» Counterparty risk

» Investment performance
» Longevily risk

» Market risk

» Regulatory change

Read more on p36-41

Objective

We remain focused on growing and
diversifying revenue and profit, to deliver
sustainable value for our shareholders and
other key stakeholders. We aim to do this by
creating a world-class investment company
that is well diversified by geography,
distribution channel, client type, asset ¢lass
and across the value chain.

To support diversification, we will continue to
pursue organic growth opportunities from our
own resources and activities - while also
carefully largeting appropriate acquisitions
and new strategic partnerships.

Market farces

As people are having to take more
responsibility for their financial futures, we've
seen a growing demand for financiat advice
and guidance, This presents an opportunity for
us to diversify and grow our sources of
revenue — in particular, through our financial
advice business 1825.

We've seen increased customer and client
appetite for simple and transparent products
that have clear investment objectives, and to
take a more active approach to managing their
investments. These are areas of strength for
our business, built on gur track record of
strong long-term investment performance and
innovation.

Delivering diversified and sustainable growth

Growth fee based revenue (£Em)

£1,205m +10%

Full year dividend per share

19.82p +8%

“0ur targeted opportunities to
further diversify our business help
us to grow revenues and profits.”

Luke Savage,
Chief Financial Officer

2016 performance

We benefited from our diversified client base
with business channels responding in
different ways to the market envirgpnment -
which was impacted by political and economic
developments in the UK, the US and other
parts of the world. We also enhanced our
focus on financial discipline.

We continued to expand our global
capabilities and distribution through new
strategic relationships. These relationships
are an important way of supparting our global
growth and diversification plan by providing a
cost-effective way of quickly accessing new
markets.

Guttook and 2017 abjectives

» Expand our business in Europe, North
America and Asia to continue extending our
global reach

» Grow our 1825 financial advice business
through organic growth and acquisitions

» Pursue a structured programme to seek
further opportunities to grow and diversify
our business, while alse reducing costs

Growth, diversificatlon, performance

» We have delivered strong increases in
revenue and profit by leveraging the
scalability of aur growth businesses

» We continue to diversify geographically

» We are well positioned to capture revenue
across the value chain through advice,
administration and asset management

» Our performance allows us to continue (o
pursue gur progressive dividend policy

See the Glossary for definitions of our growth
channels and mature books of business
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Chief Financial Officer's overview

Luke Savage,
Chief Financial Officer

Delivering
diversified and
sustainable growth

“Qur financial performance demonstrates continued
growth and resilience during a period of market
uncertainty.”

¢ How would you summarise Standard Life’s performance in
20167

A Standard Life has demonstrated the benefits of our diversified
business, delivering a robust set of results against a backdrop of
challenging market conditions.

We have continued to attract high tevels of gross flows, indicating
strong demand for our products, but we saw an increase in

redemptions, particulady in wholesale markets which were impacted

by weaker investor sentiment. We delivered another year of
increased revenue which together with our improved focus on cost
discipling has driven a 9% increase in operating profit to £723m.

Aiternative performance measures (APMs}

We assess our financial performance using a variety of measures. Some

of these measures are defined under IFRS such as IFRS profit. Others,
such as operating profit, are not defined under IFRS and are therefore
termed alternative performance measures,

Further details on altemative performance measures including reconciliations to

relevant IFRS metrics are provided in Supplementary information in Section 11,
Definitions for APMs are included in the Glossary,

Financial performance

2015 comparatives exclude the Canadian and Singapore discontinued

operations unless otherwise stated.
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Q You announced that there would be an increased focus on
efficiency across the business during 2016, How has that work
progressed so far and what can we expect during the
remainder of 20177

A sStandard Life has a good track record over recent years of improving
operational efficiency. This has been demonstrated by the reduction
in the cost/income ratio which has lallen by seven percentage points
since 2012. The integration of Ignis which has delivered over £50m of
annual cost savings and our investment in IT architecture are good
examples of what we have done to improve efficiency, Whiist, in Lhe
short term, the investment to buitd our 1825 business and the
acquisition of Etevate will impact the downward trajectory in the
costfincome ratio, we are confident that the underlying direction
remains unchanged. We remain focused on delivering further
operational efficiencies at the same time as continuing to invest in the
growth of our business.

¢ Standard Life has a strong capital and cash position, How can
we expect to see this being used?

A Qur strong capital position is very important to us. It provides a buffer
te support our progressive dividend policy which has continued
uninterrupted for the last 10 years, something we are all very proud of.
It also allows us to make strategic investments and acquisitions to
grow our business, such as ourincreased stake in HOFC Life and the
acquisition of Elevate. We intend to maintain our progressive dividend
policy and continue to invest capital where we believe it increases
sharehotder value.

Q Can you explain what is included in the resuits in relation to
the FCA's enhanced annuity thematic review?

A QurIFRS profit before tax includes a non-operating impact of £175m
relating to a provision for an estimate of the redress payable to
customers, the costs of conducting the review, and other related
expenses. At this stage there is significant uncertainty relating to all of
these elements. Note 40 of the Group financial statements provides
further background, and explains that we are seeking for up to £100m
of the financial impact to be mitigated by insurance. Discussions are
ongoing with our insurers and, as a result, no insurance recovery has
been recognised as an asset in these financial statements.

Qur business model




Increasing assets

Assets under administration and net flows

The increase in AUA from £307.4bn to £357.1bn was driven by market
movements, including benefits from a lower Sterling exchange rate since
the CU referendum, and the acquisition of the Elevate platform business.

Net outflows were £2.6bn (2015: inflows £6.3bn) against a backdrop of
market uncertainty and weaker short-term investment performance.
Resilient netinflows of £4.1bn across our growth channels were offset
by net outflows of £7.1bn from our mature books, which are in long-term
run-off. Gross inflows temained strong at £42.1bn (2015: £43.0bn) but
redemptions increased to £44.7bn (2015: £36.7bn).

Our growth channels saw continued positive net flows, benefiting from
product and client diversification. Standard Life Investments
experienced net outflows of £0.7bn (2015: inflows £10.3bn).
Institutional benefited from the breadth of our product offering with net
illows of £1.1bn {2015: £3.3bn), This was cutweighed by net outflows
uf £1.7bn (2015: inlluws £9.3bn) rom Wholesale where investors
reacted to market velatility and short-term investment performance.
Pensions and Savings growth il inflows of £5.9bn (2015: £6.7bn) were
diiven by strong platform flows and growing contributions into cxisting
Workplace schemes.,

Net outflows from our mature books reduced by £1.7bn to £7.1bn,
helped by a £1.2bn new mandate secured from Phoenix.

Net flows 2016 2015
£€bn fbn
Standard Life Investments growth 0.7 10.3
Pensions and Savings growth 59 A7
Eliminations and other growth (1.1) (2.1
Total growth channels, 4.1 14.9
Standard Life Investments third party o
strategic partner life business 2.7 (4.8)
Pensions and Savings mature fee (3.5) (3.1}
Pensions and Savings spread,risk (0.9) 0.9
Total mature books (7.1) (8.8)
Associate and joint venture life businesses 0.4 0.2
Total net lows (2.6) 6.3

Further information on AUA and net flows are included in the Supptementary
infarmation section of this report

Fee based revenue
{£Em)

Assets under administration
(£bn)

£357.1bn +16%

£1,651m +5%

Growing revenue

Fee based revenue

Fee based revenue increased by 5% to £1,651m (2015: £1,579m)
driven by higher average asset levels, including the benefit of exchange
rate movements, Average fee revenue yield remained broadly in line
with the prior year,

Fee based revenue in the UK Pensions and Savings and Standard Life
Investments growth channels increased by 11% and 9% respectively.
This was partly offset by a £21m reduction in Hong Kong due to lower
regular premium new business. Fee based revenue from our mature
business regduced in line with expected outflows.

Spread/risk margin

Spread/risk margin, which mainly relates to income earned on
annuities, decreased by £11m to £134m. 2016 includes a £2 2m benefit
from an acceleration of payments from our main with profits fund
relating te changes to the Scheme of Demutualisation in respanse to the
transition to Solvency 1. This was more than offset by & £26m reduction
due to a number of other components including mortality experience in
2016 and new business profits, Although we had expected fewer asset
and liability opportunitics to eaist in the low yield environment, we took
advantage of o number of periods of marlet volatility to deliver a bonefit
of £25m (2015 £30m}.

Operating assumption and actuanal reserving changes provided a
benefit of £42m (2015: £44m), primarily relating to future longevity
assumplions,

Lowering unit costs

W invest to enhance gur propositions and capabilitics in 2 disciplined
manner that aims to improve both the scalability and efficiency of our
business. The cost/income ratio which includes our share of associates’
and joint ventures’ (JVs) profit before tax, has improved by 1% peintto
62%. This reflects not just the rise in revenue but also our continued
cost discipline and drive for greater cost efficiencies.

Operating expenses increased by 3% to £1,159m (2015; £1,124m)
reflecting further investment in expanding the distribution and global
reach of Standard Life Investments, building scale in the 1825 business,
the acquisition of Elevate, ongoing investment in technology in our
Pensions and Savings business and the impact of exchange rate
movements.

Cost/income ratio
(%)

62% -1% pt
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Chief Financial Officer's overview continved

Driving profit

Operating profit before tax increased by 9% and IFRS profit from
continuing operations! increased by 33%.

See p115, p141 and p142 for further details on operating profit and
reconciliation of operating profit to IFRS profit

Operating profit before tax

Operating profit before tax continues to be a key measure which helps to
give shareholders a fuller understanding of the performance of the
business by identifying and analysing non-operating items.

Operating profit before tax increased by £58m to £723m, driven by
higher fee revenue in our growth channels. Capital management
increased by £12m to £21m targely due to the benefit of a higher
pension scheme surplus. Qur share of profit from associates and JVs
continued to grow with strong performance from HDFC Life and HDFC
Asset Management in India and further progress from Heng An Standard
Life in China,

Operating profit benefited by approximately £20m from lower average
Steding exchange rates in 2016 compared lo 2015,

Underlying performance

Underlying performance increased by 8% to £681m (2015: £630m) and
includes the £22m spread/risk margin benefit from an acceleration of
payments from our main with profits fund relating to changes to the
Scheme of Demutualisation in response to the transition to Solvency |1
Underlying performance excludes the £42m (2015: £44m) of operating
assumption and actuarial reserving changes which benefited operating
profit,

IFRS profit’

IFRS profit from continuing operations increased to £368m {2015:
£276m) due to a 9% increase in operating profit and reduced
restructuring costs offset by the £175m provision for annuity sales
practices.

Short-term fluctuations in investment return and economic assumption
changes generated a profit of £8m (2015: loss £63m) mainly due toa
narrowing of credit spreads and a fall in yields.

Restructuring and corporate transaction expenses reduced to £67m
{2015: £115m}, and included £24m relating to the integration of Ignis,
£5m for staff pension scheme restructuring, £4m of costs relating to the
Elevate acquisition, £15m Pensions and Savings transformation costs
and a number of other business unit restructuring programmes and
corporate transactions.

[FRS profit
(fm)

£368m +33%

(Em)
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2015 also included a £46m non-operating restructuring loss in Hong
Kong following regulatory change.

The non-operating loss includes £175m relating to the provision for
annuity sales practices.

The total tax expense attributable to equity holders’ profit from
continuing operations was £68m (2015: £77m). Further details are
included on the next page.

Other? profit from continuing operations comprises the share of
associates’ and joint ventures’ tax of £13m (2015: £13m). In 2015, this
also included a Singapore IFRS loss before tax of £42m which largely
related to expenses in respect of the closure of that business. The 2015
IFRS profit from discontinued operations of £1,147m included the gain
on sale of the Canadian business of £1,102m.

IFRS profit 2016 2015
£m Em
Operating profit before tax 723 665
Non-operating loss before tax (274) (257)
Total tax expense (68) &)
Other? {13) {55)
IFRS profit from continuing operations? 368 276
IFRS profit from discontinued operations . 1,147
Total IFRS profit! 368 1,423
Analysis of non-operating loss before tax 2016 2015
£m £m
Short-term fluctuations in investment return
and economic assumption changes 8 {63)
Restructuring and corporate transaction
expenses 67) {115}
impairment of intangible assets (19) 7
Provision for annuity sales practices (175) -
Other operating profit adjustments (21) (72)
Non-operating loss before tax (274) (257)

' After tax attributable to eguity holdess of Standard Life plc. For further details on our IFRS
results, see the Group's IFRS consolidated income statement on p113,

* Singapare was presented as a discontinied opesation within operating profit. but undes IFRS
5 it was intluded in continuing operations. Therefore a reclassification was requised. For
further details see Not# 2 in the Group financial statements sectipn.

Movement in underlying performance and operating profit




Underlying cash generation

This measure provides insight into our ability to generate cash that
supports further investment in the business and the payment of
dividends Lo gur shraieholides.

Underlying cash generation increased to £502m driven by the growth in
fee based revenue within underlying performance.

Reconcillation of underlying cash generation 2016 2015!
£fm £fm
Underlying performance 681 630
Associates and JVs adjustmentt {60) (46}
Current tax on underlying perfformance (106) (114)

DAC/DIR adjustment 3] 5
Fixed and intangible assets adjustment 1) (18}

Underlying cash generation 502 459

Group tax expense from continuing operations

The total tax expense attributable to equity holders’ profits from
continuing operations was £68m (2015: £77m), of which £127m (2015:
£114m} related to operating items and a credit of £59m (2015: ¢redit
£37m) to non-operating items. The reduction in the tax expense mainly
reflects non-recurring items which increased the tax charge in 2015. The
effective tax rate was 14%7? (2015: 19%?) compared to a UK corporation
tax rate of 20% (2015: 20.25%). The main reasons for the rate being
less than the UK corporation tax rate are the inclusion within profit
before tax of our share of post-tax profit of IVs and associates with no
added tax charge and low tax rates relating to profit attributed to non-
controlling interests which are inctuded in profit before tax. These are
also expected to reduce the effective tax rate in future periods. There are
also a number of one-off items affecting both years. Excluding the effect
of the accounting for JVs and associates profit and non-controlling
interests the effective tax rate would be 18% (2015: 25%). Excluding
these effects, in the medium term we would expect the effective tax rate
on profit attributable to equity holders (subject to one-off items in any
given year) to be broadly in line with the UK corporation tax rate.

In 2016, our total tax contribution from continuing operations to tax
authorities in all the jurisdictions in which we operated was £1,149m
(2015: £1,059m). Of the total, £451m (2015: £332m) was taxes borne
by the Group whilst £698m (2015: £727m) represents tax collected by
us on behalf of tax authorities. Taxes borne are higher than 2015 mainly
due to increased UK corporation tax payments relating to investment
returns on poticyholder investments. Of the 1axes collected, the largest
items are pay-as-you-earn (PAYE} deductions from pension payments
made to customers and from employee payroll payments.

Tax policy

Understanding tax risk, how to manage it, and how it impacts all cur
stakeholders are important parts of running our business responsibly.
The Croup proactively manages tax risks and employs an experienced
in-house tax team to oversee the affairs of the Group. We have a taxrisk
management policy that is approved annually by the Board and have
published our tax strategy on our website at
www.standardlife.com/annualreport

Optimising the batance sheet

Sotvency Il capital surptus®

Qur capital surplus is the amount of capital resources (referred to as
Own funds) that the Group holds in excess of its capital requirement.
The calculation of the Group's capital resources and requirement is
govemed by the Solvency Il regulatory regime. Under Solvency I, every
insurer is required to identify its key risks — e.g. that equity markets fall —
and hold sufficient capital to withstand adverse cutcomes from those
risks. The capital required to withstand these outcomes is the Solvency
capital requirement (SCR). The SCR is calibrated so that the likelihood of
a loss being greater than the SCR in one yearis less than 1 in 200.
Around 90% of the Group SCR relates to Standard Life Assurance
Limited {SLAL), our principal insurance company.

We are strongly capitalised with a Solvency ) capital surplus {Investor
view) of £3.3bn (2015: £3.3bn) representing a solvency cover of 214%
{2015; 222%). Capital requirements have increased by £0.2bn as a
result of lower interest rates and higher equity values. We disclose an
Investor view of pur solvency position as this provides insight into the
solvency capital provided by equity and debt investors,

The Solvency Il Investor view capital surplus of £3.3bn would change by
£0.2bn or less following a:

» 20% rise or fall in equities, or
» 100bps rise or fall in fixed interest yields, or
» 50bps rise or fall in credit spreads

The Regulatory view solvency cover prescribed by Solvency |l regulations
is 176% (2015: 162%). The Regulatory view capital surplus excludes
£0.2bn (2015: £1.2bn) of capital in subsidiaries that is not deemed to
be freely transferrable around the Group. The Regulatory view capital
surplus increased to £3.1n (2015: £2.1bn} due to a reduction in
unrecognised capital following methodology and legislative changes. fn
addition, the Regulatory view solvency cover is diluted by the inclusion
of £1.2bn (2015: £0.7bn) of capital requirements for with profits funds
and our defined benefit pension scheme. These capital requirements
are covered in full by capital resources in those funds.

31 December 2016+

1 January 2016

Add with
Less profits funds

Add with
Less profits funds

Reconciliation of Standard Life Investor unrecognised and pension  Regulatory Investor unrecognised and pension  Regulatory
Investor view and Regulatory view view capltal scheme view view capitat scheme view
Own funds £6.2bn {£0.2bn) £1.2bn £7.2bn £6.0bn (£1.2bn) £0.7bn £5.5bn
Solvency capital requirement {SCR) (£2.9bn) - (£1.2bn) {£4.1bn) (£2.7bn) (£0.7bn) (£3.4bn}
Solvency [l capital surplus £3.3bn (£0.2bn) - £3.1bn £3.3bn (£1.2bn) £2.1bn
Solvency cover 214% 176% 222% 162%

1 Undedying cash geneiation now inctudes dividends received from our Indian associotes. Mrior perod figures have been restated. Further details ase included in the Sepplementary information

section of this report.

* Tax expense attributable 10 equity holders' profits divided by profit before tax expense attributable 1o equity helders” profits. Includes profit attributable to nan-controlling interests,
¥ 3) December 2016 based on draft regulatory relumns, 1 January 2016 based on final regulatery setums,
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Chief Financial Officer's overview continued

Operating return on equity

Operating return on equity measures our success in generating
operating profit relative to our shareholder capital. We will continue to
manage our capital position to ensure that we generate sustainable
returns for our shareholders. For example, in April 2016 we invested
£179m to increase our stake in HDFC Life.

Operating return on equity increased to 15.2% (2015: 14.2%) reflecting
strong operating profit partly offset by a higher tax charge.

Qur key growth channels including Standard Life Investmenis
Institutional and Wholesale, and UK Workplace and Retail are
‘capital-lite’ which means that they do not require significant amounts of
additional capital as they continue to grow.

Operating return on equity continues to be diluted by the impact of the
c£1bn pension scheme surplus. Excluding the impact of the pension
scheme, operating return on equity was 18.8% (2015: 16.9%).

Oividends

Dividend policy

Qur progressive dividend policy is to grow the annual dividend from the
prior year pence per share payment at a rate that is sustainable overthe
long term.

Proposed dividend

The Board is recommending a final dividend for 2016 of 13.35p per
ordinary share which is an increase of 8.2% on last year's final dividend.
Subject to shareholder approval, this will be paid on 23 May 2017 to
shareholders on the register at close of business on 18 April 2017,

The dividend payment which is expected to be £262m is strongly
supported by underlying cash generation. At 31 December 2016
Standard Life pl¢ held £0.9bn of cash and liquid resources and £1.6bn
of distributable reserves.

The final dividend, combined with the 2016 interim dividend of 6.47p,
brings the total dividend for the year to 19.82p - an increase of 8.0% on
the 2015 full year dividend.

How the dividend is funded

External dividends are funded from the cumulative dividend income that
Standard Life plc receives from its subsidiaries. To provide some
protection against fluctuations in subsidiary dividends, Standard Life
plc holds a bulfer of distributable cash and liquid resources. This buffer
is dynamic and takes into account expected future subsidiary dividend
flows and the risks to those dividends. Further information on the
principal risks and uncertainties that may affect the business and
therefore dividends is provided in the Risk management section of this
Strategic report.

Operating return on equity
(%)

15.2% +1% pt

Dividend per share
{pence)

19.82p +8%
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Liquidity management

Standard Life plc, the Group holding company, holds substantial cash
and liquid resources. At 31 December 2016, Standard Life plc held
£395m (2015: £522m) of cash and short-term debt securities, £304m
(2015: £290m) of bonds and £201m (2015: £200m) of heldings in
pooled investment funds managed by Standard Life Investments.

We continue to maintain a strong liquidity position and this was again
shown in internal stress testing undertaken during 2016,

The increase in dividends received from subsidiaries includes
approximately £50m related to capital released following the integration
of Ignis.

In April 2016 we increased our stake in HDFC Life by 9% to 35%. This
was funded from existing Standard Life plc resources. In October 2016
we completed the purchase of the Elevate platform business. This
purchase was funded by Standard Life Assurance Limited, but the cost
impact will be absorbed by Standard Life plc's resources over time,

In April 2016 we extended the maturity date of our syndicated revalving
credit facility by a further year to 2021. This £400m facility is held as
part of our contingency funding plans and is currently undrawn.

2016 2015
Standard Life plc cash and liquid resources £m £m
Opening 1 January 1,012 630
Canada net retained proceeds - 460
Dividends received from subsidiaries 457 355
Cash dividends paid to shareholders (370) (343)
Cash investments in assaciates and JVs arn 3}
Cash investments in subsidiaries (31) (44)
Other 9 {43)
Closing 31 December: 900 1,012

1 31 December 2016 excludes £36m of cash ia the Un¢laimed Assets Trusl. The sesidual
assets of this trust {after claims and ¢osts have been $ettled) are eapetted to be donated o
the Standard Life Foundation. IFRS preseniation at 31 December 2016 consists of
investments In subsidiaries at FVTPL of £276m, debl securilies of £605m and cash and cash
equivalents of £55m.




Business performance

Qur reportable segments have been identified in accordance with the way that we are structured and managed. In 2015 discontinued operations for
segmen(al reporting purposes related to our Canadian business which was sold on 30 January 2015 and our Singapore business, the closure of
which was announced in June 2015.

Analysis of operating profit* from continuing operations

Standard Life Pensions and Total
Investments Savings? India and China Other? Eliminations* continuing
2016 2015 2016 2015 2016 2015 2016 2015 2016 20158 2016 2015
£m Em £m fm £m £m £m Em £m £m £m £m
Fee based revenue 885 843 861 808 17 38 - - (112) (1100 1,651 1,579
Spread/risk margin . . 134 145 - - - - . - 134 145
Total operating ingome 885 843 995 953 17 38 - - {112)  (110) 1,785 1,724
Total operating expenses (537 (532 (655) (610} 22) (36} (57) (56) 112 110 (1,159) (1,124)
Capital management - - 22 14 - - (1) (5 - - 21 9
Share of associates’ and joint
ventures’ profit before tax 35 31 - . 41 25 - - - - 76 56
Operating profit before tax 383 342 362 357 36 27 (58) 61) - - 723 665
Underlying adjustmentss . . {42) (35) - - - - - - (42) (35}
Underlying performance 383 342 320 322 36 27 (58) 61) - - 681 630
Reversal of underlying
adjustments - . 42 35 - - - - . 42 35
Share of associates’ and joint
ventures' tax expense {11) 11 - - (2) {2) - - - - (13) (13)
Non-operating items (50) (53 (207 (131) (3) %7) (14) (26) - - (2r4y  (257)
Tolal tax expense (63) (53} (25) (38) - 5 20 9 - (68) 77
Singapore included in
discontinued segment - - - . - 42) - - - - - {42)
Profit for the year
attributable to equity holders
of Standard Life plc 259 225 130 188 31 {59) (52) (78) - - 368 276

v Operaling profit is IFRS profit befoze tax adjusted to remove the impact of short-term markel driven flu¢tuations in investment retum and economic assumption changes. restructuring costs,
amortisation and impaisment of Bniangible assets acquired in business combinatlons, gain or loss on the sale of a subsidiary, associate or joint venture and cther one-off items which are not
indicative of the long.term operating perfarmance of the Group. The impact of the restructuring of the UK sial pension scheme has been adjusted so that 2016 operating profitis based on the
expected long-term pension expense, which results in a £5m Increase 10 opesating profit before tax (2015: £35m) and & corresponding increase to non-operating 1estiuciuting and corporate
transaction expenses - refer to Note 16 in the Group firanclat statements section far further details.

' UK and Eurepe has been renamed as Pensions and Savings,

' QOther primarily refates to corporate centre costs and head office related acilvitles.

+  Eliminations primarily ietate to revenue and expenses incluced in both the Pensions and Savings business and Standard Life Investments, Therefore, a1a Group level an elimination adjustment Is

required to remove intra Groyup impagts.

v Relates 1o operaling assumption changes of £42m (201%: £44m), included in the spread/risk margin and principally in respect of longevity assumption changes, The 2015 underying adjusiment

alsa included £9m shareholder support provided to the Gemman with profits business, included in operating expenses.
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Standard Life Investments

Delivering
innovative, client
focused, funds and
solutions

“Continued revenue growth, together with controlled
management of costs, has delivered increased
profitability.”

Kelth Skeoch,
Chief Executive, Standard Life Investments

Standard Life Investments is a leading active asset manager. We offer
market-leading invesiment funds and solutions to our third party clients
through two main distribution channels:

» Institutional: managing assets for a wide range of institutions, such
as pension fund clients, gevernment authorities, corporates, charities
and insurance companies

» Wholesale: providing funds and solutions to retail investors through
wholesale distributors and platforms

We also provide active asset management services for life insurance
hooks to the wider Standard Life Group and to strategic partners such as
the Phoenix Group.

As truly active managers, we place significant emphasis on rigorous
research and a strong team ethos. This, combined with disciplined risk
management and shared commitment to a culture of investment
excellence, is key to helping our clients look to their future with
confidence.

Our distinctive investment philosophy, Focus on Change, lies at the
hean of our wide range of investment funds and solutions. Focus on
Change helps analyse key factors driving the market price of an
investment and identifies the drivers that the wider market may have
missed. Our core belief is that our experienced investment professionals
can consistently add value te client portfolios by exploiting these market
inefficiencies.

Overview

» Total AUM up 10%to £277.9bn

» Fee based revenue from growth channels increased by 9% to
£680m

» Gross inflows, in our growth channels, were resilient at £28.5bn
(2015: £31.4bn), while net outflows of £0.7bn (2015: inflows
£10.3bn) were impacted by higher redemptions

» EBITDA margin of 45% (2015: 42%), achieved one year ahead of
stated target on acquisition of Ignis

» Operating profit increased by 12%1to £383m (2015: £342m) driven
by increased fee revenue and controlled growth in expenses

» Cost/income ratio improved to 58% (2015: 61%) with continued
integration of the lgnis business and ongoing cost discipline

» Weaker short-term investment performance with 20% of growth
channels funds ahead of benchmark over one year, 76% aver three
years and 88% over five years
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We recognise that corporate governance along with responsible
stewardship of a business’ capital, employees, customers, environment
and society has a fundamental impact on long-term investment returns.
Qur commitment to socially responsible investing is a fundamental
component of our Focus on Change investment philosophy and process.

fnvesting for the longer term

An uncertain political backdrop has the potential to dampen global
economic growth: the form Brexit takes and the trade and immigration
policies implemented by the new US administration makes the path for
asset prices more complicated. A number of supportive factors are still
in play: the US corporate profits recession is ending, fiscal policy is
expected to be expansionary, and financial stress Is contained at least
for the time being. China is experiencing a slowing economy but remains
on course to rebalance away from investment and to consumption.

In a world of slow growth, low inflation and compressed returns, there
are still cyclical opportunities to be found. Qur view emphasises
sustainable yield as an investment theme, while searching for specific
growth opportunities.

Britain's decision {0 leave the EU may also affect our future operating
environment. We are monitoring developments on behaif of our
stakeholders and we remain ready to adapt our business to future
changes in regulations and markets, We remain committed to our
strategy of European business development. Work has commenced to
identify the aptimal stmicture and distribitinn model in order tn rontinue
to meet our clients' needs.

We suppornt the aims of the Financial Conduct Authority (FCA) Market
Study of the asset management industry and are committed 10
improving transparency, value and outcomes for customers and clients.
As a truly active asset managerwe have always been committed to
delivering consistent, long-term investment outperformance, and we
welcome any moves which help individuals understand the merits of
different approaches to investing. We will continue to work with the FCA
throughout the period of its market study.

We remain well positioned to deliver profitable and diversified growth,
We are broadening our offering to clients through a strong pipeline of
new investment funds and solutions. Our track record of client co-
development and commercialising innovation positions us well to
continue to meet the changing demands of our clients, At the same time
we continue to invest to drive performance, to raise our profile and to
enhance our infrastructure to support our growth ambitions.




Increasing assets

AUM increased by 10% to £277.9bn (2015; £253.2bn) driven by market
and other movements, of which around one-third relates to favourable
foreign exchange gains. The increase has been offset somewhat by the
natural run-off from our mature books together with net outflows in our
Wholesale channel against a background of volatite markets.

Resilient growth channels flows

Gross flows across our growth channels remained strong at £28.5bn
(2015: £31.4bn}, largely into Institutional and Wholesale. This result
reflects the breadth of our product offering, our expanding global
distribution capability and the increasingly diverse range of client
segments served. Net outflows of £0.7bn (2015: inflows £10.3bn) were
recorded; Institutional net inflows of £1.1bn (2015: £3.3bn) were offset
by Whotesate net cutflows of £1.7bn (2015: inflows £9.3bn). This
reinforces the benefit of our diversified client base where we have seen
a clear difference in investor sentiment in our two main distribution
channels. Wholesale redemptions increased as retail clients react
quickly to volatile markets and weaker short-term investment
performance while Institutional clients have longer term investment
horizans and are happier to ride out periods of market volatility.

By channel;

Institutional! - record gross inflows

Our Institutional business saw record gross flows of £15.6bn during
2016 (2015: £11.1bn). Redemptions also increased to £14£.5bn (2015:
£7.8bn) resulting in netinflows of £1.1bn {2015: £3.3bn). The quality
and breadth of our offering is demonstrated through net inflows into
private equity, real estate and multi-asset.

Wholesale! - challenging markets

Investor sentiment has been weak in this channel globally given market
volatility, the EU referendum result, other political uncertainty and
weaker short-term investment performance. Despite this, we have
achieved a top 5 gross sales position? in the UK wholesale markel for 17
consecutive quarters and remain well positioned with a share of gross
sales of 4.7%3 (2015: 5.4%). In terms of net sales, our ranking was 30th
in 2016. Lower gross flows and significantly increased redemptions of
£13.8bn (2015: £7.5bn} led to a net outflow of £1.7bn {2015: inflows
£9.3bn). Net inflows into MyFolio and fixed income are particularly
strong although multi-asset saw net outflows during the year, largely
due to GARS net outflows of £3.9bn.

By asset class:

Multi-asset experienced net outflows of £3.8bn {2015: inflows £9.5bn},
£3.9bn of net outflows from Wholesale offset by £0.1bn of Institutional
inflows. Gross flows into GARS slowed during 2016 to £10.2bn (2015:
£17.0bn) with redemptions also increasing to £14.5bn (2015: £7.7bn)
resulting in net outflows of £4.3bn (2015; inflows £9.3bn). The launch of
the Liability Aware Absolute Return Ill fund and the Global Focused
Strategies fund in the US helped other multi-asset solutions net inflows
to reach £0.5bn.

Total growth channels gross flows excluding GARS were £18.3bn

(2015: £14.4bn) with net inflows of £3.6bn (2015: £1.0bn). Qur
diversified fund offering is demonstrated by continued demand for asset
classes such as our MyFolio range of funds, which saw net inflows of
£1.6bn (2015: £1.9bn) as AUM increased to £10.5bn (2015: £8.1bn).
Other flows echoed market sentiment with investors continuing to
retreat from equities towards fixed income with net outflows of £0.3bn
(2015: £nil) and net inflows of £1.1bn (2015: £0.3bn) respectively. Real
estate also saw net outflows of £0.3bn (2015: inflows £0.3bn). Other
asset classes saw net inflows of £1.0ba (2015: £6.8bn).

By geography:

North America returned net outflows in the year of £0.7bn

(2015: inflows £3.0bn}, with aver half as a result of fund rationalisation
aclivity, European and Asian net outflows of £1.5bn and £0.1bn
respectively (2015; inflows of £3.4bn and £1.2bn respectively),
reflected the impact of investment volatility on wholesale markets. This
also impacted our domestic UK business with net inflows reducing to
£0.1bn (2015: £4.4bn}. In India, our share of HOFC AMC net inflows
increased to £1.5bn {2015: £0.8bn}.

Mature books

Our mature books business, which is in natural run-off, saw overall net
outflows of £4.8bn (2015: £6.8bn). This was due to net outflows of
£2.7bn (2015: £4.8bn) from the assets managed on behalf of Phoenix
Group as well as net outflows of £2,1bn (2015: £2.0bn) from the life
insurance books we manage for Standard Life Group. Notably, 2016
included the award of a new mandate for £1.2bn of assets from Phoenix
Group, as our refationship with this strategic partner develops. 2015
included a £1.4bn one-off redemption by Phoenix Group.

Further information on AUM and net flows is included in the Supplementary
information section of this report

Gross Inflows Net flows AUM
2016 2015 2016 2015 2016 2015
£bn £bn £bn £bn £bn £bn
Institutionat: 15.6 111 1.1 3.3 87.0 67.0
Wholesalet 12.1 16.8 a.n 9.3 50.1 459
Wealth 0.8 0.9 (0.1) 0.2 6.8 6.5
Ignis? - 2.6 . (2.5) 11.1
Total growth channels 28.5 31.4 (0.7) 10.3 143.9 130.5
Standard Life Group 3.5 4.1 (2.1) (2.0) 90.2 83.1
Phoenix Group 1.2 0.2 (2.7) (4.8) 43.8 39.6
Total strategic partner life business — mature books 4.7 4.3 (4.8) (6.8) 134.0 122.7
Total 33.2 35.7 (5.5} 3.5 2779 253.2

' During 2016 Ignis funds were merged into Standard Life Investinents funds and are now reposted within Institutional and wholesale. This has resuliedin a transfler of £11,1bn AUM out of kgnis

Into Institutional {£5.8bn} and Wholesale {£1.35n} through Market and other movements.
* Spurce: Pridham market report Q4 2016.
£ Spurce: nvestment Association G4 2016
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Standard Life Investments continved

Growing revenue

Increased fee based revenue

Growth channels fee based revenue increased by 9% to £680m due to
higher AUM, 2 continued shift in mix towards our higher margin growth
products and favourable foreign exchange movements, Total fee based
revenue grew by 5% to £885m with a robust performance from our
mature business. The average revenue yield on growth AUM was 53bps
(2015: 52bps) and for mature books reduced slightly to 16bps (2015:
17bps) due to lower performance fees.

Lowering unit costs

Controlled operating expense growth

We have reduced our costfincome ratio to 58% (2015: 61%), which is
helped by the integration of Ignis together with the operational leverage
inherent within our business model. We have maintained flexibility in
our cost base which provides resilience in current market conditions.
Total operating expenses increased modestly by 1% to £537m
demaonstrating our ability to continue expanding our investment
capabilities and global reach while maintaining cost discipline.

Fee based revenue Cost/income ratio
(Em) (%)

£885m +5%
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Oriving profit

Operating profit before tax increased by 12% to £383m driven by the
increase in fee revenue and the closely controlled growth in expenses.
Operating return on equity increased to 39.5% (2015: 36.3%).

EBITDA, which is closely aligned with aperating profit, increased (o
£395m. Qur EBITDA margin grew to 45% (2015: 42%), achieving the
target set when we acquired lgnis.

Total IFRS profitt increased to £259m (2015: £225m) due to strong
operating performance and the benefit of lower Ignis integration costs.

2016 2015
£m £m
fee based revenue 885 843
Operating expenses (537) (532)
Share of associates’ profit before tax 35 31
Operating profit before tax 383 342
Interest, depreciation and amontisation 12 10
EBITDA 395 352
Reversal of interest, depreciation and
amonrtisation (12) {10}
Non-gperating items (50) (53)
Tax expense? (74} (64)
Total IFRS profit? 259 225

58% -3% pts

1 After tax, from continuing operations. attributable to equity holders of Standard Life plc,
7 Taxeapense includes share of associales’ [ax expense,

Operating profit before tax
(Em)

£383m +12%




lgnis integration

As at 31 December 2016, in our second full year of ownership, the
migration of the Ignis business onto the Standard Life Investments
platform is substantially complete, with the final integration costs to be
incurred in H1 2017.

The integration of [gnis has allowed us te deliver annual synergies in
excess of £50m and helped us to achieve an EBITDA margin for the
combined business of 45%, a year ahead of target,

Delivering long-term Investment performance

Investment perfermance in 2016 was weak as short-term performance
was adversely impacted by the market reaction to macre-econgmic and
geopolitical events. Over one year, 20% of growth channels funds were
ahead of benchmark. Despite this, the longer-term performance remains
strang; 76% of funds were ahead over three years while 88% were
ahead of benchmark over five years (2015: one year 88%, three years
95%, five years 90%;.

Portfolios were positioned for a modest recovery in economic growth,
Market volatility, initially in China but more latterly in response to the
result of the UK's referendum on EU membership, undermined investor
confidence, boosting prices for defensive assets at the expense of mare
growth orientated stocks. Performance did, however, stage a late
recovery as investors regained their appetite for risk assels. However,
this rebound was insufficient to offset the losses from earlier in the year.

Increasing diversification

We continue to build efficient and effective global operations with a
presencein 29 cities worldwide including our Head Office in Edinburgh
and regional hubs in Beston and Hong Kong. As well as our own
distribution, we have developed strong relationships with strategic
partners in the US, Canada, India, Asia, Japan and in the UK including
the wider Standard Life Group, giving us an increasingly international
client base across 45 countries. A recent example of this is our strategic
partnership with Bosera International, in mainland China, with whom we
are collaborating on a manyfacturing basis, including joint product
innovation and investment management cooperation. In February 2017
we also announced the commencement of a strategic partnership with
Challenger, a leading retirement income group in Australia.

Woe are increasingly diversified with innovative investment solutions,
such as liability aware and a range of multi-asset investment solutions
as well as investment capabilities in traditional asset classes, including
equities and fixed income. We are also working to strengthen our private
markets capability.

Bullding our private markets capability

A large and growing asset base
» Traditionally only larger more sophisticated investors were able to
target this market through specialist managers

» More investors are looking to ‘capture’ illiquidity premia and
‘dampen’ listed market volatility

» c10% annual growth in private market assets over the last decade

Awards and recognition
Our dedication to meeting clients’ financial needs resulted in us winning
a number of industry awards, including:

» UK Fixed Income Manager of the Year and Global Fixed Income
Manager of the Year 2016 - Professional Pensions Investment Awards
» Best Targeted Absolute Return Fund Provider — Moneyfacts Awards

» Large Fund Manager of the Year — Local authority pension fund
awards

» UK Equity Inceme Unconstrained platinum award - Portfolic Adviser
Fund Awards 2016

» UK Core Fixed Income and Pan-Europe Small Cap Equity winner —
Institutional Investor 2016 European Money Management Awards

» Global Fixed Income - Financial Times PIPA Awards 2016

» Best Application of ESG - Asia Asset Management Best of the Best
2016

» Best House for Absolute Returns - Asia Asset Management Best of the
Best 2016

» Standard Life Wealth won 'Boutique investment Management' at the
Charity Times Awards

» Boston office ranked best medium-sized employer — 2016 Pensions &
Investments’ Best Place to Work in Money Management awards

Creating one private markets platform
» Focus on co-creation, product development and distribution

» Leverage existing capabilities and client relationships — typically our
institutional clients have one individual responsible for private
markets

» Look to strengthen existing capabilities
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Pensions and Savings

Building lasting
relationships with
our customers

“We want to help and support people in managing
their money taday and saving for their future. By
understanding their needs we use our skills and
knowledge to advise, guide, inform and importantly,
develop the right praducts and services.”

Paul Matthews,
Chief Executive Pensions and Savings

Our Pensions and Savings business is a leading provider of long-term
savings and investment propesitions. Our main aim is to help people
manage their money today and save for their future.

in the UK we offer products and services through two broad growth
channels:

» Retail: pensions and savings where the relationship is either directly
with the customer, orwith their financial adviser

» Warkplace: pensions, savings and flexible benefits to employees
through their employers

We also own businesses that specialise in financial advice and risk and
cempliance services.

The Eurppe business consists of our domestic and international bend
businesses in Ireland as well as our business in Germany,

Our valuable mature book includes UK mature Retail, which includes
business that was predominantly written before demutualisation and
spread/risk products, such as annuities and pratection, which provide a
sustained contribution to our profit.

Close collaboration with Standard Life Investments allows us to support
customers with a full suite of solutions. Pensions and Savings accounts
for 84% of tota! MyFolio AUA. Standard Life Investments manage 71% of
our Workplace AUA and 21% of our Wrap assets. The interaction
between the two businesses helps strengthen our relationship with our
custemers by improving the quality of our propositions and the choices
available,

Overview

» AUA up 21%to £181.5bn driven by the acquisition of Elevate,
market movements and net inflows

» Growth channels gross inflows of £13.5bn - the highest year ever

» Growth channels net inflows of £5.9bn — down 12% as customers
continue to take advantage of pension freedoms

» Operating profit before tax remained stable at £362m
(2015: £357m), including a £5m loss from Elevate

» Operating expenses are stable in real terms after excluding costs
relating to the growth of 1825 and the acquisition of Elevate, We
remain committed to driving further cost efficiencies to support
future growth,
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Broadening and deepening relationships

We acquired the Elevate platform from AXA on 31 October 2016,
bringing a further £11.1bn of AUA to the business. Elevate, with its
broad market appeal, award-winning service and positive net Rows, will
complement our existing Wrap platform with ¢£30bn of assets which is
focused on the wealth management market. Together our platforms
have over £44bn of assets and they will give more than 3,000 adviser
firms access to the full range of Standard Life's pension and investment
capabilities.

We continue to grow our 1825 financial advice business which offers a
full inancial planning and personal tax advice service, Offering a wide
range of investment options, supported by investment experts and
technalogy, clients are able to access support how and when they need
it. We have completed the acquisition of four quality adviser firms to
date, broadening our reach across the country and bringing tolal assets
under advice in 1825 up to £3.2bn.

Qur Workplace business continues to build scale. Since auto enrolment
beganin 2012 we have supported over 8,000 employers to set up
Qualifying Workplace Pension Schemes (QWPS), with over one million
members enrolled into these schemes.

External factors

A number of external factors have impacted global economic growth and
led to increased uncertainty, increasing the customer need for advice,
guidance and information. Volatility in financial markets resulted in
lower daily average asset values in the {irst hatf of the year, whilst the
rise in market levels increased asset values in the second half of 2016.
The weakening of Sterling led to an increase in the value of overseas
denominated assets.

The EU referendum result in favour of leaving the EU surprised global
markets in June and combined with other factors brought challenging
conditions for sales. We operate branches in Ireland and Germany and
there is a risk that regulations may change and impact on our current
operating structure. We will respond to these developments in a way
that takes into account the best interests of customers, clients and our
Pensions and Savings business.

The Financial Conduct Authority’s thematic review into the sale of non-
advised annuities showed that a portion of annuity sales that we made
since July 2008 did not adequately explain to customers that they may
have been eligible for an enhanced annuity. We are continuing the work
to ensure we put things right and have made a provision in our accounts
for the costs that we may incurin relation to this.




Increasing assets

Gross Inflows Net flows AUA
2016 2015 2016 2015 2016 2015
£bn fbn £bn £hn £bn £bn
UK Retailt 8.1 7.5 3.7 39 62.9 42,6
UK Workplace 4.1 4.1 1.7 1.9 37.4 33.0
Europe growth fee! 1.3 1.6 0.5 0.9 11,2 9.6
Total growth channels 13.5 13.2 5.9 6.7 111.5 85.2
UK mature Retail 0.6 0.7 (2.5) (2.4) 34.3 327
Spread/risk 0.2 0.2 (0.9) 0.9 16.1 14.9
Europe malure fee 0.7 0.7 (0.1) 0.2 10.1 8.4
Conventional with profits - - (0.9) ©0.9) 0.6 1.3
Total mature books 1.5 1.6 (4.4) (4.0 61.1 57.3
Assets not generating revenue from products - - - - 89 7.7
Total Pensions and Savings 15.0 14.8 1.5 2.7 181.5 150.2

+ Platform AUA of £44.2bn (Wrap, Elevate and Fundzone) comprises of £41,7ba (2015: £24.4bn) reponed within UK Rewail and £2.5bn {2015: £2,1bn) selating to Wrap International Bond reported

within Europe growth fee,

Growth channels

UK Retail

UK Retait AUA has increased 48% to £62.9bn (2015: £42.6bn),
reflecting the acquisition of Elevate, strong platform inflows and positive
market movements. Retail gross inflows exceeded £8bn for the first
time,

Foltowing pensian freedoms we have seen more of our customers
moving into our drawdown products, with total assets invested in
drawdown products increasing by 21% to £16.4bn (2015: £13.6bn)
reflecting both inflows and positive market movements. Gross Retail
outflows increased by 22% to £4.4bn as the size of our proposition
grows and customers make use of drawdown functionality.

UK Workplace

UK Workplace AUA increased by 13% to £37.4bn (2015: £33.0bn),
benefiting from net inflows of £1.7bn. Whilst we have seen fewer large
scheme transfers across the market as employers adapt to new pension
regulations, we are benefiting from growing contributions into existing
schemes which provide a steady long-term source of growth.

Our success in attracting new flows through auto enrolment has resulted
in a 5% increase in regular premiums to £3.1bn. Regular premiums now
account for 75% of Workplace inflows.

Our Workplace business continues to be a source of growth for our retail
businesses with £2.2bn of assets transferring in 2016.

Pensions and Savings AUA
(£bn)

£181.5bn +21%

UK Retall gross Inflows
(£bn}

£8.1bn +8%

Europe growth fee

In our Europe business, AUA in our growth channels of £11.2bnis up
17% on 2015 with net inflows of £0.5bn and favourable foreign
exchange and market movements.

Mature books

UK mature Retail

As oipected, we continue to see stable net outflews on our UK mature
Retail book of business, This included £0.3bn transferred 10 our Active
Money Personal Pension product (included in our growth channels),
with customers continuing to take advantage of pension freedoms. We
engage with our customers who are approaching retirement or have
maturing policies to help ensure they are equipped to make informed
decisions, This is valued by our customers with many choosing to
continue to save with us.

Spread/risk

Spread/risk AUA increasced by 8% to £16.1bn, with net outflows from
scheduled annuity payments of £0.9bn, offset by the benefit from
reduclions in yields inercasing the value of bond investments backing
cur annuity book.

Europe mature fee

Curope mature fee includes our German with profits book which was
closed to new business in April 2015, resulting in net outflows of £0.1bn
in 2016.

Ptatform AUA (Wrap, Elevate ang Fundzone)
(£bn)

£44.2bn +67%

Further
infarmation on
AUA and net flows
are included in
the
Supplementary
information
section ofthis
report
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Pensions and Savings continued

Proﬁtability UK Europe Penslons and Savings
Ms 2015 2016 2015 2016 2015
£m fm £m £m £m £m
Fee based revenue 664 631 197 177 861 808
Spread/risk margin 119 143 15 2 134 145
Total operating income 783 774 212 179 | 995 953
Operating expenses (487) 455) (168) (155) {655) {610)
Capital management 23 15 (1) {1} 22 14
Operating profit before tax 319 334 43 23 362 357
Underlying adjustments! (38) (43) {4) 8 {42) (35)
Underlying performance 281 291 39 31 320 322
Reversal of underlying adjustments 38 43 4 (8) 42 35
Non-operating items? (213) (108} 6 (25 (207 {131)
Total tax expense {13) (1) a2 ) {25) (38)
Total IFRS profit? 93 197 37 €] 130 188

1 Relates to operating assumption thanges of E42m (2015: £44m), included in the spread/risk margin and princlpally in respecs of longevity assumption ¢hanges. The 2015 undertying adjustment
alsoincluded £9m shareholder suppen piovided o the Gemman with profits business, Included in operating expenses,

?  Nan-operating items prmarily relate 1o a provision {or annuity safes practices of (£175m}, short-term Auctudtions in Investment return and economic assempiion cthanges of £13m
{2015: (£54m}) and restructuring and corporate transaction expenses of (£38m) (201 5: (£75m)).

¥ ARertax attributabte to equity holders of Standard Life pic from continuing operations,
Growing revenue

Fee based revenue

UK fee based revenue increased by 5% to £664m. Fee hased revenue
benefitad from a combination of strong net inflows together with
positive movement in market levels over the second half of the year. Our
continued focus on the growth of 1825 and the acquisition of Elevate
has enabled us to diversify our sources of revenue, increasing fee
revenue by £8m. Average fee revenue yield remained broadly stable at
58bps (2015: 59bps).

Spread/risk margin

UK spread/risk margin decreased by £24m to £119m. Operating
assumption and actuanial reserving changes provided a benefit of £38m
(2015: £43m), primarily relating to future longevity assumption
changes. Although we had expected fewer asset and liability
opportunities to exist in the low yield envirenment, we took advantage
of volatility in financial markets mainly in H1 2016 to deliver a benefit of
£25m (2015: £30m). A number of other components contributed to a
lower spread/risk margin than 2015 including adverse mortality
experience and reduced new business. These reductions were partly
offset by an £18m payment in 2016 from our main with profits fund
relating to changes to the Scheme of Demutualisation in response to the
transition to Solvency Il. This effectively brings forward some of the
payments expected in future years under the previous scheme rules.

UK fee based revenue
(£m)

£664m +5%

UK cost/income ratio
(%)

62% +3% pts
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Lowering unit costs

Operating expenses

UK operating expenses increased by £32m to £487m, impacted by the
continued drive to scale our business. The growth of 1825 and
acquisition of Elevate incurred operating expenses of £21m. The
costfincome ratio rose to 62% (2015: 59%) which also included the
impact of lower spread/frisk margin in 2016, Excluding the acquisition of
Elevate and the growth of 1825 the costfincome ratio would have been
60%.

Ongoing investment in technology to reduce future customer eperations
and IT maintenance costs has allowed further process automation and
customer self service, Examples of our progress include:

» In 2016, 30% of our customers who took action following pension
freedoms transacted entirely online

» Our anline Good to Go propesition meets the needs of smaller
employers efficiently by processing pension schemes on the same
day and has secured ¢3,500 schemes in 2016 (c7,500 to date)

Pensions and Savings operating
profit before tax (£Em})

£362m +1%




Driving profit

Operating profit

Pensions and Savings operating profit before tax remained stable at
£362m (2015: £357m) including a loss of £5m from Elevate, £2m of
which is underlying trading, Operating profitincludes the £22m
spread/frisk margin benefit from an acceleration of payments from our
main with profits fund relating to changes to the Scheme of
Demutualisation in response to the transition to Solvency 1.

UK

UK operating profit reduced by £15m to £319m. The reduction was due
to a £24m reduclion in the spread/risk margin and a £5m loss for
Elevate. Excluding this our gperating profit improved by £14m, with an
11% increase in aur growth channels fee revenue,

Europe

Europe operating profit increased by £20m to £43m. The 2015 result
was lower due to the impact of the £9m one-off shareholder suppaort
provided to the German with profits business. In 2016 our German
business benefited from a £5m reduction in actuarial reserves due to
lower maintenance expenses. The 2016 spread/risk result includes the
benefit of a £4m payment from our main with profits fund relating to
changes 1o the Scheme of Demutualisation in response to the transition
to Solvency II. The 2016 result also benefited from favourable foreign
exchange movements of £2m.

Operating return on equity

Operating return on equity decreased 10 13.4% (2015: 15.2%) reflecting
higher opening shareholder net assets and a higher tax charge,
Operating return on equity ¢ontinues to be diluted by the impact of the
£1.1bn pension scheme surplus. Exctuding the impact of the pension
scheme surplus, operating return on equity was 20.4% (2015: 22.1%).

Tota! IFRS profit

Pensions and Savings total IFRS profit decreased by £58m to £130m.
This is mainly due to a higher non-operating loss of £207m

(2015: £131m). The non-operating loss includes a provision of £175m
for the costs that we may incur in relation ta the FCA's review of aur
annuity sales practices. This was partly offset by favourable short-term
Auctuations in investment return and economic assumption changes
and lower restructuring and corporate transaction expenses compared
lo 2015.

Our online retirement journey

Awards and recognition

» Best Group Personal Pension Provider, Money Observer Pension
Awards 2016

* Group Pension Provider of the Year, Corporate Adviser Awards 2016

# Group Personal Pension provider of the Year, Pensions Insight DC
Awards 2016

» Wrap awarded a Platinum Platform rating, Adviser Asset 2016

» Wrap awarded Best Platform Provider with AUM over £15hn,
Schroders UK Platform Awards 2016

» Elevate awarded Best Platform Provider with AUM up to £15bn,
Schroders UK Platform Awards 2016

» Elevate awarded Best Platform for Adviser Service, Schroders UK
Platform Awards 2016

Integrating twe award winning platforms

We're delighted to have won the Best Large Adviser
Platform Provider (AUM over £15bn) award at the
Schroders UK Platform Awards 2015.

This award shows the exceptionally high standard of
ourWrap Platform.

Elevate also won the Best Smaller Adviser Platform
(AUM up to £15bn) award. This is an exciting time for
us as we work towards bringing together two of the
best platforms in the industry.

These awards are important because they are voted for
by the adviser community, advocating the strength of
our advisory relationships.

We want to expand our pravision of advice and guidance to more people, enhancing engagement with our customers and the opportunity for

Standard Life.

An excellent example is how we guide our customers online through their retirement journey. Here we've built an efficient, scalable solution
meeting the needs of customers following the introduction of pension freedoms.

By 31 December 2016, almost 54,000 customers had used our online retirement journey.
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India and China

Well positioned
for future growth

Our India and China life business consists of cur life associate in India,
HDFC Life; our life joint venture in China, Heng An Standard Life; and our
wholly owned business in Hong Kong. The results of our Indian asset
management associate business, HDFC Asset Management Company,
are included in the Standard Life Investments section of this Strategic
report.

Qur operations in India and China continue to strengthen and are well
positioned fer future growth in the region.

Growing our presence in India

HDFC Life is currently one of India’s leading life insurance companies
with a 16% market share in the private sector. It has a bread product
portfolio which provides over 20 million customers with innovative
insurance and savings solutions.

We continue to be encouraged by the future outlook for the life
insurance market in India. The insurable population is anticipated to
reach 750 million in 2020 and life insurance is projected to comprise
35% of total savings by the end of this decade, Demographic factors
such as a growing middle class, young insurable population and
increasing awareness of the need for protection and retirement planning
are anticipated to support the growth of the life insurance and pensions
industry in India.

In April 2016, we completed the transaction to increase our stake in
HDFC Life from 26% to 35% for £179m.

In August 2016, we announced that HDFC Life had agreed terms with
Max Life Insurance Company Limited {Max Life), Max Financial Services
Limited {Max FS) and Max India Limited for the cambination of the life
insurance businesses of HOFC Life and Max Life. The strategic benefits
of this transaction include increased scale and enhanced distribution
and product mix. Max Life’s bancassurance relationships with three of
the leading private sector banks in India wilt complement HDFC Life’s
already strong distribution capability.

The proposed transaction is subject to several regulatory, court and
other necessary approvals. Although the Insurance Regulatory and
Development Authority of India (IRDAI) expressed reservations on the
proposed scheme, the transaction parties are working through these
with the IRDAI ang aim to complete the transaction in the next 12
months,

Overview

Following completion, Standard Life, based on current shareholdings,
would hold a 24.1% stake in the enlarged entity. The shares of HOFC Life
would list on the Bombay Stock Exchange and the National Stock
Exchange of India, subject to approval of these stock exchanges and the

- Securities and Exchange Beard of India.

Anticipated shareholdings in post-completion KDFC Life, based on current sharehaldings in
HOFC Life and anticipated pre-completion shareholdings of Max Life. Max FS is listed on the
Nationa! Stock £xchange of India (MFSL NSE) and the Bombay Stock Exchange (500271 BSE),
After a significant amount of change over recent years the regulatory
framework is now fairly stable with the Government of India focused on
ensuring greater social security for Indian citizens. HOFC Life has
responded well to these historic changes maintaining its position as one
of the teading private companies in the life insurance market and will
continue to work with regulators, in order to better understand and
shape future changes and adapt to them efficiently and effectively.

Positioned for future growth in China and Hong Kong

Heng An Standard Life continues to build a sustainable and profitable
business by offering a range of insuran¢e and savings productsto a
growing customer base in mainland China. Both profitability and sales
are ahead of 2015.

The Chinese insurance market has grown in recent years to become the
second largest in the world and we believe that the prospects for future
growth remain very positive, driven by an increasing middle class and
wealthy population who are living longer and are more aware of the
need for protection, medical insurance and retirement provision. Heng
An Standard Life, through its extensive sales network and product range,
is welt positioned to meet this need. It also continues to investigate
opportunities to increase its presence in the growing pensions market
and has now submitted an application 1o the China Insurance
Regulatory Commission for a new pensioninsurance company licence,

In Hong Kang, market volatility and recent regulatory changes have
made growing flows challenging. We remain focused on retaining and
efficiently managing the policies cumently on our books as we continue
to define our future business strategy.

Growth opportunity in the Indian insurance market

India
» Increased our stake in HDFC Life to 35% in April 2016

» Proposed combination of the life insurance businesses of HDFC Life
and Max Life announced in August 2016

» HOFC Life operating profitincreased to £34min 2016 driven by the
growth in premium income
» HDFC Life dividend, paid in December 2016, was 22% higher

compared to the prior year and Standard Life's share of the dividend
was £8m

China
» Heng An Standard Life's operating profit and net flows increased by
over 70% in 2016

Hong Kong
» Fee based revenue and net flows reduced in Hong Kong due to lower
regular premium business which we stopped sellingin 2015

34 Standard Life 2016

Source: Internationzl Monetary Fund, March 2016. Graph teflects retative growth In GDP,

* Indiais the 10th largest life insurance market in the world with
Rs 3.7trillion in total premiums in 2016

» Life insurance penetration expected to rise from 2.7% {oday towards
the global average of 3.5% benefitting from factors such as a growing
middle class, young insurable population and increasing awareness
of the need for protection and retirement planning




Increasing assets

Total AUA increased by 64% to £4.6bn reflecting favouratle market
movements, including the benefit from a lower Sterling exchange rate.
HDFC Life's AUA increased to £3.4bn (2015: £1.8bn). £0.8bn of the
increase reflects our higher share of HDFC Life AUA following our stake
increase in April 2016,

AUA in Heng An Standard Life increased to £0.6bn (2015: £0.5bn) and
Hong Kong also increased to £0.6bn (2015: £0.5bn).

Net inflows continued to increase in our associate and joint venture
businessesto £362min 2016 {2015: £230m). Net inflows in HDFC Life
were £295m of which £49m relates to the increased ownership. Net
flows in Heng An Standard Life increased to £67m ¢compared to net
flows of £36m in the prior year.

In Hong Kong, net inflows decreased to £46m (2015: £63m) as a result
of lower regular premium new business.

Further information on AUA and net flows is included in the Supplementary
information section of this repont

Growing revenue

HDFC Life's commitment to digital leadership and product innovation for
its customers has driven the development of the successful ‘Click2’
online product series and award-winning cancer care plan. Through their
broad product range, premium income increased by 18% compared to
2015.

Heng An Standard Life’s new business sales have increased by 39%
compared to 2015.

In Hong Kong fee based revenue decreased by £21m due to lower
regular premium business which we stopped selling in 2015. This
reduction is expected, as regular premium business generates most of
its revenue during the first two years from policy issue date.

Lowering unit costs

In Hong Kong, we continue to manage ¢osts whilst investing in new
propositions in response to changes in regulation. Qur focus on ¢ost
management resulted in a reduction in operating costs compared to
2015.

AUA and net flows AUA split by business at

31 December 2016 (£bn)

£4.6bn +64%

Driving profit

Operating proefit before tax increased to £36m driven by an increase in
operating profit from HOFC Life to £34m* (2015: £21m) and an increase
in Heng An Standard Life to £7m (2015: £4m). Both aur associate and |V
businesses continue to benefit from growth in premium income.

This increase was partly offset by an operating loss in Hong Kong of £5m
(2015: operating profit £2m), due to falls in both revenue and expenses
as the business product mix continues to adjust following the regulatory
changes in 2015. We are considering further actions to address the loss
making position,

Total IFRS profitincreased to £31m (2015; loss £59m), 2015 included a
f46m non-operating restructuring loss in Hong Kong following
regulatory change and a Singapore IFRS loss before tax of £42m which
largely related to the closure of that business.

2016 2015
£m fm
Share of associates’ and joint ventures' profit
before tax 41 25
Hong Kong fee based revenue 17 38
Hong Kong operating expenses (22) (36)
Operating profit before tax 15 27
Share of associates’ and joint ventures' tax
expense 2) 2
Non-operating loss 3) 47
Total tax expense - 5
Singapore included in discontinued segment - {42)
Total IFRS profit/(loss) after tax 31 (59

Note: Results are presented on the basis of Standard Life ownership
percentages during 2016 and do not include the 40% share in HDFC
Asset Management which is included in the results for Standard Life
Investments, HOFC Life ownership was 26% until the énd of April 2016
and then 35% from May 2018, Heng An Standard Life ownership is 50%
and Hong Kong is 100%.

1 Based on Standard Life ownership percentages during 2016, Assuming a constant 26%

sharehotding the operating profit in 2016 would have been £28m comparedto £21min
2015,

Operating profit hefore tax
(Em)

£36m +33%
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Risk management

Effectively
managing risk
INn an uncertain
environment

“Qur risk management framework continues to
operate effectively in a constantly changing risk
environment. This is essential for protecting the
interests of our customers and clients while providing
a sound platform for growth and building long-term
value.”

Raj Singh,
ChiefRisk Officer

Our approach to risk management

The consistent application of effective and pre-emptive risk
management acrass our business protects the value of Standard Life in
the short-term while encouraging the development of long-term value.
We ensure that:

» Well informed risk-reward decisions are taken in pursuit of our
business plan objectives

» Capital is delivered to areas where most value can be created from the
risks taken

Our approach to risk management, delivered through our Enterprise Risk
Management (ERM) Framework, is well embedded in our business, The
pace of change in the business and risk environment, and the threats
and oppeortunities arising from it, mean we will always review and adapt
our methods to ensure we are well placed to respond pre-emptively.

Qver the past year ourrisk management approach has received external
recognition, In May 2016, Standard & Peor's increased their rating on
the Risk and Capital Models component of our framework to 'positive’
and maintained their 'strong’ rating of our overall ERM Framework.

We also received two external awards; Insurance Risk Manager of the
Year (February 2016, Risk Magazine) and Insurance Risk and Actuarial
Functien of the Year for 2017 (January 2017, Insurance ERM).

We are building a simplified, well diversified and scalable world-class
investment company and in order to deliver this effective risk
management is essential. We must ensure that change is successfully
implemented with any change in our overall risk profile understood. This
includes the ongoing integration of Elevate and 1825 acquisitions.

Business and risk environment

The wider environment proved Lo be challenging in 2016. We continue to
operate under a heightened level of uncertainty with political, financial
and regulatory risks being the predominant themes over the year. We
expect this heightened level of uncertainty to continue in 2017,

The major political event for our business in 2016 was the UK's vote to
leave the EU, We will be directly impacted by the outcome of the
negotiations between the UK and EU, although the details may not be
known for some time, We have a strong track record of successfully
responding to changing circumstances and are ready to adapt our
business as appropriate to any post-Brexit changes in reguiations and
markets,
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The outlook for financial markets is uncertain; however, we have a
robust Focus on Change investment philosophy and a strong, resilient
capital position which we have subjected to a wide range of stress and
scenario testing. This allows us to be prepared for whatever market
conditions we face.

Given the vital role that our industry has in society, we are subject to
high levels of political and regulatory focus. in 2017 the regulatory
agenda will continue to evolve with the outcome of a number of market
studies and new regulatory initiatives. Also, the UK Government will ook
to determine its prigsities and agenda. We are directly engaged with
government, industry bodies and regulators ta make sure that our
knowledge and experience informs the decisions that are taken.

Our principal risks and uncertainties

The specific risks that we face as a business are driven by what we
choose to do and how we do it, as well as the wider environment in
which we are operating. We group these risks into categaries which
include Strategic, Conduct, Operational, Financial Market and Credit and
Demographic and Expense.

From within these categories we have identified our principal risks and
uncertainties, These should not be considered to be an exhaustive list of
all the risks that the Company faces, but rather those which we currently
believe have the greatest potential to affect our business model, future
performance, solvency or liquidity. These principal risks were subject to
robust assessment by the Board during 2016.

As our strategic development cantinues and we respond to changes in
the external environment, it is to be expected that both the risks
themselves and the relative importance of these may change.

Viability statement

The Directors confirm that they have a reasonable expectation that
Standard Life will be able to continue in operation and meet its liabilities
as they fall due over the next three years, The Directors’ assessment
takes into account Standard Life’s current capital and liquidity position,
as described in the Chief Financial Officer's overview, which shows a
Solvency |l regulatory capital surplus of £3.1bn and substantial cash
and liquid resources held by Standard Life plc.

The key processes used by the Board to assess the prospects of
Standard Life are set out below, The assessment process is overseen by
the Risk function and is subject to challenge from executive
management and the Risk and Capital Committee, as well as Board
consideration.

The business and strategic planning processes: Strategic planningis a
continuous process which underpins business planning. Strategic
planning considers the sustainability and resilience of our business
model as described on page 8 of this report, which is key to ensuring our
business remains viable. Business planning is an annual process which
projects the performance, regulatory capital and liquidity of Standard
Life over a three year period, and considers multiple scenarios including
a severe downside economic scenario. The severe downside used in
2016 assumes that the global economy tips into a severe recession;
global equities fall and long-term interest rates reach new lows. Our
projected capital positions are a measure of the capital we need in the
business to cover our risks, including financial and operational risks,
under such stress scenarios. Our analysis shows that, whilst capital is
eroded under the severe downside scenario, the strength and quality of
cur capital base is such that regulatory solvency is maintained and our
busingss remains viable,

Quantitative stress and scenario testing which investigates Standard
Life’s liquidity and capital positions’ exposure to specific risks and
combined scenarios. Stresses are calibrated at the 1-in-200 probability
level, or more extreme, and test Standard Life's resilience to market,
credit, expense and demegraphic shocks, Standard Life remains solvent
in such circumstances and can support potential cash outflows,




Reverse stress testing which gives a quantitative and qualitative
understanding of plausible but severe risk scenarios which could
threaten the viability of Standard Life, and informs related management
actions. The scenarios assessed evolve over time and are informed by
the principal risks set out later in this section. Whilst a limited number
of scenarigs can be assessed each year the insight from previous years’
exercises often remain retevant. This year scenarios assessed risk
events related ta failures of key third parties, significant regulatory
change and political change, major shocks to financial markets, cyber
threats, and reputational damage caused by matters of conduct in parts
of Standard Life orits joint ventures. The assessment showed that,
taking into account mitigating actions, Standard Life is resilient to
extreme events as a result of its embedded risk management
framework.

Oversight of risk within the business delivered through the Own Risk
and Solvency Assessment (ORSA) processes described in this section.

We consider that three years is an appropriate period for this viability
assescment, which is in fine with our core business planning pracess It
is the period over which major strategic actions, such as the launch of
new investment propositions, are typically delivered. it also takes into
account the uncertain economic environment and changing political
and regulatory envirgnment, and the timescale over which changes to
maijor regulations and the external landscape affecting our business
typically take place. We consider that the severe scenarios assessed as
part of our reverse stress testing are appropriate over this three year
period.

Risk governance

Enterprise risk management framework

Standard Life's ERM framework enables a risk based approach to
managing our business. It integrates concepts of strategic planning,
operational management and internal control. Our framework has been
developed and embedded in the business over several years.

» Risk culture: The way we think and act as individuals and as a
business, [t encompasses our attitudes, capabilities and behaviours.
Qur culture drives how we identify, understand and openly discuss,
and act on, current and future risks.

» Risk control process: The practices by which we manage financial
and non-financial risks within Standard Life. They are used to
identify, assess, control and monitor risk.

» Strateglc risk management: This forms an integral part of the
strategic planning process and is directly linked to our corporate
objectives. It supports the development of long-term value by
ensuring that well informed risk-reward decisions are taken in pursuit
of our business plan. It atso helps to ensure that capital is distributed
to the areas where most value can be ¢reated from the risks taken.

Enterprise risk management framework

» Risk and capitat models: The models that we use to measure our risk
exposures and capital position and the work that we do to test and
understand the sensitivity of these positions

» Emerging risks: The aim of emerging risk management is to identify
risks before they materialise. This gives us time to engage with the
risk, understand it and respond accordingly. We use our emerging risk
process to inform reverse stress testing and capital adequacy
requirements across Standard Life, Qur proactive screening process
which looks across broad sources of risk including geopolitical,
technological, environmental and societal, helps us to anticipate
future threats.

ORSA process
The ORSA is the set of processes that underpin our ERM framework. The
purpose of the QRSA is to inform and develop:

» Our understanding of the current and potential risks to the business
over the product lifecycles. This includes both financial and non-
financial risks including environmental, social and governance (ESG)
risks and their potential to affect both the long and short-term value of
the business.

» Our appetite for these risks and how we manage them

» Qur own assessment of current solvency and capital requirements with
respect to the risks

» Aforward-looking assessment of the risk and solvency needs of the
Company over a multi-year time horizon in light of the business plans

The ORSA plays a key role in supporting deciston making and stralegy
development at our boards and risk committees.

Three lines of defence
We aperate a 'three lines of defence’ model of risk management, with
¢learly defined roles and responsibilities for individuals and committees:

» First line: Day-to-day risk management is delegated from the Board to
the Chief Executive and, through a system of delegated authorities and
limits, to business managers

» Second line: Risk oversight is provided by the Chief Risk Officer and
supported by the specialist Risk Management and Compliance
functions across Standard Life as well as through established risk
committees such as the Enterprise Risk Management Committee
(ERMC) and with reporting to the Risk and Capital Committee (RCC).
The majority of members of the ERMC are senior first line
representatives. Independent oversight is provided by non-executive
Directors at the RCC.

» Third tine: Independent verification of the adequacy and effectiveness
of the internal risk and control management systems is provided by
our internal audit function. This is independent from all other
operational functions, It operates subject to supervision and challenge
by the Audit Committee.

ORSA process
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Our principal risks and uncertainties

STRATEGIC RISK

Our definition and appetite

Risks which threaten the achievement of our strategy through poor strategic decision making, implementation or response to ¢changing
circumstances. We recognise that core strategic activity brings with it exposure to strategic risk. However, we seek to proactivelty manage and control
these exposures.

The risks to our business and how we managed them in 2016 Qur principles in managing these risks Link to strategy
Investment Performance {New)
Our strategy to be a world-class investment company is underpinned by our » Qur Focus on Change investment philosophy is

ability to offer our customers and clients superior long-term investment driven by a robust and repeatable investment
perfermance through active management. decision process which is highly disciplined,
. . . research intensive and risk informed

Poor investment performance relative to peers, benchmarks or internal ) . d . ° ) Broadening and

targets may impact our ability to grow assets under administration and can ~ » Qurinvestment philosophy is designed to deepening our

increase the level of outflows across our business. This inturn can also cause  operate through the cycle and provides the capabilty

a stagnation or decline in revenues. opportunity to outperform throughout the cycle

. . . . - » We regularly engage with our cystemers and
Short periods of market dislocation and heightened volatility, such as that eregularly engage cus a
. . . . R clients on service and performance

seen in 20186, caries a risk that investment performance is weaker. However, ) .

ourFocus on Change investment philosophy has a good track record of » We review our interal processes and crowing and

delivering resilient long-term performance. investment decisions in light of results on an st o
ongoing basis revense snd o

In 2016 we reviewed our investment processes to ensure they continue to

work effectively for our customers and clients,

Customer and Client Preferences and Demand

Delivering our business plan reguires us to attract and retain customers and  » The development of our new and existing

clients across our business. We are therefore exposed to the risk that our propositions start from the customer or client

propositions do not keep pace with emerging customer preferences or fail to need

meet the needs and expectations of customers and clients. » We regularly seek customer feedback on our beveloping strong

The UK pensions and savings market continues to evolve as we seek to meet perormance and use focus groups te help with 'Ela“""’h"“:‘l"

our customers’ savings and retirement needs. As customer needs and proposition development Clamersan

behaviours develop we continue to place a focus on ensuring their long-term  » We invest in initiatives to build trust and long-

investment solutions are fit for purpose. term relationships with customers

We have made a number of key propositional enhancements to our Pensions

and Savings business with the purchase of Elevate and growth of our .
Broadening and

financial advice business 1825, Also, our highly differentiated Workplace deepentng our
proposition continues to increase engagement with employers and Investment
employees. capability

Standard Life Investments has delivered a number of new solutions to meet
client needs. For example, the Integrated Liability Plus Solution (ILPS) fund
range for our institutional growth channel and the expansion of our Global
Focused Strategies Range into the US.

Political Change
Political change can impact us directly through new laws or indirectly by » We constructively engage with key decision
altering the wider environment. Decisions taken by the UK and Scottich malers in the best interests of our stakeholders,
governments, but also those in other locations where we operate, can for cnample by contributing to consultations

significantly alter circumstances and change the way we do business, We » Political risks are considered under our stress

witnessed several significant political events in 2016, and scenario testing programme (which includes f;ﬂ::,’:g::d
Following the UK's vote to leave the EU in June, our business operations in both quantitative and reverse stress esting) and  efficlent business
Europe will be directly impacted by the outcome of the forthcoming emerging risk process

negotiations. Alsg, the recent announcement from Theresa May confirming » Forthe most extreme scenarios we maintain

that the UK will leave the European single market provides an indication of appropriate business continuity and

the environment we wilt face outside the EU. continggncy plans and these are regularly tested  pp o qing,

The result of the presidential election in the US is likely to result in policy and reviewed :,i':;:';:fn'"d
changes that may impact globa! growth and financial markets. talented piaple

Since the change of leadership within the UK Government we have seen
different approaches being taken, for example with secondary annuities. As
we look forward to the 2017 budget we may see further changes that could
impact our business and our customers and clients.

In light of actual and potential political changes we are evaluating possible
scenarios and preparing 1o adapt our busingss as appropriate,

Trends
In¢crease Decrease Stable
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STRATECIC RISK continued

The risks to our business and how we managed them in 2016 Qur principles in managing these risks Link to strategy
Requlatory Change

We operate in a highly regulated industry and our global growth requires us  » Ongoing regulatory compliance is governed via our

to comply with an increasing number of regulatory regimes. Standard Life Policy Framework

New or changing regulations can create opportunities for our business but ~ * We maintain strong and open relationships with

can also increase risk. They can increase compliance costs, impact our regulators and engage earty with areas of Growing and

profitability and demand For our propositions, or tie up resources which potential regulatory change diversifying our

may slow the delivery of other developments to support cur growth plans. > Regulatary changes are considered under our revenue and profit

stress and scenatio testing programme and

in 2016 the FCA carried out a number of thematic reviews, which we were N
emerging risk process

part of, and also published the initial findings of its Asset Management
Market Study which we await the final conclusions of in 2017.

While we see the level of regulatory change risk increasing, we remain well
placed to deal with significant developments on the horizon including the
Markets in Financial Instruments Directive Il, Packaged Retail and
Insurance-based Investment Products, European Union General Data
Protection Reform and the likely introduction of a pension dashboard.

Strategic Transition and Delivery (New)

We continue our strategic delivery towards a simplified, well diversified and  » Oy Strategic Executive Committee has Impacts all areas

scalable world-class investment company. We aim o take advantage of a responsibility for our corporate strategy and of strategy
number of growth opportunities in the key markets in which we operate. execution of a single strategic plan

There is a risk that we fail to deliver long-term value for shareholders » Our Chief Strategy Officer has responsibility to

because we are unable to successfully deliver this strategic transition. further develop our strategy

We have continued to deliver on our transition over 2016 with the growth of » Inorganic growth.oppc?nunilies a%re h_:ll\{ E‘lSSESSEd
our investment business and through acquisitions such as Etevate. to ensure they align with strategic priorities

CONDUCT RISK

Our definition and appetite

The risk that through our behaviours, strategies, decisions and actions the business, or individuals within the business, do not do the right thing
and/or do not behave in a manner which:

» Pays due regard to treating our customers and clients fairly

» Is consistent with our disclosures and sefting of customer and client expectations

» Supports the integrity of financial markets

We recognise that our core strategic activity brings with it exposure to conduct risk which must be understood and managed. However, there is no
appetite for purposeful or deliberate actions (behaviours/decisions) which resultin conduct risk.

The risks to our business and how we managed them in 2016 Qur principles in managing these risks Link to strategy
Customer and Client Outcomes

We are exposed to the risk of unfair customer and client outcomes as a result  » Qur Standard Life Code of Conduct sets out the
of our business not acting in the right way. This can arise from failed or poorly standards required of colleagues and

designed processes, badly designed or performing propositions, poor mandatory training embeds this across the

customer communications or C9nduct by ourpeop!e. Unfair customer. business peveloplng siro
outcomes ¢an also lead to significant reputational damage and material » Our Conduct Risk Policy helps to ensure that the remh:shf;s it
financial iosses for our business. standards and outcomes we set are c:llstumers and
The standards that we aspire to intemally, as well as those expected of us by implemented consistently across the business ~ “"
regulators, third parties and our customers are consistently being raised. » Strong gversight and chaltenge is provided

However, higher standards mean that there is a greater risk of failing to meat within our business by our Conduct and

these, which leads to our assessment that this risk is increasing, Compliance risk centre

As we transition to 2 world-¢lass investment company we must ensure that » We maintain a strong and open relationship

we effectively manage any conflicts of interest across different parts of our with the FCA and other regulators

business to support fair outcomes for customers. This includes embedding » Ensuring fair treatment of our customers and

our robust conduct risk framework inte any newly acquired businesses. clients is continually reinforced through the

At the FCA's request, we shall be reviewing all non-advised annuity sales from cuture of Standard Life

July 2008 to identify whether our customers received sufficient information
about enhanced annuity options. It is essential that conduct risk is property
understood and managed throughout this process in order to deliver fair
customer outcomes.

Qurresponse to increased redemption requests after the EU referendum, from
UK property funds, protected investors. We took action to do the right thing tg
achieve the best possible outcome for our customers and clients.
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Our principal risks and uncertainties continved

OPERATIONAL RISK
Our definition and appetite

Risk of loss ar adverse conseguences resulting from inadequate or failed internal processes, people or systems, or from external events. We have
limited appetite for large operationat losses due to the related reputational damage and opportunity costs. We will seek to manage existing

operational risk exposures and proactively control new exposures.

The risks to our business and how we managed them in 2016
IT Faflure and Security, including cyber risk

Our business relies on a wide range of IT systems and our strategy requires
greater use of online functionality to meet customer preferences, improve
efficiency and manage costs.

This exposes us to the risk of failure of key systems, and technological security
risks such as cyber-attacks.

Over time we expect our increasing global profile to raise the threat from cyber-
attacks. We continue to work with our external providers to ensure that our
response is appropriate to the scale and nature of the threat.

In 2016 we established a Chief Information Security Office to oversee and set the
security priorities across the business, The Security Office has specified our risk
appetite for cyber risk in order to better measure the risk and drive the
appropriate responses to it

Outsourcer Relationship Management

We use a number of outsourcing providers to operate and deliver core systems,
capabilities and processes. Key relationships include Citigroup for our investment
business and FNZ's role in the delivery of platform functionality for our Pensions
and Savings business.

These types of business amangements allow us Lo access specialist services and
skills, and enable our business to run more efficiently and cost effectively.

The failure of a material uisourcing provider could lead to significant costs and
disruption to our operations until we recover the situation or put alternative
solutions in place.

Our acquisition of Elevate broadens our relationship with FNZ. This change in risk
exposure is well understood and was assessed as part of our due diligence.

Change Management

In today's dynamic world successful businesses need to be able to respond
effectively and efficiently to changes around them.

We run a large change portfolio with an increased level of activity arising from
regulatory changes, transition activity for acquisitions and wider sirategic
initiatives. This exposes us to the risk that change takes longer or costs more than
expected or that the change does nat meet its intended objective.

Our risk committees maintain a strong focus on ensuring the effective
management of our change risk portfolio.

Talent Management

The strength of our business is built on our people and it is essential that we are
able to attract and retain people with the ckills and capabilities that we noed to
deliver our business plan.

We are exposed ta the risk that we are not able to do this, that it can only be
achicved at a higher cost than expected or that key individuals leave the business
unexpectedly.

As significant new powers are devolved to the Scottish Padiament it is essential
for our business that these are used to make Scotland an attractive place for
talented individuals to live and work.

We continue to develop the diversity of our workforee and are involved in a wide
range of Initiatives aimed at prometing social mobility and increased diversity
across the organisation. These include how we consider diverse Board
representation, talent pipeline development, talent acquicition, as well as actions
te ensure @ more inclusive workplace, In 2016 we signed up to the HM Treasury
Women in Finance Charter.

Qur principles in managing these risks Link to strategy

» We continuously invest in modemising our
ITinfrastructure via internal change
programmes

» We work with specialist external cyber risk
experts to identify new risks and develop
our response to them

» [T failure, security and cyberrisk are
censidered under our stress and scenario
testing programme and emerging risk
process

» For the most extreme scenarios we maintain
appropriate business continuity and
contingency plans and these are regularly
tested and reviewed

Building an
efficlent and
effective business

» Qur gutsourcing policy sets out standards
that must be complied with

» We maintain strong relationships with

external providers to ensure that the risks  pevergping strang

arising are well understood relatianships with
Lo . t d
» Qutsourcing risks are considered under our :::::er”"
stress and scenario testing programme
» For the most extreme scenarios we maintain
appropriate business continuity and
contingency plans and these are regularly
tested and reviewed Bullding an
efficlen? and

effective business

» Change management forms part of our
operational risk management framework
which provides a robust and established
framawork underwhich change is managed,
reported and implemented

» In recent years, our business has built up
significant experience of successfully
responding to change, whilst continuing to
develop market-leading propositions for
customers

Bultding an
efficlent and
effective business

» We regularly benchmark gur terms and
conditions against the market

» Our Sustainability section explains the
range of initiatives that we use to support

" Droadening and
employee wellbeing and engagement

deepening our

» We maintain succession plans for key i‘;:;;mg"
individuals which are regularly reviewed
» Qur Emerging Leaders Deveiopment
Support and Accelerated Development
Support programmes help to build our
Ldlent pipeline attrecting,
retalning and
developing

1dlented people
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FINANCIAL MARKET AND CREDIT RISKS

Qur definition and appetite

Risk of losses due to risks inherent in financial markets. Standard Life has appetite for market risk exposures where exposures arise as a
consequence of core strategic activity. We have an appetite for ¢redit risk to the extent that acceptance of this risk optimises Standard Life's rick
adjusted return,

The risks to our business and how we managed them in 2016 Qur principles in managing these risks Link to strategy
Market Risk
Our business is exposed te market risk from the direct investment of » We set limits for market risk exposures where
shareholder assets, indirectly from UK and German with profits funds in our this is appropriate
Pension.s and S?vings business, and as a resrult ofﬂuctyations in fees"tl'matwe » We use our stress and scenario testing
earn which are linked to the value of underlying assets in both our Pensions programme to understand our sensitivities to gowingang
and Savings and investment businesses. markets and identify mitigating actions dhversifying our
Over time this risk is becoming more important as the contribution of spread  » Hedging is used to manage market risks faced " oo and prof
business to our overall revenue reduces and we become more focused on fee by policyholders in our with profits funds where
based revenue as we transition to a world-class investment company. appropriate
Global political and economic events caused financial markets to be volatile
over 2016 and we expect this uncertainty to continue in 2017, This volatility
in markets has an impact on asset values as well as investor sentiment.
Qur rigorous stress and scenatio testing programme during 2016 once again
confirmed we have a resilient capital position which means we are well
prepared for whatever market conditions we face in the future.
Counterparty Risk
In response to econemic, political and regulatory developments we saw a » Qurcredit risk management policy sets out the
number of ratings downgrades from external credit rating agencies in 2016. standards that must be complied with
During this time our governance processes in relation to investment » Limits forindividual counterparties are overseen
mandates have operated effectively and we remain comfostable with the by our Group Credit Risk Committee Growing and
credit quality of our cash counterparties and otherinvestments. » Where appropriate, counterparties are :':::fl:':‘a’;?‘:;m
. , ) . collateralised and internal credit assessments P
Qur forward-looking assessment, given the current uncertainty affecting are used

financial markets, is for credit risk to remain stable but at an elevated level. . ) .
» Exposures are proactively monitored with

mitigation action taken where necessary

DEMOGRAPHIC AND EXPENSE RISK

Our definition and appetite

Risk that arises from the inherent uncertainties as to the occurrence, amount and timing of future cash flows due to demographic and expense
experience differing from that expected which, for the purpose of risk management, includes liabilities of insurance and investment contracts.
Within demographic risk we have an appetite for longevity risk since we expect acceptance of this risk to be value additive,

The risks to our business and how we managed them in 2016 Qur principles in managing these risks Link to strategy
Longevity Risk
This is the risk that our annuity customers live longer than we expect. » We set limits for longevity risk exposure
In 2016 annuity sates continued te be materally lower following the » We have a robust governance process for setting
introduction of Pension Freedoms in the UK. In November we took the our longevity assumptions using the latest data
decision to restrict annuity sales to existing customers only, sources Growlng and
- . - . » We have a reinsurance arrangement with diversifying our
: . . d profit
We expect our longevity risk to decrease over time as our existing annuity Canada Life which transfers a material part of revenue and pro

boak steadily runs off. ourlongevity exposure. We monitor

Determination of longevity assumptions is a critical accounting estimate. opportunities to implement further transactions
Further details on this judgement are discussed in the Audit Committee repont to reduce our exposure,
and in Note 33 of the Group financial statements section. » We consider longevity scenarios under our

stress and scenario testing programme and
emerging risk process
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Sustainability

Investing for
a better future

Our sustainability strategy covers four key priorities

and enables us to manage environmental, social and
governance {ESG) risks and opportunities. This helps
us make a positive contribution to the futures of our
people, customers and clients, and wider society.

Sir Andy Murray

Our sustainability strategy and appreach

During 2016 we engaged directly with our customers, investars and
employees to review our strategy and ensure we continue to focus on
the right areas. We asked these stakeholders to provide their views on
what is important to them across our four sustainability priorities.

This materiality review highlighted a number of areas that matter most to
our stakeholders including trust and transparency, governance,
sustainable economic growth, cyber-crime, climate change, responsible
investment and stewardship, financial inclusion and decent work and
pay. This input will also help focus our activity in 2017 and beyond.

You can find out mere about our review and what we are doing in these
areas in our sustainability report at
www.standardlife.com/sustainahility

Sustainability at Board level

An update on intemal and external ESG issues is provided for each
Board meeting. Non-financial measures, which monitor progress against
our sustainability strategy, are also highlighted on a quarterdy basis.

Our best ever DJSI and FTSE4Good index scores

In 2016, we were listed for the sixth year running in the DJSI World and
Europe indices, which include the top 10% and 20% respectively of
sustainable companies in our sector. We received our best ever scorein
this and the FTSE4Good index, and our first ever Silver class distinction
from RobecoSAM. These are based on an assessment of how we
manage economic, environmental and social factors relevant to
company success.

Qur partnership with Sir Andy Murray means a lot mare than simply supporting a world
famous tennis champion, It means sharing a set of values and goals. Andy's deep
sense of purpose, commitment to excellence and personal ambition fits perfectly with

ours and inspires and motivates our people.

On Andy's most recent visit to our offices in September he met 400 of our people to tell
them about his historic year and pass around his Olympic medals. 200 employees,
their family and friends also attended his inaugural tennis event for charity in Glasgow,
raising money for UNICEF and local Glasgow charity Young People’s Fulures. Through
our 2016 Master Your Drcams campaign we've shared exclusive content, news and
photos telling the story of how Andy has achieved his goals and mastered his dreams.

Like us, Andy is also committed to investing for the future and to giving back through
his support of key charity partners. Andy is a WWF global ambassador and we actively
support the charity's Earth Hour across all our global offices. We also promote
responsible investment and were delighted to secure Andy's support of Good Money
Week, when he spoke about embracing saving and investing in line with his values.
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Responsible
business

This is the core of how we run our business and build a
positive culture. We aim to operate in a way that
builds trust, to contribute to our communities and to
manage our environmental impact.

Business ethics

We recently updated our global code of conduct, which provides a set of
guidelines on how we expect our people to behave. In the code, we
frame many ol the aspects uf good condudt a3 a guestion, such as *am |
doing the right thing?" or ‘what would our customers and clients think?"
As part of the launch, we promoted our independent speak-up helpline -
an anonymous way to raise concerns. We commit to follow up all issues
raised and to support and protect the caller.

We held a series of events in collaboration with the University of
Edinburgh Susiainable Business Initialive, the Instilule uf Business
Ethics, and Lhe Inslitule of Corpurate Responsibility and Sustainalility,
These events were designed to raise awareness of the importance and
benefits of investing in an ethical culture. As both a large business and
an investor in other compantes, we have a distinct perspective on this
area and used the events to share best practice and further our learning.

Human rights

We have a responsibility to protect and respect human rights as an
employer, investor, procurer and provider of services and through our
husiness partnerships, We have a statement on our website setting out
our approach and commitment to human rights and will be reviewing
and building on this during 2017 using the UN Guiding Principles on
Business and Human Rights framework. We have also published our
Modern Slavery statement setting out the steps we are taking to help
prevent modern slavery in our business and supply chains. You can find
out more at www.standardlife.com/annuatreport

Managing our environmental impact

Qur operational environmental impact strategy focuses on our highesl
greenhouse gas (GHG} emitting activities: energy use in our buildings
and business travel.

In 2016, we continued to run our awareness programme for our people
and customers, including an environmental champions network,
promoling sustainabte travel, collaborative technology workshops and
ongoing energy reduction and recycling initiatives.

Greenhouse gas emissions (continuing operations)

In 2013, we targeted a 20% reduction in GHG emissions by 2020. At the
end of December 2016, we had achieved an absolute 5% reduction,
however, on a like-for-like basis we are ahead of target with a 16%
reduction. The table below shows GHG emissions for our business
operations, We also measure GHG emissions for our global reat estate
investment portfolio. You can find out more at
www.standardlife.com/annualreport

We know that the biggest impact we can have on environmental issues,
including climate change, is through how we invest. You can find out
more about this within our sustainability report at
www.standardlife.com/sustainabllity

Volunteering

We have strong links with our local communities and support our people
to volunteer and make a difference through our #getinvolved initiative.
Our volunteering policy gives our people the opportunity 1o take three
paid days leave a year. Our people donated 1,529 days for valunteering
work in 2016 (2015: 661 days), significantly exceeding our target of
1,000 days. In 2017 we are aiming to donate more time and have
increased our target again to 2,000 days.

Qur charity partners

Qur people vote for the charities we suppert. They pick charities close to
their hearts and carry out vital fundraising during the partnership, Qur
current charities are:

» In the UK, Place2Be - provides emotional support to children in
schools

» In {reland, ARC Cancer Centres - therapies and counselling for people
with cancer and their carers

» In Germany, Hilfe fiir krebskranke Kinder Frankfurt e.V - supports
¢hildren with cancer

» In Austria, Osterreichische Krebshilfe Wien ~ provides cancer support
in Vienna

> In the US, Let’s Get Ready - supports low-income high school
students

» In Hong Kong, Hong Kang Society for the Protection of Children -
focusing on the care and welfare of children

2016 totat charitable contribution

£2.6m’

' This consists of time glven to the community, Ralse and Match, Standard Life Faundatlon,
Standard Life Charity Tfund, denation of cquipmeni and services and cur employability
scheme funding,.

2016 2015¢ 2013 (baseline} Actual change’ 2016 target?

Greenhouse gas emissions (CO2e)  Scope 12 2,227 2,675 2,134 4% (6%)
Scope 28 10,194 12,123 12,034 (15%) (6%}

Scope 3+ 12,575 10,755 12,070 4% {15%)

Total 24,996 25,553 26,238 {5%) (9%}

FTE / Tonnes CO2e ratios Total 3.21 3.39 3.75 (8%) (6%}
Paper used (tonnes) Total 407 485 603 (32%) (15%}
Waste (tonnes) Landfill 10 7 276 {96%) N/A
Divert from landfill 736 718 608 21% NfA

Total 746 725 884 {16%) (6%}

1 Scope 1 emissions include gas (and Ruorinated greenhouse gas from 2014).
3 Scope 2 emlssigns include electicity.

+  Scope 1 emissigns include business tzavel (air. sail and leased Reet), transmission and distribution losses for electridity and ekecticity use by a third panty data centee,

s Based on afull-iime equivalent (FTE) employee figure which includes cantingent FTE,
¢ Figures have been restated to reflect full calendar vear.
! vs 2013 baseline,
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Sustainability continved

Engaging
employment

We want to provide inclusive and engaging
employment, encourage collaboration, and enable our
people to reach their potential.

Employee proposition

As we continue to create a world-class investment company we
appreciate the value that attracting, developing and retaining talented
people brings to cur business and the impact that they make on our
global ambitions and our customers and clients. We offer a range of
benefits and financial rewards to our people through our Total Reward
package. Our peaple can tailor their package to suit their individual
needs.

We use a performance-based remuneration system, including a variable
pay scheme which is based on the performance of the relavant business
unit as well as that of individual employees. Qur people can access a
range of our savings and investment products at preferential rates and
have the opportunity to join two different company share schemes. One
matches employees' share purchases of up to £50 per month {an
increase of £25 in 2016} and the other enables employees to save fora
fixed term and exercise their gption to purchase shares at the end of the
term at a discounted set price.

Gur people strategy is consistent with both the United Nations and
International Labour Organisation’s standards.

Diversity

We cantinue to show our commitment to inclusion and supporting
diversity and believe we have leading policies and practices in many
areas. We aim to provide an inclusive workplace where everyone is
valued and able to fulfil their potential. Qur latest employee engagement
survey showed that §5% of our people believe that cur company
appreciates difference among our employees, a 7% increase from the
previous survey.

In 2016 we created new policies and ¢ontinued activity in a number of
areas for our people to feel part of 3 more inclusive workplace. Examples
include the launch of our Carers Policy, the promation of our Shared

Qur gender targets

» By September 2017: 26-30% leadership
population will be female

» By September 2021: 30-35% leadership
population will be fernale

» By end 2025: our leadership population will
represent the gender split of our workforce
{currently 49% female)

QOur talent pipeline, which we've been developing since 2011, is
pivotal to attaining these targets. The numbers we report for our talent
pipeline and our leadership population are not mutually exclusive,
with the pipeline feeding into our leadership population — 38% of our
leadership population are also in ourtalent pipeline for succession to
more senior roles.
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Parental Leave Policy featuring enhanced shared parental pay, the
change to our enhanced paternity pay policy (which means new parents
taking paternity leave will be entitled to be paid up to two weeks' salary
regardless of how long they've worked at Standard Life), increasing the
proportion of our people aged 25 and wnder in the UK and treland to 8%
and providing unconscigus bias training across our organisation. We
also continued supporting our employee networks; Armed Forces, LGBT,
LGBT+ Allies, Young Peopte, Carers and Women's Development.

Akey strand in our approach is gender equality as we know this is an
area where we have more work to do. In 2016, we were one of the first
signatories to the HM Treasury Women in Finance Charnter. We have
made firm, public commitments to support actions which will improve
the representation of senior women in ourindustry, including setting
progressive target ranges for our leadership population which is
currently 25% women. We will also develop wider targets incorporating
other aspects of diversity across our people including reporting our
gender targets and our gender pay gap in the coming year.

Working communities

In 2016 we received accreditation from the UK Government as one of
only 11 UK Social Mobility Champions based on our work to break
down barriers to employment.

We believe job creation is vital to creating healthy communities.
Praviding quality employment, paid at a living wage, with access to
skills and on-the-job experience for all, ¢an turn jobs into careers and
allow people to plan and (ook to the future with confidence. We work
with people from disadvantaged backgrounds who are less well
qualified or living in poverty, thase who have been through the care
system, people sewving as carers, people with disabilities and people
who are transitioning from a career with the Armed Forces.

In 2016 we published our UK communlty Impact report highlighting our
employability and financial capability work from 2013-2016.

Early careers
We offer challenging and rewarding opportunities for school leavers and
graduates, and internships for those in their penultimate year of study.

Throughout 2016 we have continued ourwork with the Edinburgh
Guaraniee Scheme, providing 33 young people with paid work
experience for six months. We have also continued our work with the
Investment2020 scheme, offering 12-month paid work experience
placements to 11 people. Across our global employability programmes
we have provided 46 jobs in totalin 2016.

31 Dec 31 0ec 31 Dec

2016 2016 2015

Gender Number % %
Board Male 9 75 69
Female 3 25 31

Leadership populationt  Male 97 15 80
Female 32 25 20

Talent pipeline? Mafe 143 58 60
Female 102 42 40

Employees Male 3,259 51 51
female 3,074 49 49

* ifyouinclude employees who are directors of consolidated subsldiasies, the percentage
increases to 27% female and 73% males,

¢ Taleni plpeline includes graduates and cmembers of the Emenging Loaders Developmen:
Suppon {ELDS) and Acceterated Development Suppart (ADS) programmes.




Wellbeing

We know that people who work in a healthy and supportive workplace
are more engaged in their roles, We base our ongoing wellbeing
programme activities around three essential areas: healthy mind,
healthy body and healthy culture.

Our analysis shows that mental health is one of the main wellbeing
issues our people can tace, so we are committed to creating a workplace
where everyone feels comfartable discussing any and all mental health
issues. To help raise awareness, we offer workplace training on how to
build a mentally healthy environment, signed up to the Time for Change
pledge, supported World Mental Health Day and in 2016 we became a
See Me in Work Partner.

Employee engagement and enablement

Our 2015 employee engagement survey highlighted the importance our
people placed on effective and transparent communication across our
business. We want to enable collaboration and, during 2016, we made
significant steps to address this by:

» Introducing a new company-wide intranet, built on the principles of
social sharing and conversation

» Running new engagement programmes where our people meet and
hear from senior leaders and subject malter experts covering all
aspects of our business and the markets we operate in

» Embedding Microsoft SharePoint as our chosen way to collaborate on
projects and share knowledge across our global locations

in November 2016, we again ran our employee survey. The responses
gave us a clear update on how our people feel about a range of topics.
Our vision, sacial responsibility, and risk culture were our top three
scoring themes. Our overall employee engagement score has increased,
however, our enablement score — how well employee skills are utilised
and working environments facilitate productivity — has decreased.
Specifically, the question on understanding of strategic direction
decreased, so this is a focus forus in 2017.

Qur employee engagement survey scores were 65% for engagement
and 62% for enablement, below the glohal financial services average
scores of 69%.

Supporting
saving

We provide support and expertisc to enable people to
manage their money and save for their future.

Workplace pensions

We support action which can make saving more inclusive and can help
address the savings gap. In 2012 the UK Government introduced auto
enrolment - where employers are required to offer workers a workplace
pension —which opens up long-term saving into a pension for more
people. Since then, we have helped over one million people to access
saving through a workplace pension and look forward to their future with
more confidence.

Inclusion

We have a customer inclusion panel, made up of internal and external
specialisis, to develop practical ways that we can make our products
and services more accessible. We also work with The Wisdom Council -
an organisation which helps provide insight on our customers and
clients. Most recently we have been looking at financiat services jargon
and what would help to make communications simpler and more
accessible for customers.

Standard Life Foundation

First announced at our AGM in May 2016, the Foundation is a charity
that will focus on independent research to strengthen financial well-
being and resilience in the UK. We will make a gift of around £80m to the
Foundation which is funded from unclaimed shares and cash
entitlements as a result of our demutualisation in July 2006. During the
past decade we have made continued efforts to trace those entitled to
claim and were successful in uniting over 97% of people with their
entitlements before the deadline of 9 July 2016. Lord Darling, the former
Chancellor of the Exchequer, is chair of the Foundation and is supported
by a team of very experienced trustees. The Foundation will set out the
priorities of its work during the course of 2017.

Customer trust and advocacy

Our brand Net Promoter Score (NPS} is an important measure of
customer advocacy. The score indicates how likely a customeris to
recommend Standard Life to family and friends. In 2016 our brand NPS
fell by 11 points. We believe the reasons for this include the processes
around pension freedoms — which some customers may have
considered more complex — and lower customer confidence in financial
senvices as a whole. We've planned a number of actions for 2017 to
improve customer experiences.

Customer complaints

We aim to always do the right thing for our customers - and if something
goes wrong, we are committed to putting it right. We camy out root cause
analysis for any issue raised by a customer so we ¢can understand what
went wrong and take action. In 2016 we received 7,576 complaints from
our customers (2015: 7,516 complaints), which is 17.8 complaints per
10,000 policies in force (2015: 18.5 complaints), 3% of these
complaints went to the Financiat Ombudsman Service (FOS). Of the
complaint cases considered by FOS in H1 2016, they agreed with aur
decision in 77% of cases against an industry average of 70%.
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Sustainability continued

Investing
responsibly

Qur approach to responsible investment and
stewardship considers investments as a tool to
promote positive change.

As stewards of our clients’ investments we act responsibly in our
investment activities. At Standard Life Investments we integrate ESG
issues into our invesiment process as we believe these issues are
significant components of investment risk and can have a fundamental

impact on the achievement of sustainable long-term investment returns.

We apply this approach throughout our investment processes and {o
mandates which have tailored sustainable responsible investment {SRI)
or ethical criteria.

As a leading investment company, we take our role in this area
seriously. We research, analyse and engage with companies on ESG
issues to understand the risks and drive positive change. We
transparently disclose our discussiens and thematic reviews within our
quarterly and annual update reports.

595 ESG engagements with companies

We actively use our influence through voting at shareholder meetings of
investee companies - in order to hold boards to account and promote
high standards of governance. We regularly provide updates of our
voting records on our website.

We voted at 1,569 shareholder meetings of investee companies

Sustainable real estate

We are committed to sustainability across our direct real estate
portfolio. We have a comprehensive Sustainable Real Estate Investment
(SREW Policy and accompanying procedures that goven how we embed
ESG factors into development projects and asset management. Qur
strategic priorities for SREl cover climate change, resource scarcity and
the health, wellbeing and productivity of building occupiers. We have
targets in place to reduce waste, and water and energy use.

In 2016, Standard Life Investments achieved 15 ‘Green Stars’ in the
annual Global Real Estate Sustainability Benchmark (GRESE)
Assessment - the leading global benchmark forreal estate
sustainability. This is the highest number gained of all panticipants for
the second consecutive year. Three of our 15 Green Stars also attained
GRESB's new 5 Starrating - putting us in the top 20% of our peers.

ESG engagement - BHP Billiton

BHP Billiten is a UK-listed metals and mining firm with global
operations. We met with the company during 2016 on several
occasions. We primarily discussed the tragic incident of the Fundao
tailings dam failure, in November 2015, at an iron are mine operated
by Samarco in Minas Gerais, Brazil. The dam collapse caused a 416
mile mudslide, affecting communities downstream, leaving at least 17
people dead and 700 homeless. BHP has a joint venture in the dam.

We believe BHP Billiton has responded proactively to the Samarco
incident, both contributing resources and capabilities to the response
effort and helping to establish a foundation to develop and deliver
around 40 environmental and socioeconomic programmes to help
restore and compensate the affected communities. The accident at
Samarco calls into question the control companies have over non-
operated joint ventures and the extent to which companies can ensure
that health, safety and environmental standards are consistently
applicd across all operations to which they have financial exposure.
We continue to monitor BHP's remediation and compensation
programmes and encourage best practice.
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Our measurement and assurance

Qur non-financial performance measures are aligned across our four
pricrity areas: responsible business, engaging employment, supporting
saving, and investing responsibly. They are independently assured by
PricewaterhouseCoopers (Pw():

» Total employee days volunteered

» Carbon foetprint

» Total people directly employed through employability pregrammes
» InterAction employee survey results

» Gender diversity of the talent pipeline

» Gender diversity of the leadership population

» Total customer complaints

» Annual movement in the Brand Net Promoter Score (NPS)

» Voting at shareholder meetings of investee companies

» Environmental, social and governance engagements with companies

You can find out more about our measures and definitions in our 2016
sustainability repont at www.standardlite.com/sustainability




Basis of preparation

Overview

Our Strategic report for the year to 31 December 2016 has been
prepared in line with the Companies Act 2006 and the Disclosure and
Transparency Rules {(DTR) issued by the FCA. Under section 414 of the
Companies Act 2006, DTR 4.1.8 and DTR 4.1.9, the Group is required to
provide a fair, balanced and understandable review of the business and
a description of the principal risks and uncertainties facing the Group.
Principal risks and uncentainties are detailed in the Risk management
seclion of this Strategic report and Note 41 in the Group financial
statements section, To provide clear and helpful information, we have
also considered the voluntary best practice principles of the Guidance
on the Strategic report issued by the Financial Reporting Council in
2014. We have also considered the European Securities and Markets
Authority (ESMA) guidelines on alternative performance measures
issued in October 2015.

The Group's International Financial Reporting Standards {IFRS})
consolidated financial statements have been prepared in accordance
with IFRS, as endorsed by the European Union (EU). However, our Board
believes thal allemative peifinaice maasures (AMMs), which have
been used in the Sirategic report, are alse usaful for both management
and investons.

The mestimportant APMs in the Strategic report include operating prefit
and underlying cash generation.

All APMs should be read together with the Group’s IFRS consolidated
income statement, IFRS consolidated statement of financial pusitivn
ana IFkS consolldated statement of cash Rows, which are presented in
the Lroup financial statements section of this repul.

Further details on altemative performance measures, financial ratios
and assets under administration are included in the Supplementary
information section of this repon

Going concern

The Group's business activities, together with the factors likely to affect
its future development, performance and position, are set out in this
Strategic report. This includes details on our liguidity and capital
management in the Chief Financial Officer’s overview seclion and our
viability statement and principal risks in the Risk management section.
In addition, the Group financial statements section in¢ludes notes on
the Group's subordinated liabilities (Note 36), management of its risks
including market, ¢redit and liquidity risk (Note 41}, its contingent
liabilities and commitments (Notes 45 and 46), and its capital structure
ang position (Note 49),

The Growup continyes to meet Group and individual entity capital
requirements, and day-te-cay liquidity needs through the Group's
available credit facilities. The Company has a revolving credit facility of
£400 million as part of our contingency funding plans and this is due to
maturein 2021. The Group has considerable financial resources
together with a diversified business model, with a spread of business
and geographical yeach. As a consequence, the Directors believe that
the Group is well placed to manage its business risks successfully,

Having assessed the principal risks and the other matters discussed in
connection with the viability statement, the directors considered it
appropriate to adopt the going concem basis of accounting in preparing
the financial statements.

IFRS reporting

The financial results are prepared on an IFRS basis. All EU-listed
companies are required to prepare consolidated financial statements
using IFRS issued by the International Accounting Standards Board
{IASB) as endarsed by the EU. The IFRS financial results in the Strategic
report and in the Group financial statements have been prepared on the
basis of the IFRS accounting policies as disclosed in the Group financial
statements section of this report.

Operating profit

The 2016 reconciliation of consolidated operating profit to IFRS profit for
the year, presented on page 115 of this report, presents profit before tax
expense attributable to equity holders adjusted for non-operating items.
Further details on the calculation of Group operating profit is presented
in Note 14. Operating profit reporting provides further analysis of the
results reported under IFRS and the Directors believe helps to give
shareholders a fuller understanding of the performance of the business
by identilying and analysing non-operating items,

Forward-looking statements

This document may contain certain ‘forward-looking statements' with
respect to Standard Life's plans and s current goals and expectations
relating to its future financial condition, performance, results, strategy
and objectives. For example, stalements containing words such as
‘may’, ‘will", ‘should’, ‘continue’, ‘aims’, 'estimates’, ‘projects’,
‘believes’, ‘intends’, ‘expects’, ‘plans’, ‘pursues’, ‘seeks’, ‘targets” and
‘anticipates’, and words of similar meaning, may be forward-looking. By
their nature, all forward-looking statements involve risk and uncertainty
because they are based on information avaitable at the time they are
madec, including current expectations and assumptions, and relate to
future events and circumstances which may be or are beyond Standard
Life's contral, including among other things: UK domestic and global
political, economic and business conditions (such as the United
Kingdom's exit from the European Union); market related risks such as
fluctuations in interest rates and exchange rates, and the performance
of financial marlets gencrally; the impact of inflation and deflation;
cxperience in particular with regard to mortality and morbidity trends,
lapsc rates and policy rencwal rates; the impact of competition; the
timing, impact and other uncertainties of future acquisitions or
combinations within relevant industries; default by counterparties;
information technology or data security breaches; natural or man-made
catastrophic events; the failure to attract or retain necessary key
personnel; the policies and actions of regulatory authgrities; and the
impact of changes in capital, solvency or accounting standards, and tax
and other legislation and regulations in the jurisdictions in which
Standard Life and its affiliates operate as well as other factors described
in the Risk management section of this Strategic report. These may for
example result in changes to assumptions used for determining results
of oparations or re-estimations of reserves for future policy benefits. As a
result, Standard Life's actual future financial condition, performance
and results may differ materially from the plans, goals, strategy and
expectations set forth in the forward-looking statements. Persons
receiving this document should not place undue reliance on forward-
looking statements. Standard Life undertakes no obligation to update
any of the forward looling statements contained in this document or
any other forward-looking statements it may make. Past performance is
not an indicator of future results and the results of Standard Life in this
document may not be indicative of, and are not an estimate, forecast or
projection of, Standard Life's future results,

The Strategic report has been approved by the Board and signed on its
behalf by

orett. A il

Kenneth A Gilmour
Company Secretary

Standard Life pic {SC286832)
24 February 2017
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2. Board of Directors

Qur business is managed by our Board of Dircctors. Biographical details (and sharcholdings) of the Directors as at 24 February 2017 are listed below.

Sir Gerry Grimstone Keith Skeoch Luke Savage
Chairman Chief Executive Chief Financial Officer

Nationality: British British British

Age: 67 60 55

Tenure: Sir Gerry was appointed Chairman in May  Keith was appointed Chief Executive in Luke was appointed Director and Chief
2007, having been Deputy Chairman August 2015, having been a Director Financial Officer in August 2014. He has
since March 2006, He has been a since May 2006. He has been a Director been a Director for 2 years.
Director for 11 years. for 10 years.

Background:  SirGerry has continued his excellent Keith's reputation and breadth of For 30 years Luke has provided corporate
track record with the Group, leading the experience in the industry, his market and financial support within the financial
Board during a period of significant insights and his extensive knowledge of services sector and by bringing that
change and strategic development. His Standard Life are of great benefit to the experience to the Board, has continued to
international experience, insight and firm  Board and to the Group. make an effective contribution to Board
e poyg Ko onedStndargfmestmenss P2
and to the Group. Limited in 1999 as Chl_eflnv‘estment . Prior to joining Standard Life, Luke spent

Officer, and has been its Chief Executive 10 years as director of finance and
Sir Geny is senior independent director since 2004. Previously he spent nearly operations at Lloyd's of Londen.
and deputy chairman of Barclays PLC.He 20 years at |James Cape! & Company Previgusly, he held senior finance roles at
has continued in his role as an Limited in a number of roles, including Deutsche Bank (UK), Morgan Stanley &
independent, public interest, non- chief economist and managing director Company (UK} and Lloyds Bank plc. He is
executive board member of Oeloitte LLP international equities. He is a non- a member of the governing body of Queen
and as the lead non-executive at the executive director of the Financial Mary University of London.
Ministry of Defence. He is an adviser to Reporting Council, where he is a member He hotd Electrical £l .
the board of the Abu Dhabi Commaercial of the codes and standards committee. € holds an ectrical and Electronic
Bank, Previously, he held senior He has been awarded honorary Eﬂgmee_n ng degree (BEng), from the
positions within the Department of doctorates from the University of Sussex Umvers_rty of London. He is a Member ?f
Health and Social Security and HM and Teesside University for services to the Institute of Chartered Accountants in
Treasury and with Schroders plc in the financial services industy. England and Wales.
e RS SENETS e bocs a9 he Unversiy o
worldwide investment banking activities Sussgx and an MA from the University of
from 1998 to 1999, Waryvnck. Heisa F_e!low of the Chartered
Institute for Securities and Investment

He holds an MA and MS¢ from the and a Fellow of the Society of Business
University of Oxford. Economists.

Shareholding: 206,626 2,246,620 885

Committee » Nomination and Governance,

memberships:
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Colin Clark Paul Matthews Kevin Parry
Executive Director Executive Director Senior Independent Director

Nationality: British British British

Age: 57 56 55

Tenure: Colin was appointed Director in Paul was appointed Directorin November  Kevin was appointed Director in October
November 2015. He has been a Director 2015. He has been a Qirector for 1 year. 2014, He has been a Director for 2 years.
for 1 year. Paul is standing down from the Board on

1 March 2017.

Background:  With his background in investment Paul's appointment reflected his depth of  Kevin's intemational commercial and
management and client services, both knowledge of Standard Life and acquisition experience is particularly
with Standard Life and elsewhere, Colin experience in the financial services valuable to the Board. He has extensive
brings important skills to the Board. industry spanning over 30 years. He audit and regulatory knowledge gained in

, . brings a strong customer focus and a ‘Big 4" firm and a FTSE 100 asset

Colin was qppomted tothe Qozl]rd of significant marketing and distribution management and private banking group.

Standard Life Investments Limited in expertise to the Board

2004 as a non-executive director. In ’ Kevinis chairman of Intermediate Capital

2010, he assumed executive Paul joined Standard Life in 1989, Group plc (ICG) and a non-executive

respansibility for glebal client working in a variety of roles before being  director of Nationwide Building Society
relationship activity, including client appointed UK Chief Executive in 2011 {Nationwide) and Daily Mail and General
management, product development, and then UK and Europe Chief Executive Trust plc (DMGT}. At ICG he is chairman of

distribution management and also brand  in 2012. His senior management roles the nominations committee and a

management. Previously he spent 20 have included UK Take to Market member of the remuneration committee.
years with Mercury Asset Director, Managing Director of UK At Nationwide he chairs the audit

Management/Merrill Lynch Investment Distribution, and Head of IFA Sales. committee and is a member of the risk

Managers, becoming head of globat . and nominations committees. At DMGT

marketing in 1999, !’qql started wqu st'ralght from school, he chairs the audit and risk committee,
. - initially balan.cl.ng his work with a rugby He is chairman of the Royal National

He holds a BA {(Hons) Philosophy, Politics  career, captaining the England U19s Children's Foundation

and Economics degree from the before a serious injury ended his sporting ’

University of Oxford. ambitions. Before joining Standard Life, He was formerly chairman of the Homes
Paul held a variety of sales and and Communities Agency, a non-
investments roles with National Mutual executive board member of Knight Frank
Life from 1979 to 1989. LLP, CFO of Schroders plc, CEQ at
He is a board member of the Assaciation ﬂ:::gienrgepr\atnc:er:sautl;(lgfngoup PLCanda
of British Insurers and is a member of the
Financial Conduct Authority Practitioner He holds an MA (Hons) in Management
Panel. Studies from the University of

Cambridge. He is a Fellow of the Institute
of Chartered Accountantis in England and
Wales.

Shareholding: 757,766 237,039 50,000

Committee » Audit {c)

memberships:

» Nomination and Governance
» Risk and Capital
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2. Board of Directors continued

Pierre Danon
Non-executive Director

John Devine
Non-executive Director

Melanie Gee
Non-executive Director

Nationality: French British British

Age: 60 58 55

Tenure: Pierre was appointed Director in October lohn was appointed Directoron 4 July Melanie was appointed Directorin
2011. He has been a Director for 5 years.  2016. He has been a Director for 8 November 2015. She has been a Director

manths. for 1 year.

Background:  With extensive experience in leading lohn joined the Board in July 2016. He Melanie brings deep understanding of
technology and customer-facing brings extensive financial and asset investment banking and financial
businesses, Pierre brings a strong management experience to the Board. services to the Board.
;l.;l:E::‘l]l;r;?;L?lt;rlr;alt:‘t;n;(l):?:merua! From April 2015 until August 2016, John Melanie is a non-executive director of The

’ was non-executive chairman of Standard ~ Weir Group PLC where she chairs the
Piarre is vice chairman of TDC, executive Life Investments (Holdings) Limited. Heis  remuneration committee and is a
chairman of Volia, independent director a non-executive director of GE Capital member of the audit and nomination
of CIEL Investment Limited and vice inernationat Holdings Limited, Euroclear  commiltees. She has also served as a
chairman of AgroGeneration, From 2000 plc and Citco Custody Limited. non-executive director of Drax Group ple.
to 2005, Pi as chief executive . . . .
° >. Plerre " e exectliv From 2008 to 2010, John was chief Melanie was appointed a managing
officer of BT Retail and, subsequently, . . I
\ N . operating officer of Threadneedle Asset director of Lazard and Co. Limited in
chief operating officer of Capgemini P . o
. . . Management Limited (Threadneedlej. 2008 and became a senior adviserin
Group and chairman of Eircom. Until June - A . .
2012, he served as chief execulive officer Prior to joining Threadneedle, John helda 2012, Previously, she held various roles
and lll'\en non-executive chairman of number of senior positions at Merrill with UBS, having baen appointed a
Numericable Completel in Paris. Lynch in London and New York, mana_gmg dn.eclor.m 1?99 and served as
He holds 2 BA (Hons) from Preston a senior relationship director from 2006
He holds a degree in Civil Engineering, P*—’l hic and is 2 Member of th 10 2008,
Ecole Nationale des Ponts et Chaussées, Cﬂ yrtlec g'fna?.l "S a [Perr;rer:n ne d  She holds an MA in Mathematics
Paris, a Law degree from the Faculté de < a er::_ stitute of Public Finance an o er' san f(l)nf z:jt ematics from
droit, Paris, together with an MBA from ccounting. & University of Uxford.
HEC Paris.
Shareholding: 49,656 1,321 20,000
Committee » Investment (c} » Investment » Remuneration (¢}

memberships:
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Noel Harwerth
Non-executive Director

Lynne Peacock
Non-executive Director

Martin Pike
Non-executive Director

Nationality: Sritish and American British British

Age: €9 63 55

Tenure: Noel was appointed Directorin July 2012, Lynne was appointed Director in April Martin was appointed Director in
She has been a Director for 4 years, 2012. She has been a Director for 4 September 2013, He has been a Director

years. for 3 years.

Background:  Noel's executive background is in With a successful careerin the UK The Board continues to benefit from
international banking. She brings financial services industry and a strong Martin's insight, based on his broad
extensive knowledge of financial and focus on customer care, Lynne brings commercial and strategic risk experience.
governance issues o the Board. important skills to the Board. Her Martin i - f

. R experience as a chief executive officer artin is a non-executive dlrec_tor N
In January she was appointed chair of the f : : . esure Group plc, where he chairs the
" . and in managing change in the financial . - s
UK Expor} Finance board. As .part of this services sector has been of great value to remuneration comr_nmeegnd isa
role she is also a non-executive member the Board member of the audit and risk
of the Department of International Trade ' committees. He is a non-executive
board. Noelis outgoing chairman of GE In April 2016, Lynne was appointed as director of Faraday Underwriting Limited
Capital Bank Limited. She also holds non-executive chairman of Standard Life  which manages a syndicate at Lloyds,
non-executive director appointments Assurance Limited. Lynne is a non- where he is ¢chair of the audit and risk
with CHAPS Clearing Company Limited, executive director of Scottish Water, committee and member of the
the London Metal Exchange, the British where she chairs its audit committee. remuneration committee. He is also a
Horseracing Authority and Sirius Minerals  She is a non-executive director and non-executive adviser to Travers Smith
Plc. senior independent director of LLP.
years, Iarte_dy as the chief ppemtlng member of its audit, risk and nomination st'rategnc risk consult_ant carying outa
officer of Citibank International. Her - wide range of strategic consulting
: T : and governance committees. Lynne . - ;
previous non-executive directorships joined National Australia Bank Limited in projects and.M&A assignments. H'|s
include Alent plc, Logica PLC, RSA senior roles included managing director,
Insurance Group plc and Sumitemo 2003 and, from 2004 to 2011, she was risk consulting & software, EMEA at
o chief executive officer, UK {Clydesdale 8 '

Mitsui Bank. Bank plc and Yorkshire Bank). Previously, Towers Walson.
She holds a Law degree from the Lynne was with Woolwich plc from 1983 He holds an MA in Mathematics from the
University of Texas. to 2003, finishing her career there as University of Oxford. He is a Fellow of the

chief executive officer. Institute and Faculty of Actuaries.

She holds a BA from North East London

Polytechnic.

Shareholding: 10,074 12,554 32,727
Committee » Audit » Audit » Risk and Capital ()

memberships:

» Nomination and Governance
» Risk and Capital

» Audit
» Remuneration
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3. Directors’ report

The Directors present their annual report on the affairs of the Standard
Life group of companies (the Group), together with the audited
International Financial Reporting Standards (IFRS) consolidated financial
stalements for the Group, Anancial information for the Group and
financial statements for Standard Life plc (the Company) for the year
ended 31 Oecember 2016.

Reporting for the year ended 31 December 2016

The Company is the holding company of the Group. You can find out
about the relevant activities of the Company's principal subsidiary
undentakings and their overseas branches in the Strategic report. During
2016, the Company's principal undertakings operated branches in
Germany, Hong Kong, India and Ireland.

The main trends and factors likely to affect the future development,
performance and position of the Group are outlined in the Chief
Executive’s overview section of the Strategic report. Reviews of the
operating and financial performance of the Group for the year ended
31 December 2016 are given in the Sirategic repont.

The Chairman’s statement, the Directors’ responsibility statement and
the Corporate governance statement form part of the Divectors’ report.
The Corporate governance statement is submitted by the Board.

Using the IFRS basis, the results of the Group are presented in the Group
financial statements. A detailed description of the basis of preparation
of the IFRS results (including operating profit) is set out in the Group
financial statements section. More information about the Group’s use of
financial instruments and related financial risk management matters
can be found in Note 23 and Note 41 to the Group financial statements.

This report was prepared by the executive team together with the Board
and forms part of the management report.

Dividends

The Board recommends paying a final dividend for 2016 of 13.35p per
ordinary share. This will be paid on 23 May 2017 to shareholders whose
names are on the Register of members (the Register) at the close of
business ¢n 18 April 2017.

The total payment is estimated at £262m for the final dividend and
together with the interim dividend of 6.47p per share totalling £127m
paid on 19 October 2016, the total dividend for 2016 will be 19.82p per
share (2015: 18.36p} totalling £389m (2015: £362m).

Share capital

You can find full details of the Company’s share capital, including
movements in the Company's issued ordinary share capital during the
year, in Note 28 to the Group financial statements. You can also find an
analysis of registered shareholdings by size, as at 31 December 2016, in
the Shareholder information section,

As at 31 December 2016, there were 1,978,884,437 ordinary shares in
issue held by 102,942 registered members, The Standard Life Share
Account (the Company-sponsored nominee) held 746,304,323 of those
shares on behalf of 1,060,964 panicipants, No person has any special
rights of control over the Company's share capital and all issued shares
are fully paid.

During the year, and until the date this report was signed, the Company
received the following notifications in respect of major shareholdings
and major proportions of voting rights in accordance with the Disclosure
Guidanee and Transparency Rules of the Financial Conduct Authority
{FCA}.

Number of
voting rights

Percentage of
voting rights

Date of Type of following the following the
Shareholder tramsaction  transaction  transaction transacticn
BlackRock,
Inc. 23.09.2016 Acquisition 98,854,534 5.00%
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In 2016, in accordance with the terms of the Standard Life Employee
Trust Deed, the trustees of the Standard Life Employee Trust waived all
entitlements to current or future dividend payments for shares they hold
under option on hehalf of participants in the Company’s discretionary
share plans between the grant and vest dates. Details of ordinary shares
under option in respect of the Company's discretionary share plans are
shown in Note 47 to the Group financial statements.

The trustees of the Standard Life (Employee) Share Plan voted the
appropriate shares in accordance with any instructions received from
participants in the plan. Details of the Company's employee share plan
can be found in Note 47 to the Group financial statements.

Restrictions on the transfer of shares and securities

Except where listed below, there are no specific restrictions on the size
of a holding or an the transfer of shares. Both are governed by the
general provisions of the Campany’s articles of association (the Articles}
and curent legislation and regulation.

You can also obtain a copy from Companies House or by writing to the
Company Secretary at our registered address (details of which can be
found in the Contact us section). The Articles may only be amended by a
special resolution passed by the shareholders.

You can read the Articles on our website www.standardlife.com/annualrepont

The Board may decline to register the transfer of:

» A share thatis not fully paid

» A certificated share, unless the instrument of transferis duly stamped
or duly certified and accompanied by the relevant share certificate or
other evidence of the right to transfer, is in respect of only one class of
share and is in favour of a sole transferee or no more than four joint
transferees

» An uncertificated share, in the circumstances set out in the
uncentificated securities rules (as defined in the Articles) and, in the
case of a transfer to joint holders, where the transfer is in favour of no
maore than four joint transferees

» A certificated share by a person with a 0.25 per cent interest (as
defined in the Articles) in the Company, if that person has been
served with a restriction notice under the Articles, after failing to
provide the Company with information about interests in those shares
as sef out in the Companies Act 2006 (unless the transfer is shown to
the Board to be pursuant to an arm's length sale under the Anticles)

These restrictions are in line with the standards set out in the FCA’s
Listing Rules and are censidered to be standard for a listed company.

The Directors are not aware of any other agreements between holders of
the Company's shares that may result in restrictions on the transfer of
securities or on voting rights,

Rights attached to shares

Subject to applicable statutes, any resolution passed by the Company
under the Companies Act 2006 and other shareholders® rights, shares
may be issued with such rights and restrictions as the Company may
decide by ordinary resolution, or (if there is no such resolution or if it
does nat make specific provision) as the Board may decide. Subject to
the Articles, the Companies Act 2006 and other shareholders' rights,
unissued shares are at the disposal of the Board.

Every member and duly appointed proxy present at a general meeting or
class meeting has one vote on a show of hands, provided, that where a
proxy is appointed by more than one sharehglder entitled to vole on a
resolution and is instructed by one shareholder to vote for’ the
resolution and by another shareholder to vote ‘against” the resolution,
then the proxy will be allowed two votes on a show of hands — one vote
‘for’ and one vote ‘against’. On a poll, every member present in person
or by proxy has one vote for every share they hold. For joint
shareholders, the vote of the senior joint shareholder who tenders a
vote, in person or by proxy, will be accepted and will exclude the votes
of the other joint shareholders. Far this purpose, seniority is determined




by the orderthat the names appear on the Register for joint
shareholders.

A memher will not he entitled 1o vote at any general meeting or class
meeting in respect of any share they hold if any call or other sum then
payable by them for that share remains unpaid or if they have been
served with a restriction notice (as defined in the Articles) after failing to
provide the Company with information about interests in those shares
required to be provided under the Companies Act 2006.

The Company may, by ordinary resolution, declare dividends up to the
amount recommended by the Board. Subject to the Companies Act
2006, the Board may also pay an interim dividend, and any fixed rate
dividend, whenever the financial position of the Company, in the
opinion of the Board, justifies its payment. If the Board acts in good
faith, itis not liable to holders of shares with preferred or ‘pari passu’
rights for losses that arise from paying interim or fixed dividends on
other shares.

The Beard may withhold payment of all or part of any dividends or other
monies payable in respect of the Company's shares from a person with a
0.25 per cent interest (as defined in the Articles) if that person has been
served with a restriction natice (as defined in the Articles} after failure to
provide the Company with information about interests in those shares,
which is required under the Companies Act 2006.

Subject to the Companies Act 2006, rights attached to any class of
shares may be varied with the written consent of the holders of not less
than three-quarters in neminal value of the issued shares of that class
(excluding any shares held as treasury shares). These rights can also be
varied with the sanction of a special resolution passed at a separate
general meeting of the holders of those shares. At every separate
general meeting {except an adjourned meeting) the quorum shall be two
persons holding, or representing by proxy, not tess than one-third in
nominal value of the issued shares of the class (calculated excluding
any shares held as treasury shares).

A shareholder's rights will not change if additional shares ranking "pari
passu’ with their shares are created or issued — unless this is expressly
provided in the rights attaching to their shares.

Power to purchase the Company’s own shares
At the 2016 Annual General Meeting (AGM}, shareholders granted the
Directors limited powers to:

» Allot ordinary shares in the Company up to a maximum aggregate
amount of £80,259,685

» Disapply, up to a maximum total nominal amount of £12,038,952 or
5% of its issued ordinary share capital, shareholders' pre-emption
rights in respect of new ordinary shares issued for cash

» Make market purchases of the Company's ordinary shares up to a
maximum of 197,001,046 or 10% of its issued ordinary shares

The Company did not make any market purchases of its ordinary shares
during the year ended 31 December 2016, and has not done so since
then and up to the date of this report.

Significant agreements

There are a number of agreements to which the Company, or one of its
subsidiaries, is party that entitle the counterparties to exeicise
termination or other rights in the event of a change of control of the
Company. These agreemenis are noted in the paragraphs below.

Credit Facility — under a £400m revolving credit facility between the
Company and the banks and financial institutions named therein as
lenders (Lender) dated 22 May 2015 {the Facility), in the event that (i)
any persons or group of persons acting in concert, gain control of the
Company or (i) Standard Life Assurance Limited ceases to be a member
of the Group, then any Lender may elect within a prescribed time frame
to cancel its outstanding commitment under the Facility and declare its
participation in all outstanding loans, together with accrued interest and
all amounts accrued immediately due and payable, whereupon the
commitment of that Lender under the Facility will be cancelled and all
such gutstanding amounts will become immediately due and payable.

India — under a shareholders' agreement dated 15 January 2002 {(as
amended) which is now between Housing Development Finance
Corporation Limited (HOFC) and Standard Life {Mauritius Holdings} 2006
Limited (SLMI0G), being the relevant Group campany which holds the
interest in HOFC Standard Life Insurance Company Limited (HDFC
Standard Life), upon a change of control of the Company which resultsin
a change of control of SLMHO6 (as described in the shareholders'
agreement), HDFC potentially has the right to terminate the venture and
1o purchase, or nominate a third party to purchase, SLMHO6's shares in
HOFC Standard Life for a price determined in accordance with the
agreement.

India - under a sharehotders' agreement dated 10 june 2003 (as
amended) between Standard Life Investments Limited and HDFC,
pursuant to which the retevant Group company holds its interest in HOFC
Asset Management Company Limited (HDFC AMC), upon a change in the
ownership structure of Standard Life Investments Limited that results in
the acquisition by a third party, either directly or indirectly, of more than
20% of the issued, subscribed and paid-up capital of Standard Life
Investments Limited, HDFC will have 90 days from the date upon which
Standard Life Investments Limited notifies it in writing of the cccurrence
of such a change to purchase the relevani Group company's shares in
HOFC AMC for a price determined in accordance with an agreed pricing
formuta.

China - under a joint venture agreement dated 12 October 2009 {as
amended) between the Company and Tianjin TEDA Internationat Holding
(Group) Co. Limited (TEDA), pursuant to which the Company holds its
interest in Heng An Standard Life Insurance Company Limited (Heng An
Standard Life), upon a change of control of the Company, TEDA has the
right to terminate the venture and to purchase, or nominate a third party
to purchase, the Company's shares in Heng An Standard Life for a price
determined in accordance with the agreement.

A number of other agreements contain provisions that entitle the
counterparties to exercise termination or other rights in the event of a
change of control of the Company. However, these agreements are not
considered to be significant in terms of their likely impact on the
business of the Group as a whole,

The Directors are not aware of any agreements with any employee that
would provide compensation for loss of office or employment resulting
from a takeover bid. The Company also has no agreement with any
Director to provide compensation for loss of office or employment
resulting from a takeover.

Directors and their Interests

The Directors who served throughout the year were:
» Sir Gerry Grimstone {Chairman)

» Keith Skeoch

» Luke Savage

» Colin Clark

» Paul Matthews

» Kevin Parry

» Pierre Danon

» John Devine {appointed 4 July 2016}

» Melanie Gee

» Noel Harwerth

» Lynne Peacock

» Martin Pike

» Crawford Gillies (retired 17 May 201¢)
» Isabel Hudson (resigned 24 fune 2016)

Biographies of the current Directors can be found on pages 50 (o 53.

Details of the Directors’ interests in the Company's ordinary shares, the
Standard Life (Employee) Share Plan, the Standard Life Sharesave Plan
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3. Directors’ report continued

and the share-based executive long-term incentive plans {LTiPs) are set
out in the Directors’ remuneration report together with details of the
executive Directors' service contracis and non-executive Directors'
appointment letters.

No Director has any interest in the Company's listed debt securities orin
any shares, debentures or loan stock of the Company's subsidiaries. No
Director has any material interest in any contract with the Company ora
subsidiary undertaking which was significant in relation to the
Company's business, except for the following:

» The benefit of a continuing third party indemnity provided by the
Company (in accordance with company law and the Articles)

» Service contracts between each executive Directorand subsidiary
undertakings (Standard Life Employee Services Limited and Standard
Life investments Limited)

Copies of the following documents can be viewed at the Company's
registered office (details of which can be found in the Contact us
section) during normal business hours (9am to Spm Monday to Friday)
and will be available forinspection at the Company’s AGM on 16 May
2017

» The Directors’ service contracts or letters of appointment

» The Directors’ deeds of indemnity, entered into in connection with the
indemnification of Directors provisions in the Articles

» The rules of the Standard Life plc Executive Long-Term Incentive Plan
» The Company's Articles

Appointment and retirement of Directors

The appointment and retirement of Directors is governed by the Articles,
the Companies Act 2006, the UK Corporate Governance Code and
related legislation.

The UK Corporate Governance Code recommends that directors of FTSE
350 companics should stand for clection every year. In ling with this, all
our Directors as at the date of the AGM will retire at the AGM on 16 May
2017. Paul Matthews is standing down as Director on 1 March 2017 and
Barry O'Dwyer will be appointed to the Board as Director on the same
day. John Devine and Barry O'Dwyer, having been appointed since the
last AGM, will stand for election at the 2017 AGM. All remaining
Directors who wish to continue in office will stand for re-election.

The powers of the Directors can also be found in the Articles.

Directors’ liability insurance

During 2016, the Company maintained directors’ and officers’ liability
insurance on behalf of its directors and officers to provide cover should
any legal action be brought against them. The Company also maintained
a pension trustee liability indemnity policy (which includes third party
indemnity) for the boards of trustees of the UK and Irish staff pension
schemes, The trustees include individuals who are directors of
subsidiaries within the Group.

Our people
Our people have always been central te delivering our strategy, and we
remain focused on bringing out the best in them.

You can read more on our people strategy in the Sustainability section of the
Strategic report

Diversity and Inclusion

Standard Life takes pride in the high achieving, diverse and healthy
working environment it has created, where all employees are valued,
empowered and treated as individuals. Qur approach to diversity and
inclusion is defined in its broadest sense including, for example, age,
socio-economic background, gender, disability, sexual orientation,
experience and ethnicity. We are committed to enabling all our people to
fulfil their potential and to providing an inclusive workplace where all
forms of diversity are valued. This covers our recruitment process,
policies, working practices and gur people networks.
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We treat those with disabilities fairly in relation to job applications,
training, promotien and career development. Adjustments are made to
train and enable employees who become disabled whilst working at
Standard Life to allow them to continue and progress in their role.

In recent years we have seen considerable progress in our gender
halance within our talent pipeline particularly in our graduate, emerging
leaders and senior high potentials. This year we have signed up to the
Women in Finance Charter, supporting our aim for an inclusive
workplace and in particular, to support actions which will improve the
representation of senior women in our industry. We are committed to
continuing to improve the gender balance split at a senior management
level and in October 2016 we published our target ranges for gender
balance. Although 25% of our leadership population is female, we
appreciate that there is still more work 1o be done. We continue to run
our Non-Executive Director curriculum to encourage female talent to
develop executive team and board experience and are working with our
female employees to focus career conversations on development. In
addition, we are working with executive search partners who have
signed up to providing an equal balance of men and women on
shortlists provided.

In 2016 our established people networks continued to support our
people across the business. At present we have a successful Women's
Development Network, LGBT Network, Carers” Network, Armed Forces
Network and Young Persons’ Development Network. in addition, we
have an LGBT+ Allies Group.

Talent

Since 2010 we have increased the number of employees aged 25 and
under in the UK and ireland frem 0.5% to §%. Through a series of
initiatives and partnerships and by offering traineeships and
apprenticeships, Standard Life demonstrates itis committed to youth
employment. On our Edinburgh Guarantee programme we have, to date,
taken on more than 140 school leavers, providing six-month placements
across the business, patd at the living wage. Our expericnce has been
good, with 98% of qur placements leading to a positive destination -
whether it be a role within Standard Life or progression (o further
education, training or other employment. This commitment extends to
supporting young people through education, as we work with Career
Ready to equip young people for better futures, with mentors and paid
internships.

We are committed to retaining and attracting the best alent and our
recruitment campaigns advertise our flexible approach to working
patterns, capturing individuals at the beginning and middle years of
their careers. OQurveteran and ‘returnship’ programmes also support
those in the middle and later years of their careers,

Engagement

There are several separate employee representation arrangements
across the organisation aimed at providing insights from our people to
help drive the business tewards becoming a world-class investment
company. In the UK, most employees are represented through
partnership agreements with the Group's staff associations, Vivo and
Bridge. In Ireland, there is an established agreement with Unite, and a
works council was established in Germany in 2008,

We want to hear from our people about how to make things better, so we
getinsight from our employee engagement survey ‘InterAction’, as well
as through our employee associations and conversations with leavers.
The InterAction survey gives our employees the chance to tell the
teadership teams how they feel about warking for Standard Life. In
November 2016, B0% of atr employees campleted onr most recent
InterAction survey, which is up from 79% in 2015. The responses gave
us a clear update on how our pecple feel about a range of topics.

We want our employees to be engaged in their work and give their best
every day. We have collaborated with the votuntary movement Engage
for Success to focus on the best ways to make this happen, Their aim —
like ours — is to improve employee engagement.




As a result of these collaborations, we have launched our own
engagement network which will begin work early in 2017 to focus on our
group-wide engagement prigrities.

Yo support our healthy body strategy, we took part in our fifth Global
Corporate Challenge - a 100-day walking challenge. We averaged
14,037 steps a day {well above Wortd Health Organisation target of
10,000). We also work with our an-site caterers to provide healthy,
nutritious lunch and snack choices for our people.

To help our pecple in work and home life, we provide a variety of support
from our people networks to our family friendly policies, and we provide
an employee assistance programme called Solutions. Itis a free,
confidential service available to our people and their families whenever
they need it.

We also run free regular mindfulness and meditation sessions, where
employees can get space and time to ¢lear their minds in the middle of a
working day. :

Changes to the UK employee pension were implemented on 16 April
2016. From this date, pension scheme members build up future pension
on a defined contribution basis rather than a career average defined
benefit basis. In 2016 over 95% of our UK employees were in our
pension scheme.

We helieve that we provide a consistent and competitive level of support
for ouremployees in their retirement savings provision, and that this is
sustainable going forward to ensure that we remain competitive.

Our new Group intranet, Stan, launched in March 2016, enhances
engagement, collaboration and communication across the whole
business, helping employees to do their job more quickly and connect
with each other more &asily. In addition, independent analysis of Stan
conducted by Digital Workplace Group highlighted that we are well
positioned to build on the initial positive impact of the site. Stan
achieved an extremely high score for its strategy and governance,
ranking third in the global league tabtes compiled by Digital Workplace
Group.

Reward

We rely on highly skilted employees. We are committed to policies that
are progressive and attract and retain the talent we need to continue to
build a world-class investment company. We offer a range of benefits
and financial rewards to our people. As we are all different, our people
can tailor their package to suit their needs.

As part of our performance culture, employees and their managers have
regular conversations together where they agree performance goals and
how to develop and address the employee’s aspirations, strengths and
development areas. We believe great performance should be rewarded
and our approach continues to support our reward principles and links
pay to performance. This ensures our remuneration remains campetitive
in the market.

As at 31 December 2016, approximately 73% of the Group's employees
were shareholders through participation in the Standard Life (Employee)
Share Plan (the Plan). The Plan allows employees to buy ordinary shares
in the Company directly from their eamings up to a market value of £150
per month, or an equivalent sum in a relevant currency. These are called
partnership shares. For each partnership share that an employee buys
under the Plan in the UK, the Company matches the purchase by
allocating them ordinary shares up to a maximum total value of £50 per
month. As at 31 December 2016, 68% of eligible employees in the UK
were making a monthly average contribution of £58. A similar tax
approved plan is used in Ireland, where the maximum menthly matched
amount is €70, and has a 55% take-up. Even though the Plan cannot be
structured on a tax favourable basis in Germany or Austria, at the end of
the year, 35% of eligible employees were buying shares on a monthly
basis.

The Group also encourages share ownership in the Company in the UK
and Ireland through the Standard Life Sharesave Plan which was
{aunched in August 2011. In September 2016, we launched a sixth
invitation to UK employees and at the same time made a fifth invitation

to employees in lreland. On 1 November 2016, the 20173 three-year UK
and Ireland Sharesave invitations matured. Participating employees
have the opportunity, until 1 May 2017, to buy Standard Life plc shares
at a price of £2.834 per share (UK} and €3.216 per share (Ireland) with
their accumulated savings, On 1 November 2016 the 2011 five-year
Sharesave invitation also matured. Participating employees have the
opportunity, until 1 May 2017, to buy Standard Life plc shares at a price
of £1.576 per share (UK} with their accumulated savings.

As a result, there are now over 3,400 employees in the UK and Ireland
participating in Sharesave plans.

Sustainability

The commercial aims of our business are linked to our environmentat,
social and governance responsibilities. You can find out more about
how we run our business sustainably, including our greenhouse gas
emissions, in the Sustainability section of the Strategic report,

Political donations

We did not make any political donations in the year ended 31 December
2016. The Company has limited authorisation from shareholders to
make political donations and incur political expenditure (Resolution 14,
2016 AGM). We request this as a precaution against any inadvertent
breach of political donations legislation. While Standard Life has regular
intcraction with government and clected politicians inthe UK and other
jurisdictions in which we operate, we are strictly apolitical. We have a
long-standing policy of not making pelitical donations and we have no
plans to do so.

Auditors

The Audit Committee is responsible for considering the Group's external
audit arrangements. PricewaterhouseCoopers LLP is not seeking re-
appointment as auditars of the Company. Following the conclusion of
the audit tender process, resolutions proposing the appointment of
KPMG LLP as auditors of the Company and giving authority to the Audit
Committee to determine their remuneration will be submitted at the
AGM to be held on 16 May 2017.

Disclosure of information to the auditors

Each Director confirms that he or she has taken all reasenable steps
necessary, in his or her role as a Director, to be made aware of any
relevant audit information and to establish that
PricewaterhouseCoopers LLP is made aware of that information,

As far as each Director is aware, there is no relevant audit information
that PricewaterhouseCoopers LLP is not aware of as at the date this
report was approved.

Annual General Meeting

Details of the meeting content can be found in our AGM guide 2017
which will be available online at www.standardlife.com from 22 March
2017. The AGM was held in London for the first time last year. Asitis
intended to hold the AGMs in Edinburgh and London in alternate years,
itwill be held in Edinburgh in 2017.

Annual General Meeting ~ Tuesday 16 May 2017 at 2pm (UK time}

Edinburgh Internaticnal Conference Centre
The Exchange

150 Morrison Street

Edinburgh

EH3 BEE

Scotland

Overview

» Introduction - the Chairman will introduce the Directors and
outline the business of the AGM

» Presentations and question and answer session — the Chairman
and the Chief Executive will review the husiness and provide an
overview of Standard Life’s plans for 2017, After this, there will be
an opportunity to ask questions

» Voting — shareholders will be asked to considerand vote on a
number of resolutions
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3. Directors’ report continved

Other information

UnderListing Rule 9.8.4.CR, a listed company must include all information required by LR 9.8.4R in a single identifiable location or cross-reference
table. Forthe purposes of LR 9.8.4CR, the information required to be disclosed can be found in the following locations. All the relevant information
cross-referenced below is hereby incorporated by reference into this Directors’ report.

Location

Directors’ None/
Toplc Directors’ report remuneration report Not applicable
Interest capitalised X
Publication of unaudited financial information in a class 1 circularorina
prospectus, other than in accordance with Annexes 1 and 2 of the FCA's
Prospectus Rules X
Details of long-term incentive schemes X
Waiver of emoluments by a director X
Waiver of future emoluments by a director x
Non pre-emptive issues of equity for cash
Mon pre-emptive issues of equity for cash in relation to major subsidiary
undertakings X
Parent participation in a placing by a listed subsidiary X
Contracts of significance X
Provision of services by a controlling shareholder X
Shareholder waivers of dividends
Shareholder waivers of future dividends X
Agreements with controlling shareholders X

The Directors' report was approved by the Board and signed on its behalf by

Loweth. A, il

Kenneth A Gilmour
Company Secretary

24 February 2017
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4. Corporate governance statement

4.1 Nomination and Governance Committee
report

The Nomination and Governance Committee oversees the governance
framework so the report an its activities is presented both in summary
on this page and integrated in more detail into the relevant parts of the
corporate governance statement.

Dear Shareholder

Itis my pleasure to introduce the 20156 Corporate governance statement
and Nomination and Governance Committee report, in line with my
responsibility to ensure effective corporate governance throughout the
Group. Your Board adheres to the highest standards of corporate
governance and ethical behaviourin directing the Group's affairs and in
its accountability to you as shareholders. As Directors, we believe these
commitments are key to understanding and managing our business
effectively, providing engaged leadership, and delivering shareholder
value aver the longer term. Your Board takes the quality of its
performance séerigusly and strives to improve performance through
annual reviews and continuing self-assessment. As well as our key
activities to oversee the composition of the Board and its effectiveness,
during 2016 we:

» Reviewed and revised the ¢composition of the boards of our principal
subsidiaries, Standard Life Assurance Limited (SLAL) and Standard
Life Investments (Holdings) Limited (SLIH}

» Established the Investment Committee to support the Board in its
oversight role

&ﬂ%@t—;

Sir Gerry Grimstone
Chairman, Nomination and Governance Committee

Membership
The members of the Committee are the Chairman and independent non-
executive directors. Their attendance at Committee meetings was:

Member Attendance
Sir Gerry Grimstene, Chairman 6/6
Pierre Danon 5/6
Kevin Parry 575
Noel Harwerth 6/6
Former member

Crawford Gillies 1/1

Keith Skeoch, in his role as Chief Executive, was invited to Committee
meetings to discuss relevant topics, such as talent development and
management succession,

The Committee supports the composition and effectiveness of the
Board, and oversees the Group's activities to strengthen its talent
pipeline at all levels. i also oversees the development and
implementation of the Group's governance framework,

In this statement you can read about the Committee's role in:

» Identifying and recommending Directors to be appointed to the Board

» Reviewing Board diversity, skills and experience

» Supporting the review of the Board's effectiveness

» Qverseeing succession planning, leadership and talent development
and diversity levels throughout the Group

Ultimate responsibility for these important topics rests with the Board
and the Committee reports regularly to the Board so that all Directors
can be involved as appropriate.

The Committee’s work in 2016
An indicative breakdown as to how the Committee spent its time is
shown below:

» Reviewed compliance with the Corporate Governance
Code

» Reviewed the corporate governance statement
» Reviewed the Board Charter
» Committee Effectiveness review

» Recommended appointment of Senior Independent
Director {SID)

* Reviewed membership of Committees

» Reviewed executive succession and talent

» Reviewed emerging talent and support and
development programmes

» Appointment of subsidiary board members

» Reviewed preparation to support the Market Abuse
Regulation (MAR)

» Signed up to Women in Finance Charter
» Recommended appointment of non-executive Director

» Reviewed Organisation Design reshaping and eutput
» Reviewed executive succession and talent

» Reviewed results of Board Effectiveness

» Recommended establishment of lnvestment
Committee

» Reviewed imptementation of Senior insurance
Managers Regime (SIMR) requirements

» Reviewed executive succession and talent
» Reviewed subsidiaries’ committees' terms of reference
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4. Corparate governance statement continved

The Committee’s work in 2016

. . e mmit ffactiv
Anindicative breakdown as to how the Committee spent its time is Co teg € ec? en.ess , .
shown below: The Committee reviews its remit and effectiveness each year. The 2016
’ review was carried out via an internal self-assessment questionnaire.
The review cancluded that the Committee:

» Continued to focus Director and senior manager recruitment on the
skills and experience required by the Board, reflecting the changing
shape of the business

» Continued to look for strength in the succession, talent and
development, diversity and leadership programmes across the Group

» Worked to deliver effective subsidiary board composition and
processes to support changing govemance requirements

Roles and responsihilities
The roles and respansibilities of the Board, Chairman and Chief Executive are outlined below:
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Code compliance

As well as covering the formal disclosure requirements of the UK
Corporate Governance Cade {the Code), this statement describes how
the Board meets its governance responsibilities.

Throughout 2016, the Company complied with all of the provisions set
out in the Code issued by the Financial Reporting Council (FRC) in
September 2014, which is available at www.frc.org.uk

Together with the Directors’ remuneration report, this statement
explains how our governance framework supports the way we apply the
Code's principles of good governance.

Governance framework
The Group's governance framework is approved by the Board and
documented in the Board Charter.

¥ou can read the Board Charter on our website at
www.standard(ife.com/annualreport

The Group’s Code of Conduct guides our people to do the right thing and
complements the Board Charter. It sets out our standards of conduct
and governing principles for operational excellence, compliance
responsibilities, customer service, our people, and other stakeholders.

The Board expects the Group to be a leader in corporate governance
activities through its own actions and through its stewardship activilies.
The Nomination and Governance Committee regularly reviews the
Group's corporate governance framework against relevant generally
accepted standards, gultdance and besl praclice, and, as appupniate,
recommends to the Board changes to the Board Charter,

During 2016, the Commitige oversaw the implementation of the
governance map and processes to support SIMR and the preparation for
the introduction of MAR.

The governance framework sets out the Board’s relationship with the
boards of the principal subsidiaries in the Group. In particular, it
specifies the matters which these subsidiaries are required Lo refer to
the Board or lo a Commitiee of the Board for approval. It also ensures
that all decisions which require or would benefit from it, receive the
independent input of the non-executive Directors.

The roles of the Chairman and the Chief Executive are separate. Each
has clearly defined responsibilities, which are described in the Board
Charter.

The heads of each business unit and Lhe corporate centre functions
manage their teams within authorities set out in the Board Charter and
within an approved scheme of delegation. This includes reporting to the
Chief Executive on how they are complying with Group policies and
performing against approved plans and budsgets.

The Company Secretary is responsible for advising the Board on
governance matters.

Board compaosition, balance and diversity

The Board's policy is to appoint and retain non-executive Directors who
bring relevant expertise as well as a wide perspective to the Group and
its decision-making framework. The Directors believe that at least half of
the Board should be made up of independent non-executive Directors.
As at 24 February 2017, the Board comprises the Chairman, seven
independent non-executive Directors and four executive Directors. The
Board is made up of nine men {75%) and three women (25%) (2015:
men 69%, women 31%). The Board continues to suppaoit its Board
Diversity statement which states that the Board:

» Believes in equal opportunities and supports the principle that due
regard should be had for the benefits of diversity, including gender,
when undertaking a search for candidates, both executive and non-
executive

» Recognises that diversity can bring insights and behaviours that may
make a valuable contribution to its effectiveness

» Believes that it should have a blend of skills, experience,
independence, knowledge and gender amangst its individual
members that is appropriate to its needs

» Believes that it should be able to demonsirate with conviction that
any new appointee can make a meaningful contribution to its
deliberations

» |s committed te maintaining its diverse compasition

» Supports the Chief Executive's commitment to achieve and maintain a
diverse workforce, both throughout the Group, and within his
executive team

You can read more about our Directors in their biographies in Section 2

The Nomination and Governance Committee receives updates on
progress towards achieving and maintaining diversity throughout the
Group. This includes reviewing statistics on age, gender and full/part
time working at all tevels. The Group also promotes initiatives and
programmes to raisc awarcness of why diversity matters. During 2016,
the Board signed up to the Women in Finance Charter and has published
our progressive target ranges for our leadership population to represent
the gender split of our workforce by 2025. You can read more about our
diversity activities in the Sustainability section of the Strategic report.

Board changes during the period

Appaintments

Iohn Devine was appointed to the Board on 3 July 2016. John had served
as the non-executive chairman of SLIH from 28 April 2015 until the end
ol Augist 2016. From 2008 102010, |oha was chicf operating officer of
Threadneedle Asset Management Limited. Prior to joining Threadneedle,
John held a number of senior positions at Mermill Lynch in London and
New Yark, As recently announced, Barry O'Dwyer will be appeinted as an
executive Director to the Board on 1 March 2017, to replace Paul
Matthews as CEQ Pensions and Savings.

Retirements

Crawford Gillies retired from the Board at the conclusion of the 2016
AGM, having served for nine years. Isabel Hudson stood down from the
Board on 24 June 2016, having served for 18 months. As recently
announced, Paul Matthews, CEQ Pensions and Savings will stand down
from the Board on 1 March 2017 prior to his retirement later this year.

Board appeintment process, terms of service and rote

Taking account of the Group’s strategy, as well as industry and
regulatory developments, the Nomination and Governance Committee
evaluates the Board’s balance of skills, diversity, knowledge and
experience, in the context of the time served by non-executive Directors,
The Commitlee uses the results of its analysis to direct its recruitment
activities and appointment recommendations and reviews all
recommendations to appoint independent non-executive Direciors to
the boards of subsidiary companies.

Taking account of the regulatory changes that have been or will be
introduced to the responsibilities of the board of Standard Life
Assurance Limited (SLAL), including:

» The transition from the current Individual Capital Assessment regime
to Solvency Il

» The Prudentiat Regulation Authority’s (PRA) Position Paper on
Corporate Governance: Board Responsibilities

» SIMR regime changes

» The role of the Independent Governance Committee

During 2016, the Committee considered and strengthened the oversight

of the governance of key subsidiaries. Specifically, the Commitiee

supported changes to the composition of the board of SLAL, in particular

that a non-executive chairman and three independent non-executive

directors should be appointed.
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4. Corporate governance statement continved

Recognising strategic developments and the impact of the change noted
above, the Committee also supported changes to the composition of the
hoard of SLIH, in particular that the independent non-executive Directors
should stand down. Following this, to provide increased connectivity
with Standard Life Investments, the Committee supported the proposal
to establish an Investment Committee which will become operational in
2017 and which is discussed in more detail in the Other committees
section on page 66.

After identifying the capabilities needed for Board roles, and the
succession timeframe, the Committee considers tha related roie profile
submitted to external search consultants along with the requast to
prepare a list of suitable candidates. The Group has used the services of
JCA Group, Heidrick and Struggles, Odgers Berndtson, Zygos and Egon
Zehnder to support its recent recruitment searches and Egon Zehnder
has also provided executive development assessment support.
Standard Life administers three active pension plans for Heidrick and
Struggles and provides a group self-invested pension plan for The Zygos
Partnership. In addition, Standard Life hold a fully paid-up executive
pension plan for Egon Zehnder. The Board is not aware of any othor
connccetion between the Group and the aforementioned consultants,
JCA Group or Odgers Berndtson.

The Nomination and Governance Commitiee considers the potential
suitable candidates and agrees a shortlist. Following interviews with
potential candidates, the Cammittee then makes recommendations to
the Board on any prapased appointment, subject always ta the
satisfactory completion of all background checks and regulatory
approvals. The cther Board members are also offered the opportunity to
meet the recommended candidates. The Committee considers the
external commitments of candidates ta assess their ability to meet the
necessary time commitment and whether there are any conflict of
interest matters to address.

Each non-executive Director is appointed for a three-year fixed term and
shareholders vote on whether to elect/re-etect him or her at every AGM.
Once a three-year term has ended, a non-executive Director can
continue for further terms if the Board is satisfied with the non-executive
Director's performanee, independence and ongoing time commitmant.
There is no specified limit to the number of terms that 3 non-executive
Director can serve, although the Board recognises the Code provisions
regarding length of service when considering whether or not their
appointment should be continued. The current average length of service
of the non-executive Directors (excluding the Chairman) is just over
three years. The Nomination and Governance Committee oversees the
process to recommend continued appoiniments, but members of the
Committee do not take part in discussions when their own performance

or continued appointment  is being considered. During 2016, the
Committec recommended to the Board that the appointment of Martin
Pike should be continued for a second term.

The role of aur non-executive Directors is to participate fully in the
Board's decision-making work - advising, supporting and challenging
management as appropriate.

You can see our standard letter of appoiniment on our website at
www.standardlife.com/annualreport or by writing to the Company Secretary

The letter of appointment confirms that the amount of time we expect
cach non-oxecutive Director to commit to cach year, once they have met
all of the approval and induction requirements, is around 35 days. Non-
exccutive Directors are required ta canfirm that they can atfecate
sufficicnt time to carry out their duties and responsibilities effectively.
You can read mare about the induction and develppment programme
later in this section.

Director election and re-election

At the 2017 AGM, all of the current Directers will retire. John Devine and
Barry O'Dwyer, having been appointed since the previous AGM, will
retire and stand for election. All the others, except Paul Matthews who
will have resigned as at 1 March 2017, will stand for re-election,
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You can read more background information about the Directors,
including the reasons why the Chairman believes you should support
their election or re-election, in our AGM guide 2017, which will be
published online at www.standardlife.com from 22 March 2017, andin
Section 2 - Board of Directors.

Directer independence, external activities and conflicts of
interest

The Beard caries out a formal review of the independence of non-
executive Directors annually. The review considers relevant issues
including the number and nature of their other appointments, any other
positions they hold within the Group, any potential conflicts of interest
they have identified and their length of sewvice. Their individual
circumstances are also assessed against independence criteria,
including those in the Code. Following this review, the Beard has
concluded that all the non-executive Directors are independent.

Sir Gerry Grimstone was Chairman of the Board throughout the year. He
has retained his non-executive positions with Barclays PLC, where he
serves as deputy chairman and senior independent director, Deloitte LLP
and the UK Government’s Ministry of Defence. He is also an adviser to
the board of the Abu Dhabi Commercial Bank.

Crawford Gillies served as the Senior Independent Director (SID) until his
retirement on 17 May 2016, and Kevin Parry was appointed as 51D on
that date. In this role, Kevin supports the Chairman, and often meets
with him one-to-one. He is also available (o talk with aur shareholders
about any concems that they may not have been able to resclve through
the channels of Chairman, Chief Executive or Chief Financial Officer, or
where a shareholder considers these channels are inappropriate. As
part of his induction we offered institutional shareholders the chance to
meet with him, and one chose to do so.

The Directors continued to review and authorise Board members’ actual
and potential conflicts of interest on a regular and ad hoc basis in line
with the authority granted to them in the Company’s Aftictes. As part of
the process to approve the appointment of a new Director, the Board
considers and, where appropriate, authorises his or her potential or
actual conflicts. The Board also considers whether any new outside
appointment of any current Director creates a potential or actual conflict
before, where appropriate, authorising it. All appointments are
approved in accordance with the Group’s Outside Appointments and
Conflicts of Interest policies.

In January 2017, the Board reviewed all previously authorised potential
and actual conflicts of interest of the Directors and their connected
persons, and concluded that the authorisations should remain in place
until January 2018, Under the terms of the approval, conflicted Directors
can be eacluded lrom receiving information, taking pait in discussions
and making decisions that relate to the potential or actual conflict. The
Board and relevant Committees follow this process when appropriate.
For example, during 2016, when considering the external audit tender,
the Board recognised the Chairman’s conflict resulting from his role with
Deloitte LLP and he tock no partin the tender process. The Audit
Committee also considered Kevin Parry's previous employment with
KPMG. As this ended in 1999, the Committee did not consider that it
brought any potential conflict to the tender exercise or decision,

The Board's policy encourages executive Directors to take up one
external non-exetutive director role. Keith Skeoch continued as a non-
executive director of the Financial Reporting Councit. Paul Matthews is a
membher of the Association of Rritish Insurers board and of the FCA's
practitioner panel.

You can read more about the Directors’ outside appoiniments in their
biographies in Section 2




Advice

Directors may sometimes need external professional advice to carry out
their responsibilities. The Board's policy is to allow them 10 seek this
where appropriate and at the Group’s expense. Directors also have
access o the advice and services of the Company Secretary, whose
appointment and removal is a matter fer the Board. No Directors sought
external advice in 2016.

Board effectiveness

Review process

The Board has, with the help of the Nomination and Governance
Commitiee, developed a formal review process to assess how well the
Board, its Committees, the Chairman and the Directors are performing
collectively and individually and how performance could be improved.

As well as planning the 2016 review, the Nomination and Governance
Committee also considered how the themes from the previous reviews
continued to be taken forward. In respect of engagement, the non-
executive Directors continued their support for participants in the
leadership programmes, and executive Directors held regular interactive
sessions open to all employees.

The 2016 review was facilitated internally. It comprised an online self-
assessment guestionnaire, followed up by individual meetings between
each Director and the Company Secretary and individual meetings
between the Chairman and each Director. Directors completed
questionnaires about the Board, each Committee they sit on, the
Chairman's performance and their own individua! performance, They
were encouraged to provide open and honest feedback, explain the
ratings they gave and suggest how the Board or Committee could
improve.

Outcome

Following the review process, the Company Secretary analysed the setf-
assessment responses and prepared a summary report which also
in¢luded the hndings rom his interviews and a series of related points
for possible action. The report was discussed with the Chairman and
then considered in detail by the Nomination and Governance Commiltee
atits October meeting before being formally presented to the Board in
December.

The key outputs from the review included:

» Recognising the Directors' collective role in setting the ‘tone from the
top’ and monitoring how culture was embedded across the Group

» Recognising the Board's rale in supporting effective behaviours in the
Boardroom and constructive leadership and management across the
Group

» Acknowledging that there had been improvements to Board papers,
but that there was still the need to focus on papers to support
succinct decision-making

» The Board's continuing desire to connect with and hear from people in
the whaole business to suppori future leaders and key role successors

Progress to implement the recommendations is monitored by the
Company Secretary and reperted to the Nomination and Governance
Committee. Each Board Committee followed a similar guestionnaire,
reponting and discussion process and reviewed its own results and
recommendations in detail.

Chairman

The review of the Chairman's performance was led by the SID, Kevin
Parry. [t was based on feedback given in the confidential online
questionnaires and followed up by individual interviews between the
SID and each Director. The questions covered:

» The Chairman's role to lead the Board and encourage effective
participation and consensus decision-making

» How he informs the Board of stakeholders’ views

» His relationship with both executive and non-executive Directors

The feedback was summarised into a report which was reviewed by the
SID and distributed to all Board members, except the Chairman. The

report also contained the reflections from the SID's individual meetings.
The Directors, led by the SID and without the Chairman being present,
met to consider the report. They concluded that the Chairman had
performed his role effectively, showed strong teadership of the Board,
continued to devote significant time to the Group and continues to have
sufficient time to carry out his duties. The SID met with the Chairman to
pass feedback from the review directly to him.

Directors

The Chairman led the performance review of the Directors. He held one-
ta-gne meetings to assess their individual perfarmance and contribution
against duties set out in the Beard Charter and in their appointment
letters.

Before these meetings, the Directors assessed their own performance by
completing a confidential online questionnaire. Individual development
and engagement schedules were prepared to support each meeting.
These built on the responses to particular questions and areas of
interest and training needs identified by each Director. The meetings
were designed to review whether each Director was contibuting
effectively to the Board and to the Board Committees, meeting all of
their statutory and regulatory duties, and continued to have sufficient
time to commit to the role. The meetings also considered individual
training, development and engagement opportunities for each Director.
The schedules summarised the internal and extemnal continuing
development the non-executive Directors had undertaken during the
year and considered the extent to which each non-executive Director
had implemented the points raised in the previous year's review. Each
Director takes forward the resulting actions, supported by the Chairman
and the Company, using either internal or external resources.

Director induction and development

The Chairman, supported by the Company Secretary, is respensible for
arranging a comprehensive preparation and induction programme for all
new Directors. The programme is tailored to theirindividual
requirements and takes their background knowledgoe and experience
into account, All Directors are required to complete the Financial
Conduct Authority's (FCA) approval process and, if relevant, the
Prudential Regulation Authority's (PRA} SIMR notification or approval
process before they are appointed and to self-certify annuaily that they
remain competent to carry out this aspect of their rele, These processes
continue to adapt to meet evolving best practice in respect of SIMR.

The formal preparation and induction programme includes:

» Meetings with the executive Directors, key members of senior
management, the heads of the operating businesses and our
corporate centre functions

» Focused technical meetings with internal and external experts on
specific areas including investments, Solvency i, conduct risk, risk
and capital management, and financial reporting

» Visits to business units to meet our people and gain a betterinsight
into the operation of the business and its culture

» Meetings with the External auditors and the FCA/PRA supervisory
teams

» Meetings with the Company Secretary on the Group's corporate
governan<e framework and the role of the Board and its Committees,
with the Chicf Risk Officer on the risk management framework as well
as meetings on their individual responsibilities both as Directors and
as holders of a Controlled Function/SIMR role

Background information is also provided including:
» Key Board materials and information, shareholder communications
and financial reponts

» The Group's organisational structure, strategy, business activities and
operational plans

» The Group's key performance indicators, financial and operational
measures and industry terminology
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4. Corporate governance statement continued

The induction programme provides the background knowtedge new
Directors need to perform to a high level as soon as possible after
joining the Board and to support them as they buitd their knowledge and
strengthen their performance further. As mentioned above, during 2016,
John Devine was appointed to the Board. Given the strength of his asset
management experience, the induction programme was Lailored to
comptement this.

When a non-executive Directoris appointed to one of the Board's
Committees, they receive relevant induction training on the Committee’s
role and duties.

When Directors are appointed to the Board, they make a commitment to
broaden their understanding of the Group’s business, Qur corporate
centre monitors relevant external governance and financial and
regulatory developments and keeps the ongoing Board training and
information grogramme up to date, During 2016, specific Beard
sessions took place on the Group's balance sheet, Solvency Il and
conduct risk matters, Similarly, the relevant Board Commiltees received
updates on developments in financial reporting, remuneration and
comporate governance. Non-executive Directors are actively invited to all
parts of the Group's business in order to familiarise themselves with
how our business is conducted and to meet with our people.

Succession and talent management activities

The Nomination and Governance Committee regularly reviews the
results of succession planning activities, including key person and
retention risk, and talent development programmes at ali levels acress
the Group.

At its meetings, the Committee discussed the future leadership and
talent needs of the Group and how the current programmes would be
revised to take account of the skills and expertise required by the Board
and senior management. The programmes recognise the changing
shape of the Group, and aiso identify both the talent available within the
Group and the need for external recruitment. The programmes are led by
the Chief People Officer, with input from the Chief Executive and
supported by the Group Talent and Qrganisation Development team.

During the year, the Nemination and Governance Committee also
received updates on how the programmes at graduate and emerging
leader levels, as well as the accelerated programme for senior leaders,
and overseas placements, have operated to deliver a more diverse
leadership pipeline. In addition, they received updales on the specific
individual development programmes in place for executive team
members and their potential successors.

The results of the Committee’s discussions are presented at least
annually to the Board. During 20186, the non-executive Directors held
specific discussions on Board and executive succession, the results of
which fed into the gverall plan.

The Board members are keen to interact with the members of the
development schemes and have met with, and had presentations from,
key tatent across the Group.

Annua) review of internal control

The Directors have overall responsibility for the Group’s System of
Governance {S0G), whichincludes the Enterprize Risk Management
(ERM) framewark and System of Intemal Control, and for the ongoing
review of their effectiveness. The SoG is designed to manage, rather
than eliminate, risk and can anly provide reasanable, not absolute,
assurance against material misstatement or loss. The SoG covers all of
the Group’s risks as set out in the ERM framework section in the
Strategic report. Internal audit regularly audits the effectiveness of
intemal ronirols, which will include elements of the SoG. Internal andit
reports its findings to the Audit Committee and the Risk and Capital
Committee.

With regard to regular financial reporting and preparing consolidated
accounts; Group Finance participates in the contrel self assessment and
policy compliance clements of the ERM frameweork. Graup Finance seis
formal requirements for financial reporting, defines the process and
detailed controls for the IFRS consolidation, reviews and challenges
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business unit submissions and receives formal sign-off on financial
reporting from business unit finance directors. In addition, Group
Finance runs the technical roview committee and the financial reporting
executive review group which review external technical developments
and detailed reporting disclosure and accounting policy issues.

In line with the Code and associated guidance, the Board has conducted
ongoing monitoring and review of the SoG through the Risk and Capital
Committee and the business unit Enterprise Risk Management
Committees (ERMCs}. On behalf of the Board, the Risk function has also
carried out an annual review of the effectiveness of the SoG. The SoG
was in place throughout 2016 and up to the date of approval of the
Annual report and accounts 2016,

The review included all elements of the SoG as follows:

» General requirements — governance structure, Board decision making
documentation, allocation of responsibilities, policy framework,
contingency plans, internal review of system of governance,
organisational and operational structure

» Remuneration
» Fit and proper requirements

» Risk management including Own Risk and Solvency Assessment
(ORSA)

» Prudent person principle
» Own fund requirements

» Internal controls (covering strategic, financial, operational and
compliance)

» Internal audit function

» Actuarial function plus opinion on technical provisions

» Valuation of assets and liabilities other than technical provisions
» Qulsvuriing

» Group governance specific requirements

In carrying out the annual effectiveness review of the SoG, the Risk
function liaised with subject matter experts (SMES) around the business
and reviewed and challenged all elements of the So6 to ensure Lhey
were Fit for purpose and had operated effectively during 2016. The Risk
function also produced a repon detailing the assurance activity which
had been conducted throughout the year in relation to the System of
Internal Contrel and a summary of the key risk items discussed at
business unit ERMCs on an ongoing basis throughout the year.

Summaries of the evidence of the effectiveness review, assurance report
and the key risk items were then presented for certification to the
business unit Chief Executive Officer, Chief Financial Officer, Chief Risk
Officer and Group function executive. Completed certifications and
supporting documentation were also presented to the business unit
ERMCs,

The certification exercise asked the Chief Exacutive Officers, Chief
Financial Officers, Chief Risk Officers and Group function executives to
confirm the following:

* An effectiveness review over each component of the SoG has been
tonducted

» Where the effectiveness review of the processes related to the 506
has found material issues, recommendations have been made to
restore process effectiveness

» Significant control breakdowns identified through the risk
management and internal control systems were reported during the
year and nacecsary actians have been or are being taken ta remedy
these

* Steps have been taken to identify any relevant audit information that
the External auditors should be made aware of

The Risk tunction prepared a report combining the output from the
business units and Group tunction executives. This was presented to the
Chief Executive, Chief Financial Officer and Chief Risk Officer and they
also completed the certification exercise. The results of the output from




the effectiveness review of the So6, which concluded that there had
been no significant failings or weaknesses, were presented to the Audit
Committee which subsequently reported this conclusion to the Board.

Communicating with investors

The Company continues to maintain and further develop a dialogue with
its shareholders. As part of this, ourinvestor relations and Group
secretarial teams support communication with investors, During 2016,
the Group continued its pragramme of domestic and international
presentations and meetings between Directors and institutional
investors, fund managers and analysts. The wide range of relevant
issues discussed, in compliance with regulations, at investor
presentations and meetings, includes business strategy, financial
performance, operational activities and corporate governance. The
Chairman has his own investor contact programme and brings relevant
issues to the attention of the Board. The Remuneration Committee also
consulted wilth major institutional investors regarding executive
remuneration plans during the year. More information on this
consultation can be found in the Directors’ remuneration report.

The Board is equally commitled to the interests of the Company's 1.2
million individual shareholders who hold approximately 52% of the
Company's issued shares. Given this large shareholder base, itis
impraciical to communicate with all sharehotders using the same direct
engagement mode! we follow for our institutional investors. The
Company has continued to gather and respond to shareholders’ views
on the services and means of communication available to them, mainly
via the Shareholder Questions mailbox and surveys conducted with
shareholders contacting the shareholder helpline. Around 430,000
sharehotders receive ali communications electronically helping to
reduce our envirpnmental impact. We encourage shareholders to use
our share portal to access information relating to their personal
shareholding and dividend history and around 300,000 have signed up
to this service, Share portal participants can alse ¢change their details
and dividend mandates online and receive tax information
electronically, We also encourage our individual shareholders to hold
their shares in the Standard Life Share Account where shares are held
electronically in a secure environment and 86% of individual
shareholders hold their shares in this way.

To give all shareholders access 1o the Company’s announcements, all
material information reported via the London Stock Exchange's
regulatory news service is published on the Company's website, We
have continued to host formal presentations to support the release of
both the full vear and half year financial results. These results-related
events are also made available live on the Group’s website, with the
facility for all listeners to ask questions, as well as having a permanent
replay facility. We also held a Capital Markets Day in May 2016 during
which we took the opportunity to update investors on the developments
at Standard Life Investments, the Group’s principal asset management
company, including our broad range of investment solutions and
growing international reach, We also discussed the strength of our
Pensions and Savings business and the ongoing focus on improving
efficiency in our business.

We publish company profiles to provide a high level introduction to the
Group and its divisions. We also distribute a quarterly newsletter
featuring articles designed to give investors deeper insight into
particular areas of our business including our sustainability strategy.
Copies of our Company profites and newsletters are available on the
Investors section of the Group’s website.

The Chairman’s siatement and the Strategic report in the Annual report
and accounts aim to provide a balanced overall assessment of the
Group’s activities, performance and prospects. This information will be
supported by a presentation at the 2017 AGM. Shareholders will be
invited to ask questions during the meeting and have an opportunity to
talk with the Directors after the formal part of the meeting. The voting
results will be published on our website at www.standardlife.com after
the meeting. These will include the number of votes withheld.

The 2016 AGM was held at et¢c venues St. Paul's on 17 May 2016 when
Directors were available to answer shareholders’ questions. In

accardance with best practice, all resolutions were considered on a poil
which was conducted by our registrars and monitored by independent
scrutineers. The results, including proxy votes lodged prior to the
meeting, were made available on our wehsite the same day. 43% of the
shares in issue were voted and all resolutions were passed. The formal
results anmouncement also included an extract from the Chairman’s
script about the Board's continuing commitment to respond to feedback
from shareholders.

Our 2016 AGM was held in London for the first time, To give more
shareholders the opportunity to attend, we plan to hold the AGM in
Edinburgh and Lendon in alternate years.

Our role as an institutional investor

Standard Lifc Investments is a signatory to and a supporter of the UK
Stewardship Code and the United Nations Principles for Responsible
investmenit. it undersiands and promotes the importance of good
governance and stewardship including the management of broader
aspects of risk relating to the environment, society and governance
(ESG). In 2016, Standard Life Investments published a new climate
change statement demonstrating how climate related factors are
embedded in the investment process, Standard Life [nvestments
believes that it is mutually beneficial for companies and the long-term
investors It represents, to have a relationship based on accountability,
engagement and trust. As a major asset manager, it monitors and
analyses the long-term ESG investment factors relating to the companies
it invests in and holds regular meetings with their senior management
represeniatives. Standard Life Investments maintains principles and
policy guidelines on ESG matters, stewardship and voting. These
guidelines are applicable on a global basis. The guidelines support
Standard Life Investments’ approach to engaging and to voting at
sharehoider meetings. Standard Life nvestmenis also makes voting
reports available to clients and publishes summary information on its
website. The policy guidelines are applied pragmatically, after all
relevant information has been carefully considered. When assessing the
Cempany's compliance with the principles and provisions of the Code,
the Nomination and Governance Committee also reviewed the
Company's compliance with the Standard Life Investments principles
and policy guidelines. The Committee concluded that the Company
complied with the guidelines during the year.

Standard Life Investments has made public its processes to comply with
the Stewardship Code's seven best practice principles. In line with
Principle 7 of the Stewardship Code, Standard Life Investments obtains
appropriate independent assurance gver the policies and procedures
which underpin its stewardship policy statements.

You can read more about this and Standard Life Investments’
governance and stewardship annual review at
www.standardlifeinvestments.com

Other information

You can find details of the following, as required by Disclosure and
Transparency Rule 7.2.6, in the Directors’ report and in the Directors’
remuneration report:

Share capital
» Significant direct orindirect holdings of the Company’s securilies

» Confirmation that there are no securities carrying special rights with
regard to control of the Company

» Confirmation that there are no restrictions on voting rights in normal
circumstances

» How the Articles can be amended

» The powers of the Directors, including when they can issue or buy
back shares

Directors

» How the Company appoints and replaces Directars

» Directors’ interests in shares
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4. Corporate governance statement costinued

Board meetings and meeting attendance

The Board and its Commitiees meet regularly, operating to an agreed
timetable. Meetings are usually held in Edinburgh or Landon and, on
occasion, at the offices of one of our internaticnal businesses. In
September 2016, the Board travelled to Boston to meet with key
members of staff and hear presentations on developments in the Morth
American business. During the year, the Board held specific sessions to
consider the Group's strategy and business ptanning. The Chairman and
the non-executive Directors also met several times during the year,
formally and informally, without the executive Directors present, At
these meetings, matters including executive performance and
succession and Board effectiveness were discussed.

Directors are required to attend all meetings of the Board and the
Committees they serve on, and to devote enough time to the Company
to perform their duties: Board and Committoe papers are distributed
before meetings olher than, by exception urgent papers which may need
to be tabled at the meeting. The Board sometimes needs to call or
rearrange meetings at short notice and it may be difficult for all Directors
to attend these meetings. If Directors are not able to attend a meeting
because of conflicts in their schedules, they receive all the relevant
papcrs and have the opportunity to submit their comments in advance
to the Chairman or to the Company Secretary. If necessary, they can
follow up with the Chairman of the meeting. The Board has established
the Standing Committee as a formal procedure for holding unscheduled
meetings. The Standing Committee meets when, exceptionally,
decisions on matters specifically reserved for the Board need to he
taken urgently. During 20146, the Standing Committee did not meet.

The Chairman is not a member of the Audit, Risk and Capital,
Remuneration or Investment Committees, He does, however, attend the
meetings of all Committees, by invitation, in order to keep abreast of
their discussions. Directors' attendance at the 2016 Board meetings is
shown in the table below. The Board met nine times during the year.

Number of meetings Beard
Chailrman

Sir Gerry Grimstone 2/9
Executive Directors

Keith Skeoch 92/9
Luke Savage 9/9
Paul Matthews 9/9
Colin Clark 8/9
Non-executive Directors

Pierre Danon 9/9
John Deving 4f4
Melanie Gee 9/9
Noel Harwerth 9/9
Kevin Pary 9/9
Lynne Peacock 2/9
Martin Pike 9/9
Former members

Crawford Gillies 3/4
{sabel Hudson G&f4
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Board Committees

The Board has established Committees that oversee, consider and make
recommendations to the Board on important issues of policy and
povernance. At each Board meeting, the Commitiee Chairmen provide
reports of the key issues considered at recent Committee meetings, and
minutes of Committee meetings are circulated ta the appropriate Board
members, The Committees operate within specific terms of reference
approved by the Board and kept under review by the Nomination and
Governance Committee.

These terms of reference are published within the Board Charter on our website
at www, standardlife.comfannualreport

All Board Committees are authorised to engage the services of external
advisers at the Company's expense, whenever they consider this
necessary,

The Chairman of each Committee and of the Nomination and
Governance Committee review Committee membership at reguiar
intervals, The Nomination and Governance Committee considers all
proposed appointments before they are recommended to the Board.

Investment Committee

The Board has established the Investment Commitiee to provide
increased connectivity with, and Standard Life plc non-executive
Director aversight of, the investment performance of Standard Life
Investments, and to strengthen the Board's engagement with the fund
management team. The Board recognises the value this will bring, both
internally in terms of liaison with the Chief Investment Officer and his
fund management team, and externally from the perspective of our
clients. The Invesiment Committee has been operational from the
beginning of 2017. It is chaired by Pierre Danon and the other members
are John Devine and Melanie Gee. There will be an open invitation 1o the
other non-executive Directors to attend the Committee's meetings,

Committee reports

This statement includes reports from each Committee Chairman other
than the report on the respansibilities and activities of the
Remuneration Committee which can be found in the Directors’
remuneration report following this statement,

The Committee Chairmen are happy to engage with you on their repons. Please
rontact them via questions@standardlifeshares.com

In the interests of transparency we have included the reports from the
Chairmen of the key Committees of Standard Life Assurance Limited -
the With Profits Committee and the Independent Governance Committee
as well as a report from the chairman of the Standard Life Master Trust
Co. Ltd. You can read more in Section 12,




4.2 Audit Committee report

The Audit Committee assists the Board in discharging its responsibilities
for financial reporting, internal control and the relationship with the
External auditors.

Dear Shareholder
During 2016, the activities of the Audit Commitiee increased once again.
We:

» Undertook the external audit tender, resulting in the recommendation
to appoint KPMG LLP for the 2017 financial year

» Monitored the implementation of Solvency Il, the new prudential
regime {hat took effect from 1 January 2016, including preparing for
external narrative réporting required in 2017

» Recruited a new Chief Internal Auditor and spent more time
discussing the work of internal audit

» Updated our approach to considering non-audit services from the
External auditors

The Committee has also worked with executive management to continue
to improve the financial reporting. in July 2016 we received a letter from
the Financial Reporting Counclil (FRC) informing us that they had carried
out a review of our Anhual report and accounts 2015. | am pleased to
report that the FRC letter noted that there were no questions or queries
that the FRC wished to raise on our report and accounts. The FRC asked
thatwe make clear the inherent limitations of their review, which we
have set out in the financial reporting section of this repost.

Qurreport to you is structured in four pans:

» Governance

» Report on the year
» Internal audit

» External audit

| look forward to engaging with you on the work of the Commiitee.

Kevin Parry
Chairman, Audit Committee

Governance

Membership
All members of the Audit Committee are independent non-executive
Directors. Their attendance at Committee meetings was:

Member Attendance
Kevin Parry, Chairman 8/8
Noel Harwerth 8/8
Lynne Peacock 8/8
Martin Pike 8/8
Former member

Isabel Hudson 5/5

The Board believes members have the necessary range of financial, risk,
control and commercial expertise required to provide effective challenge
to managemertt. Kevin Parry is a former seniar audit partner, was chief
financial officer of Schroders plc and is an experienced audit committee
chairman. For the business of the Committee, he is considered by the
Board to have competence in accounting and auditing as well as recent
and relevant financial experience.

The Committee schedules six meetings per annum, four of which are co-
ordinated with external reporting timetables. In 2016, there were two
extra meetings, of which one was focused solely on the external audit
tender and the other on a presentation of Solvency l disclosures.

Invitations to attend Commiltee meetings are extended on a regular
basis to the Chairman, the Chief Executive, the Chief Financial Officer,
the Chicf Executive UK and Europe, the Group Financial Controller and
Treasurer, the Chief Internal Auditor and the Group Chief Risk Officer.

The Audit Committee meets privately for part of its meetings and also
has regular private meetings separately with the External auditors, Chief
Internal Auditor and Chief Financiat Officer. These meetings address the
level of co-operation and information exchange and provide an
opportunity for participants to raise any concerns directly with the
Committee.

Key responsibilities
The Audit Committee's responsibilities are to oversee and report ta the
Board on:

» The appropriateness of the Group's accounting and accounting
policies, including the going concern presumption and viability

» The findings of its reviews of the financial information in the Group's
annual and half year financial reports

» The clarity of the disclosures relating to accounting judgemeats and
estimates

» its view of the ‘fair, batanced and understandable’ reporting
obligation

» The findings of its review of key prudential returns and disclosures

» Internal contrals over financial reporting and procedures to prevent
money laundering, financial crime, bribery and corruption

» Qutcomes of investigations resulting from whistleblowing

» The appointment or dismissal of the Chief Internal Auditor, the
approved internal audit work programme, key audit findings and the
quality of internal audit work

» The independence of the External auditors, the appropriateness of the
skills of the audit team, the approved audit plan, the quality of the
firm's execution of the audit, and the agreed audit and non-audit fees

» Any external audit tender process and the outcome of the tender

During the year, the audit, risk and compliance committee of Standard
Life Investments (Holdings) Limited was stood down as all important
financial and regulatory reporting matters are considered at the Group
Audit Committee from the overall perspective of the Group. To comply
with new EU rules for public interest entities, a Standard Life Assurance
Limited (SLAL) audit committee was established. Its work is to be clesely
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co-ordinated with the Group Audit Committee. During 2016, this
Committee considered all key financial and regulatory reporting issues
in relation to SLAL. The Audit Commitiee chairman will regularly attend
meetings of the SLAL audit committee and the SLAL audit committee
chairman will be invited to report regularly to the Audit Committee,

in carrying out its duties, the Committee is authorised by the Board to
obtain any information it needs from any Director or employee of the
Group. It is alse authorised to seek, at the expense of the Group,
appropriate cxternal professional advice whenever it considers this
necessary, The Committee did not need to take any independent advice
during the year.

In accordance with the Senior Insurance Manager's Regime, the Audit
Committee Chairman is respensible for the oversight of the
independence, autanomy and effectiveness of gur policies and
procedures on whistlebtowing including the procedures for the
protection of staff that raise concerns from detrimental treatment.
Throughout the year the Audit Committee chairman met regularly with
the Chief Internal Auditor and the Head of Financial Crime to discuss
their work, findings and current developments.

Committee effectiveness

The Committee reviews its remit and effectiveness annually. The 2016
review was carried out using an internal sclf-assessment questionnaire.
The review concluded that the Committee had:

* Nerformed effectively during the year and conducted a robust process
to appoint new auditors

» Fulfilled its duties under its terms of reference, and kept its terms of
reference up-to-date, recognising that in 2017 its regulatory reporting
duties would continue to cover Solvency Il

» Received sufficient, reliable and timely information from management
and the External auditors to enable it to fulfil its responsibilities,
recognising a desire to provide focused infarmation in the face of
increasing obligations

The Board's review similarly confirmed its satisfaction with the
performance of the Committee.

Report on the year

Audit agenda
The Audit Committee has a rolling agenda comprising recurring
business, seasonal business and other business.

As recurring business, at every meeting the Committoe roviews and
discusses:

» Updates from Group Finance on significant financial accounting,
reporting and disclosure matters

» Findings from Internal audit reports and how high pricrity findings are
being followed up by management

» Regular refreshes and updates (o the Internal audit plan

» Results of the monitering of financial crime, fraud risk assessments
and whistleblowing including calls to our dedicated Speak Up
helpline

» Reports from the chairmen of the subsidiary audit committees
» Updates on work completed by the External auditors

» Details of non-audit services requested of the External auditors by
business units
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Other agenda items
Other agenda items weve aligned to the annual financial cycle as set out
below.

» Annual report and accounts 2015

» 2015 Strategic report and financial highlights
» Solvency |l reporting

» Audit tender

» Completion of the 2015 external audit for all
audited entities

» 2015 external audit fee and the proposed 20156 fee
for all audited entities

» Solvency |l ‘day one’ reporting
» Audit tender {including special meeting)

» Half year results 2016
» External auditors’ review of Haif year resuits
» External audit plan for 2016 for all audited entities

» 2014 oxtornal audit engagement letter for all
audited entities

» Solvency |l reporting

P Initial findings from the 2016 year end work

» The Internal audit global charter and the Internal
audit plan

» Effectiveness of the External auditors

» Group non-audit services provided by External
auditors

» Effectiveness of the Committee

» Solvency Il reporting and related assurance
provisions and asset valuations

» Liaison with the Remuneration Committee on
targets and measures

» External Financial Reporting Policy
» Taxation poficy and reporting
» fudit transitinn

The indicative proportion of time spent on the business of the
Committee is illustrated below:

Detail of work
The focus of work in respect of 2016 is described below,

Financiaf reporting

The Commitiee supported the recommendation that International
Financial Reperting Standards (IFRS) provide a clearer view of the
performance and condition of the Group compared to other accounting
conventions such as embedded value.




The Committee believes that some Alternative Performance Measures
(APMs, which are also called non-GAAP measures) can add insight to the
IFRS reporting and help to give shareholders a fuller understanding of
the performance of the business. The Committee considered guidance
on APMs issued during the year as discussed further in the ‘Fair,
balanced and understandable’ section below.

The Committee reviewed the Group accounting policies and confirmed
they were appropriate to be used for the 2016 Group financial
statements. There are no important changes this year. The Committee
also considered future changes to accounting standards (in particular,
IFRS 15 Revenue from Conlracts with Customers and IFRS 9 financial
fnstruments) and ensured that the impact of these future changes was
appropriately disclosed in the financial statements. The Committee also
discussed that status of the new insurance contracts standard (IFRS 17)
which is expected to be issued in 2017.

The Committee reviewed the basis of accounting and in particular the
appropriateness of adopting the going concern basis of preparation of
the financial statements. In doing s0, it considered the Group's cash
fows resulting from its business aciivilies and factors likely to alfect its
future development, peformance and position together with related
risks, as set out in more detail in the Strategic report. The Committee
recommended the going concern statement to the Board.

In addition, the Committee considered the form of the viability
statement and in particular whether the three-year periad remained
appropriate and concluded that it did. This reflects both our internal
planning cycle and the timescale over which changes to major
regulations and the external landscape affecting our business typically
take place. In formulating the statement, the Committee used the same
information it uses when considering the risks that are takeninto
account to determine regulatory capital. The Committes recommended
the viability statement te the Board.

The Commiitee reviewed the Annual report and accounts 2015 and the
Half year results 2016. For the half year it received written and /or oral
reports from the Chief Financial Qfficer, subsidiary audit committee
chairmen or boards, the Company Secretary, the Chief Internal Auditor
and the External auditors. In addition for the year end it received a repornt
from the Head of Group Actuarial. The Committee uses these reports to
aid its understanding of the composition of the financial statements, to
confirm verification and comnpliance with reporting standards and to
justify accounting judgements and estimates. Following its reviews, the
Committee was able Lo recommend the approval of each of the reports
to the Board, being satisfied that the annual and half year financial
statements complied with laws and regulations and had been
appropriately compiled.

We received a letter from the Financial Reporting Council informing us
that they had carried out a review of our Annual report and accounts
2015 and that there were np questions or queries that the FRC wished to
raise. The FRC asked us to note that their letter provides no assurance
that our report and accounts are correct in all material respects, and that
the FRC's role is not to verify the information provided but 1o consider
compliance with reporting requirements. The FRC noted that their review
is based on our report and accounts and does not henefit from detailed
knowledge of our business or an understanding of the underlying
transactions entered into.

Accounting estimates and judgements
The Committee focused on the disclosure of key accounting estimates
and judgements.

In compiling a set of Group financial statements, it is necessary to make
judgements and estimates about outcomes that are typically dependent
on future events. This is patticularly relevant to a life assurance business
where profitability is inherently dependent on economic and health
related outcomes. Further, we have a substantial defined benelit
pension plan wilh liabilities that are also dependent on economic and
health related oulcomes. Estimates are not however limited to liabilities;
our business and pension funds invest in some hard to value

investments, such as over-the-counter derivatives, privale equity, real
estate and commercial morlgages.

The Audit Committee considered all estimates and judgements that
Directors understood coutd be material to the financial statements. In
particutar, actuarial valuations were considered in the context of our
experience over the shart and medium term against base assumpiions
and future assessed improvements. We compared our actuaries’ views
with estimates made by other companies and pension funds drawing on
available benchmark data and locked at the changes in outcomes
attributable to a change in estimates determining thal annuitant
morality was the most material estimate (see Note 33 of the Group
financial statements for more detail).

We considered key assumptions determining the pension fund surplus:
inflation (including the gap between the retail price index and the
consumer price index), mortality and the discount rate. The assumptions
were compared with market data and expent opinions. As with last year
we also noted proposed new accounting guidance on recognising a
pension surplus on the consolidated statement of financial position.
interpretation remains uncertain and so the Committee supported
continuing with additional disclosures, Further delails are set out in
Note 37 of the Group financial statements.

We considered the carrying value of intangible assets in a number of
areas including the acquisition of Ignis and agreed with management
that it was necessary {0 write them down by £9m (2015: £5m) resulting
from the loss of clients and associated revenues. We also considered
the valuation of intangibles relating to the acquisition of the Elevate
platiorm and concluded that a customer contract assei should be
recognised with a value of £6m. After challenge, we agreed with
management that it was appropriate to recognise a 'bargain purchase’
gain (where the purchase price of an agcquisition i< lecs than the net
assets acquired) arising from near-term losses in the acquired business.
We also discussed capitalisation and useful lives for internally
developed software. This software is generally amortised over a period
of belween 3 and 6 years. Inrespect of ane major soltware development
assel, we challenged management’s view that a 10-year amortisation
period was appropriate, concurring with their conclusion following
review of supporting evidence. See Note 16 of the Group financial
statements for further details relating to intangible assets.

In 2015, we determined that there was a need to disclose a contingent
liability in relation to the sale of annuities in prior years. In 2016, taking
account of further investigatory work and regulatory developments, we
determined that we should book a provision in respect of past sales
practices of annuities. We reviewed the estimate of the provision and
considered sensitivities on its calculation. We were satisfied that the
quantification of £175 million is an appropriate estimate at this time. In
addition to the provision, there remain a number of uncertainties in
respect of annuities sales practices so we continue to provide
disclosures in the contingent liability note.

We carried out a detailed review of the processes and controls for
valuing hard to value assets and were satisfied that we could rely on the
procedures for determining valuations. See Note 43 of the Group
financial statements.

Principal risks are disclosed in the Strategic report and recommended to
the Board by the Risk and Capital Committee. The Committee was
satisfied that the estimates and quantified risk disclosures in the
financial statements were consistent with the Sirategic report. The
Committee concluded that appropriate judgements had been apptied in
determining the estimates and that sufficient disclosure had been made
to allow readers to understand the uncertainties surreunding outcomes.

Fair, balanced and understandable

The Committee supported the financial reporting team's continued
review of the Annual report and accounts, Netable imprevements in
2016 include the addition of a Supplementary Information section in
this year's report, which provides more transparency around Standard
Life's key alternative pedformance measures, and enhanced reporting of
our business model and strategic objectives in the Strategic report.
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The creation of a core set of fair, balanced and understandable
principles for Standard Life has enhanced our approach towards
engraining these concepts throughout our Annual report and accounts
production and review process. These principles along with aur
enhanced approach are detailed below.

Standard Life's principles

To create clarity around what Standard Life means when it talks of being
fair, balanced and understandable, a set of principles were developed,
which can also act as an organisational definition for each aspect.

Fair

"We are being open and
honest in the way we
present our discussions
and analysis, and are
providing what we believe
to be an accurate
assessment of business
and economic realities”

» The narrative contained in the
report is honest and accurate

» The key messages in the narrative
in the 'front half of the report
reflect the finangial reporting
comained in the financia)
statements

» The Key Performance Indicators
(KPIs) results for the period are
consisten with the key messages
outlined in the Strategic report

Balanced

“We are fully disclosing our
successes, the challenges
we have faced in the period,
and the challenges and
ORPORUAIIES We anticipate
in the future - alf with equal
impontance and at a fevel of
detail that's appropriate for
our stakeholders”

» The report presents the "whole'
story where both successes and
challenges experienced during
the year and expected in the
future are covered

» The level of prominence we give to
successes in the year versus
challenges faced is appropriate

» The narrative and analysis
contained in the report effectively
balances the information needs
and interests of each of our key
stakeholder groups

Understandable

“The language we use and
the way we structure our
report /s helping us present
our business and fts
performance cleary — ina
way that someone with a
reasonably informed
knowledge of financial
statements and ourindustry
would understand”

» There is a clear and easy to
understand framewark to the
report which is effective in
addressing Standard Life's
objectives, vision, mission and
values

» The layout is clear and consistent
and the language used is simple
and easy to understand (industry
specific terms are defined where
appropriate)

» There is a consistent tane across
and good linkage between all
sections in 2 manner that reflects
a complete story and clear
signposting to where additional
information can te found
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Prepare, Review and Challenge

The above principles and supporting statements are considered in each
stage of the Annual report and accounts production process, They
represent a set of key criteria that the Annual report and accounts are
prepared, reviewed and challenged against. The financial reporting team
are required to provide direct responses to any challenges raised by the
Internal Review Group (see more below) in respect of the above
principles and supporting statements.

Activities

» An Internal Review Group (IRG) is in place which reviews the Annual
report and accounts specifically from a fair, balanced and
understandable perspective and provides feedback to our financial
reporting team on whether it conforms to our standards, The members
of the IRG are independent of the financial reporting team.

» We provided fair, balanced and understandabie training and
guidance to all key stakeholders involved in the Annual report and
accounts production process

» We, as an Audit Commitiee, reviewed the messaging in the Annual
report and accounts, taking into account material received and
discussion taken place during the year

» Three drafts of the Annual report and accounts 2016 were reviewed by
the Audit Committee at three meetings. The Committee
complemented its knowledge with that of executive management and
the Internal and External auditors. An interactive process allowed
each draft to embrace contributions.

» Our Annual report and accounts goes through an extensive internal
verification process of all content to verify aceuracy

The Committee also reviewed the use and presentation of Alternative
Performance Measures (APMs) which complement the statutory IFRS
results in order to give a more complete view of the performance of the
business. This review considered guidelines issued by the European
Securities and Markets Authority in the year. As noted previously an
additional Supplementary Information section has been added to the
Annual report and accounts to explain why we use these metrics and to
provide reconciliations of these metrics to IFRS measures where
relevant. This section also provides increased transparency over the
calculation of reported financial ratios.

Operating profit is a key APM. The Committee particularly considered
operating profit policies and ensured that the allocation of items to
operating profit were in line with our established accounting policies
and were consistent with previous practice. The Committee relied on the
verification process for other financial metrics. Processes and controls
relating to assets under administration and net flows were also reviewed
by Internal audit during the year.

We agreed to recommend to the Board that the Annual report and
accounts 2016, taken as a whole, is fair, balanced and can be
understood by someone with a reasonably informed knowtedge of
financial statements and our industry.

We are interested in feedback from stakeholders and will carefully
consider any feedback received.



Prudential reporting

Solvency Il reporting applied with effect from 1 January 2016. During
2016, the Group submitted regular reponting to the PRA. The Committee
built on procedures established last year that allow it to adopt a
compliance approach to Solvency |l reporting drawing on work
undertaken by management, Group Risk, Internat audit and the External
auditors. The procedures are designed to give the Audit Committee a
high degree of comfort that returns have been properly prepared.

The Committee considered actuarial assumptions used for year end
2016 Salvency I reporting, including mortality, persistency and expense
assumptions. Similar work was undertaken as for financial reporting
(see the Accounting estimates and judgements section above).The
Committee reviewed disclosures relating to Solvency Il results included
in the Strategic report section of this Anpual report and accounts, and
related assurance reports and was satisfied with the disclosures.

Internal cantrols

As noted earlier, the Directors have overall responsibitity for the Group's
internal controls and for ensuring their ongoing effectiveness. Together
with the Risk and Capital Committee, the Commiitee provides comfort to
the Board of their ongoing effectiveness.

Internal audit regularly reviews the effectiveness of internal controls and
reports to the Committee and the Risk and Capital Committee.

Group Finance sets formal requirements for financial reporting, defines
the processes and detailed contrels for the cansalidation pracess and
reviews and challenges reporting segment submissions. Further, Group
Finance runs a technical review committee and is responsible for
monitoring external technical developments.

The control environment around financial reporting will continue to be
monitored closely.

Financial crime and whistleblowing

Staff are trained to detect the signs of possible fraudulent or impraper
activity and how to report concerns either directly or via our independent
whistleblowing hotline. The Committee receives regular updaies from
the Head of Financial Crime who reports on compliance with the Group’s
Anti-Financial Crime and Anti-Bribery policy, and any other activities
associated with financial crime, including fraud risk.

The Committee reviews the whistleblowing arrangements for employees
to raise concerns, in confidence, about possible wrongdoing in financial
reporting and other matters,

The Committee oversees the findings of investigations and required
follow-up action. If there is any allegation against the Risk or Internal
audit functions, the Commitiee directs the investigation, The Committee
is satisfied that the Group's procedures are currently operating
effectively.

Internal audit

The Group has an Internal audit function comprising of approximately 40
people. In addition, there was a co-sourcing agreement with KPMG LLP
and this was used to support specific technical reviews. KPMG LLP were
selected as External auditors for year end 2017 and have not
undertaken any internat audit work after 30 September 2016. Ernst and
Young have been engaged to provide co-source support for Internal
audit until a tender process is undertaken in 2017. The Chief Internal
Auditor reports to the Committee Chairman.

Internal audit operates in accordance with a gtobal charterwhich is
reviewed by the Committee every year. Their work plan covers alt
businesses in the Group after holding risk based discussions with
management, regulators, the External auditors and the Committee.
Identified areas of focus are mapped to the key risks within the Own Risk
and Solvency Assessment (ORSA), which is a dynamic forward logking
tool for decision making and strategic analysis at the heart of the
sotvency Il prudential regime, Consistenl with that metlwdulogy, vur
regulators request specific reviews as part of the Risk Mitigation Plan.
The Committee approves the scope and content of the annual internal
audit plan, which is updated on a rolling basis to allow Internal audit to

address any emerging issues and reflect changes in the Group’s
organisation.

The Committee receives regular reports from the Chief Internal Auditor
an:

» The implementation of the approved plan and proposed changes to it

» Key findings from completed reviews, including the impact on
financial reporting processes and related applications

» The status of management's implementation of agreed improvement
actions, where dates have been rescheduted

» The assessment of the internal control environment at each business
unit

During 2016, approximately 70 internal audits were completed. The
Committee considered the reports on:

» Readiness for Solvency |l reporting for the 2016 year end
» Data governance, cyber security incident response and social media
» Financial controls and end user applications

to be particularly insightful and contributed to the strengthening of the
control envircnment.

The Committee considers Internal audit’s effectiveness annuatly,
monitoring its independence, objectivity and resourcing in the context of
the institute of Internal Auditors’ professional standards. During the
year, Internal audit carried out its own internal effectivencss roviow as
well as quality assurance processes and reporied the satisfactory
results back to the Committee.

During the year, Committee members increased the amaunt of time
spent with senior team members, meeting them before most formal
meetings to discuss emerging topics and to advise on the scope of work
they would like undertaken. This enhanced the regular diatogue that
takes place at least monthly between the Committee chairman and the
Chief Internal Auditor.

Following the succession process caried out in 2015, the new Chief
Internal Auditor commenced his role in May 2016. This was an external
appointment to broaden the experience of the senior team.

Based on its review, the Committee concluded that the function
continued to be highly effective.

In accordance with the relevant independence standards, the External
auditors do not place reliance on the work of Internal audit.

External auditors

The appointment

The Committee has responsibility for making recommendations to the
Board on the reappointment of the External auditors, determining their
independence from the Group and its management and agreeing the
scope and fee for the audit.

Following its review of the quality and independence of the 2015 audit,
the Committee recommended to the Board that
PricewaterhouseCoopers {Pw() should be recommended to
shareholders as the auditors for 2016. The shareholders voted in favour
of the reappointment at the 2016 AGM.

PwC has been the Group's auditars since 1994, A tenderwas held in
2016 to take effect for the year ending 31 Decemnber 2017. Whilst PwC
could have coentinued as auditors for three more years under applicable
law, a change of auditor has been co-ordinated with the Pw(C partner
rotation.

The Committee complies with the UK Corporate Governance Code, the
FRC Guidance on Audit Committees with regard to the external audit
tendering timetable and the provisions of the EU Regulation on Audit
Reform and the Competition and Markets Authority Statutory Audit
Services Order with regard to mandatory auditor rotation and tendering.
In compliance with those regulations, the Committee tendered the audit
for the year ending 31 December 2017, as discussed in the audit tender
section below.
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Auditor independence

The Board has an established policy setting out what non-audit services
can be purchased from the firm appointed as External auditors. The
Committee monitors the implementation of the Policy on behalf of the
Board. The aim of the Policy, which is reviewed annually, is to support
and safeguard the objectivity and independence of the External auditors
and to comply with the FRC £thical standards for auditors (Ethical
Standards). It does this by prohibiting the auditors from carrying out
certain types of non-audit services to ensure that the audit services
provided are not impaired. It also ensures that where fees for approved
non-audit services are significant, they are subject to the Committee’s
prior approval.

The services prohibited by the Policy include:

» Book-keeping or other services related to the accounting records or
financial statements

» Financial information system design

» Appraisal orvaluation services where the results would be material to
the financial statements

» Internal audit co-sourcing
» Actuarial calculations

» Management functions

» Legal services

» Forensic audit services

* Temporary or permanent services as a director, officer or employeo or
performance of any detision-making, supervisory or monitoring
function

» Recruitment of senior management

» Certain tax services including those related to Base Erosion and Profit
Shifting

The Policy permits non-audit services to be purchased, following
approval, when they are closcly aligned to the external audit function
and when the external audit firm’s skills and experience make it the
most suitable supplier.

These include:

» Accounting consultations and audits in connection with acquisitions
and sales of businesses

» Due diligence related to mergers and acquisitions

» Tax compliance and advisory services

» Employee benefit plan audits

» Attesting to services not required by statute or regulation

» Assurance services relating to regulatory developments affecting the
Group

» Consultations concemning financial accounting and reporting
standards not relating to the audit of the Group's financial statements

» Sustainability auditsfreview

Pw( has reviewed its own independence in line with these criteria and
its own ethical guideline standards. PwC has confirmed to the
Committee that following its review it is satisfied that it has acted in
accordance with relevant regulatory and professional requirements and
that its objectivity is not impaired.

Having considered compliance with our policy and the fees paid to Pw(,
the Committee is satisfied that PwC has remained independent.

During 2016, the Committee approved a revised nen-audit services
policy talking into account the revised Ethical Standards. The revised
policy sets aut an updated list of prohibited services which applics to
KPMG LLP (subject to sharcholder approval, our auditors for the 2017
financial yean), in ling with the Ethicat Standards. This updated list of
prohibited services is mare restrictive than the current list and, in
particular, prohibits KPMG LLP from providing almost all taxation
Senvices.
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Audit and non-audit fees

The Group audit fee payable to PwC in respect of 2016 was.£4.1m
(2015: £3.7m). In addition fees payable were £0.8m (2015: £0.7m) in
relation to the audit of investment funds which are not consotidated by
the Group, and £0.8m (2015: £1.6m) was incumed on audit related
services. Fees for audit related services are primarily in respect of
Solvency Il regulatory reporting, client money reporting and the half year
review. The reduction in these fees compared to 2015 targely relates to
lower Solvency Il assurance services and no longer also requiring audit
reporting under the pravigus regulatory regime. The Committee is
satisfied that the audit fee is commensurate with permitting PwC to
provide a quality audit and monitors regularly the level of audit and non-
audit fees. Non-audit work can only be undertaken if the fees have been
appraved in advance in accordance with the Board's policy for non-audit
fees. Unless fees are clearly trivial {which we have defined as less than
£50,000), the approval of the whole Committee is now required.

Non-audit fees amounted te £1.4m (2015: £1.3 millien). This includes
tax rnmpliance fees of £0.4m (201 5: £0.4m) which are primarily
services provided to Standard Life Investments' funds. Tax advisory fees
were £0.2m (2015: £0.1m) and related to areas that the Commiltee was
comfortable did not impact auditor independence. Non-audit fees also
included £0.5m {2015; £0.5m) relating 10 control assurance reports, in
particular those provided to Standard Life Invesiments’ clients, which
are closely assotiated with audit work. Other non-audit services of
£0.3m (2015: £0.3m) included a review of internal credit ratings and
support provided to fund mergers. The External auditors were
cousidered the most suitable supplier for thesc services taking into
account the alignment of these services 1o the work undertaken by
external audit and the firm's skill sets.

Further details of the fees paid Lo the External auditors for audit and non-
auditwork carried out during the yearin are set out in Note 9 of the
Group financial statements.

The ratio of non-audit fees 1o audit and audit related assurance fees is
25 (2015: 22%). The level of non-audit fees is expected to reducc in
2017 as a result of the revised non-audit services policy discussed
above.

The Committee is satisfied that the non-audit fees do not impair Pw(’s
independence.

Audit quallty and materiatity

The Committee places great importance on the quality and effectiveness
of the External audit. The Committee looks ta the audit team’s
objectivity, professional scepticism, continuing professional education
and its relationship with management, all in the ¢context of regulatory
requirements and professional standards. Specifically:

» The Committee discussed the scope of the audit priorto its
commencement

» The Committee reviewed the annual findings of the Audit Quality
Review team of the FRC in respect of Pw('s audits. We requested a
formal report from PwC of the applicability of the findings to Standard
Life both in respect of generally identified failings and failings specific
to {ndividual audits. We were satisfied insofar as the issues might be
applicable to Standard Life’s audit, that PwC had proper and
adequate procedures in place for our audit.

» PwC's transparency report for the year ended 30 June 2016 was
reviewed

» The Committee approved a formal engagement with the auditor and
agreed its audit fee

» The Committee Chairman had at least monthly meetings with the lead
audit partner to discuss Group developments

» The Committee received at nearly every meeting an update of PwC's
work, compliance with independence and its findings

» There was a detailed interview by the Committee Chairman with the
audit partners on the subject of the work undertaken to support their
opinien on the financial statements and the consistency of the
remainder of the Annual report and accounts with their work




» The Committee reviewed and discussed the audit findings including
audit differences prior to the approval of the financial statements. See
the discussion on materiality in the paragraph below for more detail.

» Additional work was again undertaken on Soivency Il reporting and
the Committee also reviewed separate papers from Pw{ covering this
specific work

We have discussed the accuracy of financial reporting (known as
materiality) with PwC both as regards accounting errors that will be
brought te the Committee’s attention and as regards amounts that
would need to be adjusted so that the financial statements give a true
and fair view. Differences can arise for many reasons ranging from
deliberate errors (fraud ete.) to good estimates that were made at a point
in time that, with the benefit of more time, could have been more
accurately measured. Overall audit materiality has been set at £34
million {2015: £31 million). This equates to approximately 5% of
continuing pre-tax operating profit. This is within the range in which
audit opinions are conventionally thought to be reliable. To manage the
risk that aggregate uncorrected differences become material, we
supported that audit 1esting would be performed (o a lower materiality
threshold for individual reporting units. Further, PwC agreed to draw the
Committee’s attention to all identified uncormrected misstatements
greater than £2 million {2015: £2 million). The aggregated net difference
between the reported pre-tax profit and the auditor's judgment of pre-
tax profit was less than £8m which was significantly less than audit
materiality. The gross differences were attributable 1o various individual
components of the consolidated income statement and balance sheet.
Mo audit difference was material to any line item in either the income
statement or the balance sheet. Accordingly, the Committee did not
require any adjustment to be made to the financial statements as a
result of the audit differences reported by the External auditors. Work
that PwC perform on Solvency Il reporting uses a higher level of
materiality. .

PwC has confirmed to us that the audit complies with their independent
review procedures. Last year's audil was subject to an independent
quality assurance process underiaken internally by Pw(C.

Audit tender

This section sets out the audit tender process followed since our
announcement in last year's Annual report and accounts that we would
commence a tender process for the appoiniment of the External
auditors, through te the announcement to propose the appointment of
KPMG LLP as the Group's auditor for the financial year ending

31 December 2017,

Introduction

In our Annual repert and accounts 2015, we disclosed the decision to
commence a process for the appointment of our External auditors to be
completed by Q2 2016, with the chosen firm to be appointed for the
2017 financial year atthe earliest. The external audit tender resulted in
the proposal, subject to shareholder approval at the 2017 AGM, to
appoint KPMG LLP as the External auditors for the 2017 financial year.

PwC was not invited to tender as the maximum time under the new
regulations that they coutd serve as our auditoris three years, The
business would be too disrupted by another audit tender in quick
succession.

Scope

The scope of the tender consisted of the Standard Life Group audit and
statutory audits of subsidiaries with effect from the 2017 financial year
for a tenure of five years* with the option of an extension by another five
years. The audit tender also ¢onsidered relevant fund audits, although
recagnising that these are also subject to separate governance and
appointment arrangements.

* The appointment of KPMG LLP a5 External auditors for o financial vear is subject 1o approval by
the Annual General Meeting in that year.

Governance

The overall objective of the audit tender was to select the best auditorin
terms of guality within a reasonable price range. To ensure a transparent
and robust selection and evaluation precess, the following governance
model was applied. A Selection Committee, chaired by the Chairman of
the Audit Committee and consisting of two members of the Audit
Committee and co-opting the Chief Financial Officer (CFQ) was formed to
oversee the tender process.

A Steering Committee, chaired by the Group Financial Controller and
Treasurer, and consisting of the Company Secretary and the Deputy
Company Secretary, the Head of Group Reperting and the Strategic
Procurement Manager was set-up to coordinate and execute the audit
tender process. The main responsibilities of the different governance
bodies were:

Governance body Key responsibilities

Ultimate authority over the tender process
and audit firm evaluation
Approve tender strategy

Recommend selection of the audit firm to the
Board

Audit Committee

Approve the detail of the audit tender
Agree objectives and evaluation criteria
Oversee the execution of the audit tender

Setection Committee

Approve Request for Proposal and
Information Requirements

Coordinate detailed assessment of
individual audit firms

Execute audit tender process

Steering Committee

To avoid influencing or the perception of influencing the tender decision,
a strict policy was agreed with the participants in the tender process
prohibiting the provision of any gifts and hospitality and restricting other
engagement with key decision makers to regular business matters only,

Market assessment and selection criteria

A desktop market assessment focusing on the audit market and firms’
capabilities, network, experience in the financial services industry and
findings of audit regulator reponts, was completed in November 2015
and resulited in a shortlist of three audit firms,

In order to be successful in the audit tender, the participants were
assessed on certain minimum reguirements. In addition, a number of
selection criteria were applied with specific weightings, as described
below:

Minimum requirements were in respect of:

» Willingness to bid

» Audit firm and auditor independence

» Commercial scoping. including price range
» Ethics and compliance standards

» Investigations by regulators

» Acceptance of legal terms and conditions
Selection criteria:

» Technical criteria, including the proposed audit plan, audit quality,
structure of audit, innovative tools and the transition plan

» Team quality, including lead partner and team, industry knowledge,
access to specialists and mjtigation of frequent team changes

» Resources and organisation, including representation in industry and
accounting bodies and conflict resolution mechanism in the audit firm

» Value added, including access to accounting training and additional
assurance obtained

» Weight factors were applied to each of the selection criteria with the
technical criteria and team quality being the most significant criteria
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The selection criteria to evaluate cach of the audit firms padticipating in
the tender formed the basis for the guestions included in the request for
proposal.

Request for proposal

In December 2015, the request for proposal was issued to the three
audit firms invited to the audit tender. Relevant information on Standard
Life was shared with cach of the firms through an clectronic data room
that was accessible during the tender period. In this period a structured
Q&A process was in place where responses to clarification questions
and additional information requests were chared with all participating
firms through the electronic data room.

At this stage, one firm withdrew from the process and thercfore two
firms progressed to the next stages.

Engagement sessions

To promote a level playing field, Standard Life arranged a series of
structured and targeted cngagement sessions with Standard Life's key
husiness and function leaders, These sessions provided panticipating
firms the opportunity to understand Standard Life's business and
discuss certain subject matter areas in greater depth.

In addition to the engagement sessions the participating firms were
given the opportunity to meet with the Chief Executive, the CFQ, the
Audit Committee Chairman and all of the Audit Committee members.

Technical tests

Each of the participants in the lender was given the opportunity ta
demonstrate its differentiating technical capability relevant to the
Standard Uife audit in a presentation dedicated to that subject. This
meeting was attended by the Audit Committee, the Steering Committee
and selected functional specialists.

1to 1 interviews

Each of the participating firms’ lead engagement partners met with the
Chairman of the Audit Committee and the CFO, with the Company
Sccrctary in attendance, and answcered a serics of identical questions
related to Standard Life’s financial reporting and wider industry matters.

Final presentations and evaluation

Cach firm provided a final presentation of their proposal to the Audit
Committee in early May 2016, with the Chief Executive and the CFQ in
attendance.

The final proposals submitted were compliant with the minimum
requirements sct and the bids gqualified and were assessed against the
selection criteria. The Steering Committee reviewed each of the
proposals and sought additional clarifications frem the audit firms
through a structured Q8A.

In earty May 2016 the Audit Committee reviewed the evaluation
conducted by the Steering Committee and cencluded that KPMG LLP
was the preferred firm to conduct the Standard Life audit engagement.
The Audit Committee also considered the transition arrangements and
concluded there were no significant blockers,

Conclusion

The Audit Committee during its May 2016 meeting considered the
results of the tender and agreed to recommend to the Board that it
would propose KPMG LLP for appointment as the External auditors of
Standard Life plc at the Annuat General Mceting (AGM) far the 2017
financial year. The Committee believed that the strength of the various
presentations, and the interaction with the proposed engagement tcam
during the course of the tender supported this decision. This advice
resulted in a resolution by the Board to recommend KPMG LLP to
shareholders at the 2017 AGM.

The Committee will continue to follow the annual appointment process
hut does not currently anticipate re tendering the audit hefore 2026.
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Transition

We are now working ¢losely with both PwC and KPMG LLP to ensure an
efficient transition of the external audit. KPMG LLP are shadowing key
meetings and regular reports on transition are provided to the
Committee.




4.3 Risk and Capital Commitlee report

The Risk and Capitat Committee supports the Board in the effective
oversight and challenge of risk management and the use of capital
across the Group.

Dear Shareholder

The work of the Risk and Capital Committee in 2016 continued to focus
on ensuring the effective oversight and independent challenge of the
use of capital and the management of risks, in particular the
managemen! of conduct risk. The year has been characterised by
heightened uncertainty as a result of global ecunomic and political
developments as well as further regulatory focus on conduct risk and
these factors have provided a keen focus for the Committee, Following
regulatory approval for the Group {0 use an Internal Model for the
purpose of calculating its capital requirements for Solvency Il reporting,
the Committee has also focused on ensuring the Graup's Internal Model
remains fit for purpose.

The report that follows provides further detail on the activities performed
by the Commitiee in 2016 in discharging its responsibilities.

big

Martin Pike
Chairman, Risk and Capital Committee

Membership
All members of the Risk and Capita! Committee are independent non-
executive Directors. Their attendance at Committee meetings was:

Member Attendance
Martin Pike, Chairman 717
John Devine 3/3
Melanie Gee 414
Noel Harwerth 717
Kevin Parry 7/7
Former member

Pierre Danon 3/3
Crawford Gillies 3/3
}sabel Hudson 3/3

The Commitiee meetings are attended by the Group Chief Risk Officer,
the Deputy Group Chicf Risl Officer and the UK and Europe Chief Risk
Officer. Others invited to attend on a regular basis include the Chairman,
the Chief Executive, the Chief Financial Officer, the Chief Executive
Pensions and Savings, the Chief nvestment Officer, the Company
Secretary and the Chief Internal Auditor as well as the External auditors.
During 2016, the Chief Investment Officer was invited to atiend
meetings on a regular basis reflecting the increased significance of
Standard Life Investments within the business and the importance
attached to the management of investment rigk.

Regular private meetings of the Committee’s members have been held
during the year providing an opportunity (o raise any issues or concems
with the Chairman of the Committee. The Committee’s members have
also been given access to management and subject matter experts
outside of the Committee meetings in order to suppert them in gaining
an in-lepth understanding of specific topics.

Key responsibilities

Our ambition of being a world-class investment company resuits in
exposure to a range of risks and uncertainties. Understanding and
actively managing the sources and scale of these risks and uncertainties
are key to fulfilling this ambition.

In supporting the Company's work to fulfit its ambition, the Risk and
Capital Committee is respensible for overseeing, challenging and
advising the Beard on:

» The Group's risk appetite, material risk exposures and the impact of
these on the levels and allocation of capital

» The structure and implementation of the Group’s Enterprise Risk
Management (ERM) framework and its suitability to react to forward-
looking issues and the changing nature of risks

» Changes 10 the risk appetite framework and quantitative risk limits

» Risk aspects of major investments, major product developments and
other corporate transactions

» Regulatory compliance across the Group

Further detail on the work performed in each of these areas is set outin
the report betow.

In carrying out its duties, the Committee is authorised by the Board to
obtain any information it needs from any Director or employee of the
Group. ltis also authorised to seek, at the expense of the Group,
appropriate external professional advice whenever it considers this
necessary. The Committee did not need to take any independent advice
during the year.
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The Committee’s work in 2016

An indicative breakdown as to how the Committee spent its time is
shown below:

The Committee operates a rolling agenda which comprises both
recurring items and items that are more ad hoc in nature. Recurring
items that are reviewed and discussed in our meetings include:

» Matters escalated from the Standard Life Enterprise Risk Management
Committee

» The Group Views on Risk report which provides a holistic view of the
key risks and uncertainties across all of the Group's businesses and
the actions being taken to manage these

» Customer praposition developmernits
» The Group’s Own Risk and Solvency Assessment (ORSA)

In addition to these standing agenda items, the Committee also receives
periodic reports from the Business Risk Review team. The Business Risk
Review team is tasked with reviewing specific business activities and
issues and providing independent assessments and reports that assist
management 1o anticipate, manage and mitigate risk. ltems subject to
Business Risk Reviews are proposed by members of the executive team
with the Committee also providing input into this process,

Other matters considered by the Committee during the year included:

» Advised the Remuneration Committee regarding the
delivery of performance in 2015 relative to risk
appetites

» Process used to manage IT obsolescence

» Qverview of the management awareness of risks
(MARS) process

» The impact of globa! risks on the nature and
complexity of our business environment

> Review of third party supplier management

» Conduct risk in the context of Workplace pricing
policy

* Review stress test results ahead of the results of the
UK referendum on EU membership

» Qverview of the triggers framework used to support
the Internal Model

» Update on the FCA thematic review: Meeting
Investors’ Expectations

* Update on the market response to the results of the
UK referendum on EU membership

» Risk assessment relating to the proposed
acquisition of Elevate

» Qverview of the EU General Data Protection
Regulation

» Proposed risk and capital disclosures in the half
year financial statements
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» Update on the status of acquisitions within the
1825 advice business

» Critical IT applications and services, hot spots and
the framework used (0 manage associated risks

» Managing risks relating to call volumes within
Customer Operations

» Principal risks proposed for disclosure in the Annual
report and accounts

» Review of material supporting the viability
statement proposed forinclusion in the Annual
report and accounts

> Initial advice to the Remuneration Committee
regarding the delivery of performance in 2016

» Plans to introduce a new governance, risk and
campliance system

* Proposed changes to the Committee's terms of
reference relating to the governance of Standard
Life Investments Limited, Standard Life Assurance
Limited (SLAL), Standard Life Savings Limited and
AXA Portfolio Services Limited.

After each meeting, the Committee Chairman reports to the Board,
summarising the key points from the Committee's discussions and any
specific recommendations.

Risk appetites, exposures and capital

The Group continues to use its risk appelite framework to provide a
common framework to enable stakeholders to communicate,
understand and control the risks that Standard Life is willing to accept in
pursuing its business plan objectives and the associated capital
required.

During the year we received the results of the Risk function’s annual
review of the framewaork, This concluded that the framework remained fit
for purpose and recommended quantitative risk limits for use in
managing the business during 2017, The Committee also reviewed
minor changes proposed to the framework, including an update to the
conduct risk appetite statement to reflect the increasing maturity of
conduct risk management within Standard Life and to support further
embedding of this through improving the articulation of behaviours
considered unacceptable. The Committee supported the conclusions
and recommendations from the Risk function and advised the Board
accordingly,

The Graup Views an Risk report includes dashboards on financial
exposures, conduct and operational risks and capital. The Committee
reviews this information at each meeting to monitor risks relative to
quantitative and qualitative appetites and the resilience of the capital
pasition under current and stressed conditions. The report also includes
dashboards covering regulatory risk and financial ¢rime providing the
Commitiee with status updates on the regulatory outlook and the
financial crime framework with the latier addressing risks related to
money laundering, terrorist financing, market abuse, fraud and bribery
and corruption. Enviranmental, social and governance risks are actively
managed within the business and updates on this are also included
within the report. Using this material, the Committee is able to oversee,
challenge and advise the Board on the Group's risk appetite, material
risk exposures and the impact of these on the levels and allocation of
capital.

Specific items discussed in this context included the impact on the
measurement of longevity risk exposure as a result of falling yvields and
narrowing credit spreads during the year, backlogs in the handling of
customer calls, risks arising from material projects undertaken as part of
the change programme and risks arising from the suspension of certain
propeny funds during the year,

As highlighted in the table opposite, we received a number of one-off
papers during the year which directly supported the Committee in our




oversight of risk appetites, exposures and capital. One example of this
was the review of third party supplier management provided by the Risk
function which provided an assessment of Standard Life’s capabilities
relative to external benchmarking data. In reviewing this item the
Committee noted the con¢lusion that Standard Life compared well
against the external benchmark in its management of large suppliers
and supported proposals for clarifying the ownership of governance,
appelite setting and training.

Another paper which supported the Committee in discharging our
responsibilities in this area was the paper regarding conduct risk in the
context of Workplace pricing policy. This paper responded to a request
from the Commitiee forinformation on the approach to pricing
Workplace propasitions and an assessment of why the business was
comfortable that any differences in pricing did not give rise to conduct
risk. The paper conctuded that Workplace provided fair value to
customers and highlighted that this canclusion was consistent with the
independent views of the Standard Life Master Trust Co. Ltd. and the
Independent Governance Committee.

We also received an update from the Standard Life Investments Chief
Investment Officer on the market response to the results of the UK
referendum on EU) membership where we explored the potentiat impacts
of this on investment performance and the risks posed to our fee based
business. The results of the referendum were noted as having
contributed to momentum-driven trading conditions with the
expectation that these conditions would persist until US interest rates
increased and there was a return to more cyclical investing conditions.
One consequence of the referendum was that a number of UK property
funds were temporarily suspended leading to certain unit linked funds
being placed into deferral. The Committee received regular reporting on
this matter including the additionat steps being taken to proiect
customers’ interests at that time.

The Group's stress and scenario testing programme has continued to
support the Committee in understanding, monitoring and managing the
Group's risk and capital profile under stressed conditions. The
programme provides a ferward-looking assessment of resilience o
significant adverse events affecting key risk exposures and in 2016
comprised:

» Univariate stresses - looking at stresses to financial and
demographic risks in isolation

» Combined stresses — looking at simultaneous stresses to a
combination of financial and demographic risks

» Reverse stress testing - considering circumstances or severe events,
including as a result of operational, conduct and reputational risks,
that have the potential 1o cause the business plan to become
unviable

» Tail risk analysis — exploring the possible sequential development of
a low likelihoad but high impact scenario

The conclusion of the stress and scenario testing was that Standard Life
had high quality regulatory capitat and remained solvent under the
stress scenarios considered. Furthermore the reverse stress testing
exercise confirmed that Standard Life is resilient to extreme events as a
result of the robust controls, monitoring and triggers in place to identify
events guickly and to help mitigate their escalation.

The tail risk analysis performed by the Risk function investigated a
severe financial stress prompted by falling oil prices and record low
growth in China which, given the severity of the overall stress, was
estimated as having a less than 0.5% likelthood of occurrence. The
choice of scenarip recognised the reliance of Standard Life’s business
plan on fee revenue from assets under management and that solvency is
sensitive to changes in yields and credit spreads and sought to provide
insight relating to this.

The analysis highlighted the triggers and actions that could be taken by
the business to protect solvency and delivery of Lthe business plan.
Overall Standard Life remained selvent but was reliant on reducing

expenses to protect profits and dividends under the assumed stressed
conditions.

In addition (o receiving information on liquidity risk through the
dashboard reporting, the Committee received the results of the Group’s
annual quantitative assessment of liquidity risk. This highlighted the
estimated realisable value of assets in a distressed market relative to
requirements following significant adverse shifts in customer demand,
This allowed the Committee to understand the extent of liquidity risk
and indicated that the Company and its subsidiaries were able to meet
customer demands in the scenarios considered.

Having reviewed the regular updates presented regarding developments
affecting the ORSA processes, the Committee determined that these
were well understood and there was no need for the full ORSA report to
be updated outside of the routine annual cycle.

Enterprise Risk Management (ERM) framework
The ERM framework is used to identify, assess, control and model the
Group's risks and consists of five elements:

» Risk control processes

» Strategic risk management
» Risk and capital models

» Emerging risks

» Risk culture

During the year, the Committee has continued to monitor the structure
and implementation of the Group’s ERM framework to ensure the
framework remains suitable for identifying, assessing and managing
current and new risk types and for reacting to forward-looking risk issues
and the changing nature of rigks.

At a high level the Committee has gained assurance regarding operation
of the ERM framework from its review of regular content within the Group
Views on Risk report. In particular we have used our review of the
various risk and capital dashboards, including the consolidated
dashboard on key conduct risk indicators and conduct risk outcomes, to
understand the Group’s risk profile and the effectiveness of the
framework in supporting the management of these risks.

Our view of the ERM framework is also informed by the Chief Internal
Auditor's assessment of the internal control environment related to the
management of risk and capital. The Committee receives semi-annual
assessments for Standard Life Investments and our Pensions and
Savings business with the most recent assessments highlighting both
businesses had maintained a stable control environment in the face of
challenging external conditions.

The Committee specifically monitors risk control processes through
reviewing the results of policy compliance reporting and updates
regarding action plans raised in response to risk events which is
included within the Group Views ¢n Risk report.

Strategic risk management within the context of the ERM framework
refers to the process of optimising risk-adjusted returns and for
evaluating and prioritising strategic options. This takes place as part of
the Group's ORSA reporting process whereby the Risk function provides
a forward-looking assessment of the Group’s risk and capital position as
a result of the business strategy and husiness plan. The operation of this
process was observed during the year with the Committee reviewing this
reporting when assessing the business plan. Aligned to this, the
Committee also received a presentation from the Finance functionin
2016 cutlining work being undertaken to enhance the optimisation of
the balance sheet and ensure the optimal use of capital.

Solvency ll was implemented at the start of 2016. The Committee has
continued to keep under review the methodology of the Group’s Internal
Maodel which was developed in response to the new regime and which
represents a key component within the risk and capital models section
of the ERM framework. This has included reviewing the key elements of
design, the use of significant assumptions and expert judgements, key
sensitivities, significant limitations and uncertainty in the moedel.
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Emerging risks have been actively monitored and assessed during the
year with regular reporting provided to the Committee through the Group
Views on Risl report. This reporting focuses on the key geo political,
economic, societal, legal, regulatory, technological and economic risks
that are emerging and provides an assessment of the relative likelihood
and significance of these. In supporting the management of emerging
risks, we alse received a paper highlighting the potential impacts on the
business of global risks identified by external organisations. Although
we are not directly exposed to many of these risks, the increasing global
footprint of Standard Life presents indirect exposures as 3 consequence
of nisks to financial markets and the enviranment of our custemers and
clients,

Recognising the importance of risk culture and good risk governance
within the ERM framewark, changes have been made to the governance
arrangements within certain operating subsidiaries with effect from
2017, This includes the creation of risk and capital committees within
SLAL, Standard Life Savings Limited and AXA Portfolio Services Limited
with an audit committee also being established in SLAL. The terms of
reference for the Committee were also refreshed to reflect the impact of
the Standard Life Investments (Holdings) Limited (SLIH) audit, risk and
compliance committee standing downin 2016.

Scrutiny of with profits risk and capital matters

The Committee is advised of relevant updates on with profits risk and
capital matters through content in the Group Chief Risk Officer's regular
risk reporting. n addition, mechanisms exist for the Chairman of the
SLAL With Profits Committee to highlight specific matters to the
Committee. No matters were highlighted to the Committee during the
year.

Due to the timing of production of this year's annua! report by the With
Profits Committee on the management of SLAL's with profits business, it
was considered that the Board was better placed to perform a timely
reviews of the report. As a result this Committee was not required Lo
review the report this year.

As part of the tail risk analysis looking into a possibla severe financial
stress prompted by fzlling oil prices and record low growth in China the
Rish function cxplored the potential impact on the with profits funds.
The analysis presented te the Committee highlighted that, in response
to a tail risk cvent such as the ane investigated, there were a range of
triggers and actions available within the with profits funds to protect the
solvency of these funds.

Regulatory compliance

During the year we reviewed and assessed the regulatory compliance
plans detailing the planned assurance actiwitios to be performed across
the Group in 2016. Subsequent reporting presented to the Committee
provided updates an the progress of thic work and key findings from it.
in reviewing this reporting we noted improvements to the controls
supporting reguiatory campiiance in both the invesiment and Pensions
and Savings businesses.

The Committee noted the cnhanced data analytics capability developed
in Standard Life Investments during the year relaling to transaclions
maonitoring and oversight of trading decisions. This eahanced capability
helps support regulatory compliance through providing improved
monitoring and detection of potential instances of conflicts of interest or
market abuse,

The Committee also noted cnhancements to the assurance processes
within the Pensions and Savings business through improvements made
to the framewerk for monitoring custemer calls. Other improvements in
this business resulted from the completion of internat thematic reviews
performed to further support regulatory compliance and reflected:

» Regulatory changes

» External risk events

» Components of the ERM framework

» Results of regular compliance testing

» Business changes
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During the year the Committee received a dedicated training and
challengo session on the Internal Capital Adequacy Assessment Process
(ICAAR) for SLIH. This supperted the Commitiee in discharging thoir
responsibility to review the key assumptions and bases underlying the
SLIH ICAAP document submitted to the FCA. The Committee also
reviewed the ICAAP document for Standard Life Savings Limited during
the year,

The regulatory agenda for the financial services sectorin 2016 has been
a busy one, prompted by numarous data requests and industry thematic
reviews from regulators. As a Committee we have closely monitored
these developments to understand and seek to anticipate potential
implications for Standard Life and the wider financial services sector.
One example of this was the FCA’s Meeting Investors’ Expectations
thematic review which, amongst other things, prompted the Commitiee
to consider the processes used by Standard Life Invesiments to monitor
and centrol fund literature published on wobsites including those
owned by third parties. To support us in understanding and anticipating
the regulatory agenda, and to provide an independent perspective, we
engaged an external consultant to provide a presentation on potential
future developments relating to conduct risk regulatory activity.

Business Risk Reviews and other reporting

The Committee has continued to receive a number of reports from the
Businesg Rick Roview team in 2016. These reports provido the
Committee with an independent assessment from the Risk function of
acpecte of the business that could have 3 material impact on long-term
profitability or delivery of strategy, or that introduce a material new risk.
Business Risk Reviews presented to the Committee in 2016 have
included:

» Standard Life Investments, liability aware insurance proposition —
assessing the readiness of the business to provide third party
insurance asset management

» Pensions and Savings” guldance at retirertieni propastiion —
assessing the sustainability of the telephone and on-line journeys
offered to non-advised customers

» Strategy for the Pensions and Savings Workplace business —
assessing the threats and uncertainty affecting the sirategy

» 1825 business readiness review — assessing the defined target
operating model and adequacy of the framework ior managing risks
including conduct risk

» Pensions and Savings’ non-advised income drawdown proposition ~
assessing the extent to which the proposition is commercially viable
and risks are at an acceptable level

These Business Risk Reviews reports supported the Committee in
allowing informed discussion regarding the progress of these
propositions and businesses and included various recommendations
aimed at supporting the businesses and propositions achieve their
respective objectives. The Committee endorsed the recommendations
that were presented.

During the year, the Committee has reviewed and challenged due
diligente risk assessments relating to proposed material strategic
transactions. This included ¢onsidering the risks relating to the
acquisition of Elevate and the risks associated with the proposed
combination of the life insurance businesses of HDFC Life and Max Life.

Governance changes

As already highlighted in this repont, with effect from 2017 risk and
capital committees have been established within SLAL, Standard Life
Savings Limited and AXA Portfolio Services Limited.

The responsibilities of the Committee remain largely unchanged as a
result of the creation of these new committees, other than responsibility
for scrutinising with profits risk and capital matters, which is transferred
to the SLAL risk and capital committee.




Governance arangements have been put in place to ensure that the
Committee retains appropriate oversight of material risk and capital
matters following the introduction of the new committees. This includes
this Committee being responsible for approving the terms of reference
for the risk and capital committee of SLAL (being a direct subsidiary of
the Company) and any subsequent material changes to those terms of
reference.

This Committee receives and reviews minutes from the SLAL risk and
capital committee and any other reports escalated by the chairman of
that committee. Arrangements also exist for the Committee Chairman to
attend the SLAL risk and capital committee. Corresponding
arrangements have been put in place between the SLAL risk and capital
committee and the risk and capital committees for Standard Life Savings
Limited and AXA Portfolio Services Limited.

Given the Committee’s existing responsibilities regarding oversight of
Group companies, the decision to stand down the SLIH Audit, Risk and
Compliance Committee in 2016 has not significantly impacted the
responsibilities of this Committee.

Committee effectiveness
The Committee reviews its remit and effectiveness annually. In 2016 this
review was completed via an internal self-assessment questionnaire,

The overall conclusion of the review was that the Committee operated
effectively in 2016. In particular, comments highlighted the benefits of
the Business Risk Review reports in highlighting and assessing risks and
the role of the risk assessments in supporting consideration of proposed
corporate transactions.

For 2017, the review highlighied an expectation that to continue to
operate effectively the Committee would need to remain focused on
evolving in response to a range of factors including the changing risk
profile of the Group as well as the increased regulatory focus on matters
such as conduct risk.
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5. Directors’ remuneration report

5.1 Remuneration Committee Chairman’s

statement

This report sets out what we paid the Directors of Standard Life plc in
2016 and how we will pay them in 2017, together with an explanation of
what the Remuneration Committee considered in reaching its
recommendations. Where tables and chants in this report have been
audited by PricewaterhouseCoopers LLP we have marked them as
‘audited’ for clarity.

The repont is structured in the following sections:

» This statement which sets actual remuneration for 2016 and
proposed remuneration for 2017 far our Directors in the context of
Group performance

» An *at a glance’ summary of the key remuneration decisions for 2016
on page 83

» A summary of our Directors’ remuneration policy on pages 84 to 87.
The policy was approved at the 2015 AGM. No changes are proposed
and so there will be no resolution for a vote on the Directors’
Remuneration Policy at the 2017 AGM.

» Our annual report on remuneration, beginning on page 88, details the
decisions we took and how we applied our remuneration policy for
our Directors for the 2016 performance year. This will be subject to an
advisory shareholder voie at the 2017 AGM.

Approval
The Directors' remuneration report was approved by the Board and
signed on its behalf by

\ U
Melanie Gee,
Chairman, Remuneration Committee

24 February 2017
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Dear Shareholder

On behalf of the Board | am pleased to present the Remuneration
Committee’s report on Directors' remuneration for the year ended
31 December 2016. This sets out how our remuneration policy,
adopted at our 2015 AGM, was applied during 2016.

This is my first report as Chairman of the Remuneration Committee
having taken over the role after the 2016 AGM. | would like to thank
Lynne Peacock who served as the previous Committee Chairman, the
Board, and my fellow Committee members for their support.

Executive remuneration remains under intense scrutiny and we
recognise that it is important that companies, especially a8 major
investor such as Standard Life, must consider very carefully how senior
executives are paid. We remain canscious of the societal impact of
executive remuneration and views of the Government, investors and
their representatives and also the general public. However, we must
attract and retain talented individuals to manage our company and
ensure that they are appropriately incentivised within the global market
place.

Looking back at the 2016 AGM

When we appointed Keith Skeoch to replace David Nish as Chief
Executive in August 2015 the Remuneration Committee restructured his
pay to reflect his new responsibilities of running both an investment
business and a life assurance business. We believe in the alignment of
reward and performance and compared to his predecessor, David Nish,
the variable component of Keith's pay was increased, the deferral period
of the shares was lengthened and the shareholding requirements were
increased. His basic salary was increased bul was positioned
considerably below that of his predecessor. We also set stretching
performance targets, 5o that the highest levels of reward are only
delivered for exceptional performance.

However, it became clear in the lead up to the 2016 AGM that views on
executive remuneration had continued to evolve, Whilst a number of qur
shareholders were comfortable with our proposals, others had concemns
with elements of our executive Director remuneration. The concerns
raised by these shareholders were in respect of the terms for new
appointments to the Board, Keith’s promotion, and the termination
arrangements for David Nish. As such, priot lo the 2016 AGM, the
Chairman and the Director of Group Reward and Employment Policy held
discussions with a number of our largest investors and also with the
Investment Association (A) and Institutional Shareholder Services Inc.
{155} to understand these concerns.

Having listened to the concerns raised, Keith velunteered a reduction in
the 2016 Executive Long-Term Incentive Plan (Executive LTIP) award that
had been granted to him on 24 March 2016. The Commitiee approved a
reduction equivalent to 100% of Keith's basic satary, from 500% to
400%, in the face value of this 2016 Executive LTIP award. This was
communicated by an announcement o the Stock Exchange on 11 May
2016, A number of shareholders had voted before the announcement
was made, but others changed their position as a result of the decision,
with the result that 77.69% of sharehotders voted for the resolution to
approve the Directors’ remuneralion report.

The Committee also agreed that until a new policy is approved by
shareholders, 400% will be the maximum annual award grant level for
executive Directors and it reviewed the approach to bonuses during
garden leave for executive Directors and agreed to adopt best practice.

As a long-term investor, Standard Life champions the principles of good
govemance and stewardship. As part of these principles my fellow
Board members and | strongly believe that constructive engagement
with our investors is essential to building relationships based on trust
and accountahility. As such, recognising that 22.31% of shareholders
voted against the resolution to approve the Directors’ remuneration
report, the Committee felt it was essential that |, as the new Chairman of
the Remuneration Committee, foltow up with our investors (including
those who supponted the resolution and those who voted against or
abstained), to understand fully their views in relation to our executive
remuneration. During the summer of 2016, | met with a number of our




largest investors, the |A and ISS te understand fully the concermns raised
in the lead up to the 2016 AGM, We also discussed our thinking
regarding our future remuneration arrangements and solicited their
views on the shape and direction of executive remuneration, The
meetings were open, frank and constructive and were very helpful in
gaining a detailed understanding of the concerns. The points raised by
investors were discussed with the Remuneration Committee members
and have informed our thinking regarding 2016/2017 remuneration and
continue to inform our consideration of a new remuneration policy to be
presented at the 2018 AGM. | would like to thank our investors and the
1A and 1SS for their time.

Our performance in 2016 and alignment with remuneration

2016 has been a year in which we have seen increased political
uncertainty, regulatory and legislative complexity and market volatility.
Against this complex backdrop our people have delivered a strong set of
results while continuing to drive our strategic agenda. Qur business
model is based on increasing assels, growing revenue and lowering unit
costs to drive profil. For 2016 operating profit has increased to £723m
{2015: £665m) and operating return on equity has increased to 15.2%
(2015: 14.2%). Net outflows were £2.6bn (2015: £6.3bn inflow),
however, gross inflows remained strong at £42.1bn (2015: £43.0bn).
The proposed final dividend, combined with the 2016 interim dividend
brings the total dividend for the yearto 19.82p - anincrease of 8.0% on
the 2015 full year dividend.

We have continued to develop strong relationships with our customers
and clients. Standard Life Investments has continued to expand and
diversify by geography, channel, client type and range of solutions. We
have partnered with leading advisers and consultants in the UK -
embedding workplace and platform solutions, and continued to grow
strategic alliances that serve our markets worldwide, Howeaver, we have
seen a fall of 11 points in our brand net promoter score which is an
important measure of customer advocacy and a key consideration in the
customer quadrant of the Group annual bonus scorecard. We've
planned a number of actions far 2017 to improve customer experiences.

As detalled in the Chairman’s statement and Chief Financial Officer's
overview we have made a provision in our accounts for the costs we may
incur in relation to the outcome of the Financial Conduct Authority's
thematic review into the sale of non-advised annuities. This has been
discussed by the Committee as part of its consideration of performance
in respect of the Group annual bonus scorecard and the 2014 Executive
LTIP.

Attracting, retaining and developing talented people is critical to
successful delivery of our strategy and we believe that engaged people
are central to building long-term customer and client relationships. To
support our diverse workforce we have a number of employee networks
and we remain committed to youth employment. We continue to
develop our people managers with a tailored 12-month training
programme, recognising the critical role of people managers in the
engagement of our employees. In our 2016 employee survey we saw a
2% point increase in employee engagement 1o 65%. However employee
enablement, the measure of how well employee skills are utilised and
waorking environmenits facilitate productivity, dropped by 2% peints to
62%. Action plans are being put in place to address key themes from the
survey.

The Group continues to evolve and progress towards buitding a world-
class investment company. We continued to expand and diversify
Standard Life Investments’ client base by geography, channel, client
type and range of funds. The integration of Ignis is also substantiatly
complete, Within Pensions and Savings we completed the acquisition of
Elevate enhancing our position as a leading platform provider and three
acquisitions were completed by 1825, our financial advice business. In
Asia we completed the stake increase in HDFC Life and the aim is to
complete the proposed combination of the life insurance businesses of
HDFC Life and Max Life within the next 12 months subject to necessary
approvals.

How our remuneration policy was applied in 2016

2016 Group annual bonus

The bonus award is based on Group perfermance and personal
peformance. The relative weightings are 90% based on Group
performance and 10% on personal performance for Keith Skeach. For all
other executive Directors their awards are based 80% on Group
performance and 20% on personal performance. The Group
performance element is based on performance against four quadrants
weighted as follows:

» Financial - 70%
— Operating profit before tax
— Operating return on equity (RoE)
» Customer and external leadership — 10%

— Drive customer focus within the organisation and buitd advocacy
for the Standard Life brand

— Protect and enhance Standard Life's corporate reputation
» People - 10%
- Develop our organisational capability by building the environment,

the resources, and the capabilities we will need through developing
the right behaviours

» Strategic/delivery/process - 10%

— Management of the Group's strategy and its deployment in each
business unit including the annual investment programme, any
corporate actions and the efficiency of the Group's balance sheet
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The key achievements for each scorecard guadrant are detailed on page
90. Having reviewed gur performance, including the delivery of the key
financial, strategic and non-financial objectives during the year, the
Remuneration Committee approved a score of 4.325 out of 5 for
performance against the Group annual bonus scorecard in 2016. In
making the evaluation under each quadrant, we sought input frem both
the Risk and Capital Committee and Audit Committee as referenced
below.

In reaching its decisions in terms of the annual bonus scorecard the
Remuneration Committee considered a range of factors in order to
ensure that the awards are Fair and appropriately reflect overall Group
performance. As well as considering the achievement against the
targets, the Committee reviewed the individual components which
contributed to the delivery of this financial performance. Looking
externally, the Committee also considered the alignment of its decisions
on remuneration with the interests of shareholders.

As part of the discussion of the scorecard rating the Committee
considered Lhe experience of our cusiomers and clients including the
deterioration in our net promoter score and the outcome of the Financial
Conduct Authority's thematic review into the sale of non-advised
annuities and the provision we have made in our accounts for the costs
that we may incurin relation Lo this. Having considered the experience
of our customers and clients the Committee reduced the score for the
customer quadrant from 3 to zero. This change took the overall score
from 4.625 to 4.325.

Considering this scorecard rating in conjunction with the personal
performance of each of the executive Directors, the Remuneration
Committee approved the following awards under the Group annual
bonus, for 2016;

» 81% of the Chief Executive's maximum potential bonus (141% of
salary}

» 79% of the Chief Financial Officer's maximum potentiat bonus (119%
of salary}

» 79% of the Chief Executive Pensions and Savings’ maximum potential
bonus (119% of salary)

» 80% of the Global Client Director's maximum potential bonus (141%
of salary)
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5. Directors’ remuneration report continued

Last year, as announced in the 2015 Directars’ remuneration report,
having considered our benus deferral fevels in the (ight of regulatory
dircction and best practice, the Committee decided to increase the
deferral period for bonuses from two to three years. This three-year
deferral will apply in respect of the bonuses for 2016 as detailed in this
report. Normally, 50% of any bonus above 25% of salary is deferred inio
shares (subject to the deferred amount being at least 10% of salary).

As well as determining the bonus for executive Directors, the Group
annual bonus scorecard is also inciuded in the determination of bonus
forall employees in central supporting functions, and in the Pensions
and Savings business, to provide alignment in reward and performance
at all Jeve!s of the company.,

Until now we have disclosed our bonus threshold and maximum in the
Directors’ remuneration report published in the year following the bonus
payment. In line with best practice, increased transparency and to
demonstrate further the alignment of the Company's perfarmance and
remuncration, the Committee has decided to aceclerate the disclosure
of the bonus targets. As such, the threshold, target and maximum for the
financial measures used to determine the 2016 Group annual bonus
payments are detailed on page 88.

2014LTP

Having considered performance over the past three financial years
against the three-year cumulative targets setin 2014, as et outin the
‘at a glance' section, the Remuneration Committee atso approved the
vesting level of the 2014 Executive Long-Term Incentive Plan as 31.02%
and awards granted under the Standard Life Investments Long-Term
Incentive Plan will vest at 62.44%.

In relation to the vesting of the 2014 Executive LTIP, on a purely
arithmetic basis the vesting level would be 41,02%. However, when
determining the final vesting level for this award the Committee
considered perfarmance during the three yoar performance period,
including the autcome of the Financial Conduct Authority's thematic
review inko the sale of non.advised annuitics and the provision we have
made in our accounts for the costs that we may incurin relation to this.
Considering these factors the Committee determined that a reduction in
the vesting level by circa 25% to 31.02% more appropriately
represented the overall performance of the company.

in its consideration of how performance for both the annual banus and
LTIP has been achieved the Committee receives formal input from the
Risk and Capital Committee and Audit Committee. The Audit Committee
provided comments on matenal financial and reporting issues that it
considercd during the year. The Risk and Capital Committec provided
advice on how the performance outcome was achieved including
specific advice in respect of the Financial Conduct Autharity's thematic
review into the sale of non-advised annuities.

Before finatising its decisions the Committee reviewed the overalf
remuncration for our crecutive Dircctors considering our sharcholder
experience over the performance perieds, the underlying performance of
the company and the remuneration decigions for the broader employee
workforce. We believe that the remuneration for our executive Directors
is appropriate considering these factors. The single remuneration figure
forour executive Directors is presented in the ‘at a glance’ section
below, with the full breakdown set out in Section 5.3 of this repont.

Board changes

As announced, on 26 |anuary 2017 Barry O'Dwyer will join the Board on
1 March 2017 in the role of Chief Executive Pensions and Savings. From
his appointment to the Board his base salary will be £525,000 per
annum and his maximum bonus wilt be 150% of base satary. For the
2017 Executive LTIP the Committee is proposing to grant an award of
120% of base salary.

As announced, Paul Matthews will retire from the Company on 31
August 2017. With effect from 1 March 2017 Paul will step down as an
executive Directar but will remain employed until 31 August 2017 in the
capacity of Strategic Advisor to the Chief Executive. Paul will continue to
he cligible to receive salary and benefits until 21 August 2017 and will
accrue bonus until this date, Given his retirement, and in line with best
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practice, he will not be eligible to participate in the 2017 Executive LTIP
award. Exisling Executive LTIP grants will be pro-rated up to 31 August
2017 and will vest ¢n the normal vasting datas, subject 1o the publishad
performance canditions and in line with plan rules. The Remuneration
Committee has agreed that any bonus for the 2016 and 2017
performance years witl be subject 1o deferral in line with our
remuneration policy. The deferred portion will be deferred for a period of
three years. However, the portion of his bonus for the 2015 performance
year, which was deferred into shares, will vest on cessation in line with
the plan rules.

201672017 policy implementation

This year the Commifice has decided not to increase the salaries for any
of the executive Directors, with salary increases only being awarded by
exception across our senior cadre of employees. This is to ensure that
the available pay review budget is targeted towards more junior
employees. for whom base pay forms a significant proportion of their
total compensation.

As in previcus years we will continue to set stretching targets for the
Group annual bonus and the Executive LTIP to ensure that the maximum
opportunity will only be earned for exceptional performance. The
financial targets for the 2017 Group annual bonus will be disclosed at
the end of this performance year in the Annual report and accounts
2017, The threshold and maximum for the proposed grants under the
201/ kxecutwe LIIF plan aré detailéd on page Y.

Given the continuing, volatile external environment we will be making a
change to the weighting of the Executive LTIP targets for the 2017 award.
In order to improve incentivisation in these volatile conditions, align our
employees with our strategy, and increase the focus on delivering
shareholder value, the Remuneration Committee feels it appropriate to
increase the weighting given to operating profit to 80% from 70%, with a
corresponding reduction in measures of outright generation of net flows.
In addition the Rémunération Lommittee has increased the period tof
whict cash awards, made uader ihe Lroup anrtual banus plan, are
subgect to clawback to thrée years to align with thé detérral period.

Looking forward to 2018

As the strategy and structure of Standard Life continues to evolve, and
we continue our progress to become a world-class investment company,
we will continue to review the remuneration arrangements for our
executive Lirectors and the performance measures to ensure that the
awards are aligned to the company’s strategy and structure and the
experience of our shareholders. During 2016 we commenced a
fundamental review of our remuneration structures and are actively
considenng a major simplilication ot these tor 2018. In the development
of our new remuneration policy the Committee wants to consider as
wide a range of views as possible and to this end has discussed
research on executive remuneration and consulted an academic in this
field. We will present a new Directors’ remuneration policy to
charehnldprs at the 201 R AGM. We will concult the Campany’s major
institutianal investors in good time as part of this review.

I hope that you find this report a clear account of how the Committee has
imptemented the policy during 2016 and that you are able to support
the remuneration detisions we have taken, Iwould again like to thank
our investors for their time and for sharing their views during our
meetings during 2016,




Performance and remuneration for 2016 at a glance

Key performance measures

The tables below illustrate outcomes against the Group's key
performance measures relevant to 2016 remuneration. The annuat
bonus outcome is driven by assessment of performance against a
scorecard, which includes financial and non-financial measures and
personal performance. The Executive LTIP targets measure Group
performance over a three-year period against a range of financial
measures, The Standard Life Investments LTIP target measures
Standard Life Investments' consolidated cumulative three-year third
party EBITDA performance.

Totzl remuneration

In this table maximum remuneration in¢cludes the value of dividend
equivalents added to LTIP awards and share price movement from the
value when the awards were granted. The LTIPs are valued on the same
basis as in the single figure table.

Maximum 2016 single figure

femuneration remuneration

Executive Directors £000s £000s
Keith Skeoch 3,981 2,746
Luke Savage 2,424 1,733
Paul Matthews 2,012 1,631
Colin Clark 2,418 1,979

Annuval bonus performance measures 2016 2015
Operating profit before tax £723m £663m
Operating return on equity 15.2% 14.5%
Overall Group annual bonus scorecard

outcome (financial and non-financial

measures) 4.325/5 4.6/5
Executive LTIP 2014 Actual Weighted

performance measure Threshold performance vesting tevel?
Cumulative group operating

profit before tax £1,795m £1,967m 41.02%
Cumulative group net flows £15.5bn £3.2bn 0%
Final vesting after performance

adjustment 31.02%
Standarq Life Investments LTIP Actual

2014 Performance Measure Threshold performance Vesting level
Consclidated cumulative 60%of 109.96% of 62.44% of
three-year third party EBITDA target target maximum

v Erecuifve (TIP 2014 weighted 78% cumidiative group dperdting profic befare tax. and
30% cumulative group net faws.

Operatlng profit is nol defined under IFRS and is therefure deenied ait
allernative performance measure,

A definition of operating profit can be found in the Glossary. Further
information including reconciliations to relevant IFRS metrics are provided in
Sunnlementary information in Section 11,

The chantillustrates the clements of remuncration that contribute to the
single figure of remuneration.

Pay Ratios

The Committee is mindful of the relationship between Chief Executive
pay and the pay of other employees acrass the Standard Life Group. In
line with emerging best practice, the Commitiee has therefore
votuntarily decided to include the pay ratio between the Chief Executive
and the median pay of other empioyees within the Group.

Based on the Chief Executive's single figure set out on page 88 the ratio
of pay to the median of all other UK based employees is 61:1. Employee
pay includes base salary, employer pension contributions, benefits and
incentive payments,

There is no external guidance on the methodology to be used fer the
calculation of the pay ratio. The Remuneration Committee used the
median as the comparator as it is affected less by changes in the
remuneration of a small number of employees when comparing between
ycars. We loolk forward to any additional guidance that may bo provided
on the methodology going forward.
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5. Directors’ remuneration report continued

5.2 Overview of the remuneration policy

The following sets oul key aspects of the current remuneration policy as it applies to the Company's executive Directors. The policy was approved by
shareholders at the 2015 AGM. That policy came inte effect on 12 May 2015 and can be found on our website at
www.standardlife.com/annualrepert and in the Annual repont and accounts 2014. A shareholder vote on the remuneration policy is not required in

2017.

Base salary

Purpose and link to strategy
To providc a core reward for undertaking the role, pesitioned at a level needed te recruit
and retain the talent required to develop and deliver the business strategy.

Operation

The Remuneration Commitiee sets base salaries taking into account a range of factors
including:

» The individual's skills, performance and experience

» Internal relativities and wider workforce salary levels

» External benchmark data

» The size and responsibility of the role

» The complexity of the business and geographical scope

» Economic indicators

Maximum opportunity
Ho maxinium level set.

Increases will normally be in line with the typical level
of increases awarded to other employees at Standard
Life and will be a reflection of the individual's
performance.

The Remuneration Committee may award in¢reases
above this level in certain circumstances.

Benefits

Purpose and link to strategy
To provide market competitive monetary and non-monetary benefits, in a cost effective
manner, to assist employees in carrying out their duties efficiently.

Operation

Executive Directors are provided with a package of core benefits and are invited to
participate, in line with other employees, in the voluntary benefits programme which
they fund themselves through salary sacrifice.

Core benefits include health screening, private healthcare, death in service protection,
disability benefit and reimbursement of membership fees of professional bodies

Maximum opportunity
Car allowance up to a maximum of £16,585 per
annum,

There is no maximum value of the core benefit
package as this is dependent on the cost to the
employing company and the individual's
circumstances.

All-employee share plans

Purpose and link to strategy
To promote share ownership by all employees to drive performance aligned to the
Company's shareholders’ intereslts.

Operation

Executive Directors can participate in the all-employee share plans operated by
Standard Life on the same hasis as all other employees. The two current all-employee
share plans are:

» The Standard Life (Employee) Share Plan
» The Standard Life Sharesave Plan

Maximum opportunity

The maximum opportunity is in line with all other
employees and is as determined by the prevailing
HMRC opportunity.

Pension

Purpose and link to strategy
To provide a competitive, fiexible retirement benefit in a way that does not create an
unacceptable level of financial risk or cost to the Group.

Operation
Executive Directors are auto enrolled into a defined contribution pension plan and are
offered the alternative of a cash allowance.

Legacy arrangements will continue to be honoured.

Maximum opportunity

Employer contribution into the Group's defined
contribution pension plan of up to 32% of salary.
Alternatively a ¢ash allowance of up to 30% of salary.
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Group annual bonus

Purpose and link to strategy
To support the delivery of the Group's annual business plan.

The focus is gn the delivery of the annual financial, strategic, customer and people
objectives.

Operation
Performance targets are set annually by the Remuneration Committee.

The Remuneration Committee exercises its judgement to determing awards at the
end of the year to ensure thal the outcome is fair in the context of overall Group
performance and against personal goals.

To date, 50% of any bonus above 25% of salary has been deferred into shares
which vest two years from the date of award.

The deferral period for bonuses in respect of 2016 onwards will be three years.

Deferred banus shares are subject to malus between grant and vest and cash
awards are subject to clawback for three years from the date of award.

Maximum opportunity
The maximurm award opportunity in respect of any financial
year is based on role and is up to 175% of salary.

Performance measures

Performance is measured against a range of key financial
metrics, strategic, customer and people indicators and
personal performance.

The performance scorecard is weighted with at least 50%
of bonus based on financial performance and no less than
30% based on non-financial performance. A portion of the
award may be based on individual performance objectives.
This will be no more than 20% of the overall award.

Performance is measured over 12 months.

The Standard Life ptc Executive Long-Term Incentive Plan (Executive LTIP)

Purpose and link to strategy

To reward participants for the delivery of the Group’s goals of driving shareholder
value through customer experience including measures such as cumulative Group
operating profit and cumulative Group net flows.

Operation

Award of shares subject to performance measured over a three-year period with a
subsequent two-year holding period. Awards may only be exercised after the
combined five-year period.

Performance targets are set annually for each three-year cycle by the
Remuneration Committee.

Awards are subject to review by the Remuneration Committee and the Risk and
Capital Committee at the end of the three-year performance period to confirm that
vesting of the award is appropriate.

The Remuneration Committee has the discretion to amend the final vesting leve! of
awards if it does not consider that it reflects the performance of the Group.

Unvested awards are subject to malus.

Dividend equivalents, or equivalents for other forms of awards, accrue over the
five-year period on a re-invested basis.

Maximum opportunity
The maximum award opportunity is based on role,

The maximum award possible under the plan rules is
500% of salary. No award in excess of 400% of salary will
be made to an executive Director under this policy.

Performance measures
Vesting of the award is based on the following Group
performance measures:

» Cumulative Group operating profit performance before
tax weighted al up to 100% of the award

» Cumulative Group net flows weighted at no more than
50% of the award

The split between these measures, for each grant, is set
annually by the Remuneration Committee.

Legacy Arrangements

There is currently no intention to make further awards under the following plans to executive Directors:

» Standard Life Investments persanal and company bonus plans - last operated {for an executive Director} for the Chief Executive Standard Life

Investments, before his appointment to his role as Chief Executive in August 2015.

» Standard Life Investments’ Long-Term Incentive plan - last award {to an executive Director) made in March 2015 to the Chief Executive,

Standard Life Investments before his appointment te his new role

» Group Lang-Term Incentive Plan - was replaced by the Executive LTIP at the 2014 Annual General Meeting and the last awards under this plan

were made in March 2013

Further details on these plans are set out in the Annual repert and accounts 2014
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5. Directors’ remuneration report contimsed

Remuneration policy for new executive appointments

Principles

In determining remuacration arrangements for new appaintments to the
Board {including internal promeations), the Remuneration Committee
applies the following principles:

» The Remuneration Committee takes into consideration all relevant
factors, including the calibre of the individual, local market practice
and existing arrangements for other executive Directors, adhering to
the underlying principle that any arrangements should reflect the best
interests of the Group and the Company's shareholders

» Remuneration arrangements for new appointments will typically align
with the remuneration policy approved by shareholders

» |n the case of internal promotions, the Remuneration Committee will
honour existing commitments entered into before promation

» The Remuneration Committee will explain to shareholders the
rationale for the relevant arrangements in the following year's
Directors’ remuneration report

» The maximum leve! of bonus and long-term incentive awards which
may be awarded to a new executive Director {excluding the Chief
Executive, Standard Life Investments) at or shortly following
recruitment shall be limited to 475% of salary. The maximum level for
the Chief Executive, Standard Life Investments will be 865% of salary.
These limits exclude buyout awards and are in line with the policy
table approved by shareholders.

Components and approach

The remuneration package offered to now appeintments may include
any clement of remunceration included in the remuneration policy, or any
other element which the Remuneration Committee considers is
appropriate given the particular circumstances but not exceeding the
maximum level of banus and long-term incentive awards detailed
above, In considering which elements to include, and in determining the
approach for all relevant clements, the Remuneration Committee will
take into account @ number of different factors, including (but not
limited to) typical markel practice, existing arrangements for gther
executive Directors, internal relativities and market positioning.

Buyouts

To facilitate recruitment, the Remuneration Committee may make an
aword Lo buy out remuncration terms forfeited on leaving a previous
cmployer: In deing £o, the Remuneration Committee will adhere to the
FCA guidance in relation to the practice of buyout awards to new recruits
and, in particular, the requirements for Material Risk Takers (as defined
by the Group's regulators). In considering buyout levels and conditions,
the Remuneration Committee will take into account such factors as the
type of award and performance measures and the likelihood of
performance conditions being met. The buyout award will reflect the
foregone award in amount and terms {including any deferral or retenlion
period and performance conditions} as closely as possible but within
the structures and timing of equivalent Group plans. Where appropriate,
the Remuncration Committee retaing the discretion to utilise Listing Rule
9.4.2 (a rule, set by the United Kingdom Listing Authority, which permits
an arrangement to be made without shareholder approval, specifically
to facilitate, in unugual circumstances, the recreitment or retention of
the relevant individual) for the purpose of making an award (o ‘buy out’
remuneration terms forfeited on leaving a previous emplayer or to utilice
any other incentive plan operated by the Group.

Service contracts

The executive Directors’ terms and conditions of employment are
detailed in their respective executive service contracts. In these
contracts, the femuneration Committee aims to strike the right balance
between the Company's interests and those of the exegutive Directors,
while ensuwring that the contracts comply with best practice, legislation
and the agreed remunceration principles. Contracts are not for a fixed
term, but et out notice periods in linc with the executive Director's role.
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The terms and provisions that relate to remuneration in each of the
executive Directors’ contracts (that are not set out elsewhere in this
report) are set gut below. 1t is intended that the terms for any new
appointment would be in line with these.

Pravision Policy
Notice Six months by the executive Director to the
Periods Company.

Up to 12 months by the Company to the executive
Director.

A payment in lieu of notice can be made.

Salary, pension contributions and core bengfits
are specified in the contracts and are treated as
described in the policy table.

Remuneration

There is no contractual entitlement to participate
in the annual bonus plan or receive long-term
incentive awards.

Individuals are notified of these discretionary
schemes at the beginning of each year,

Non-compete Apply during the contract and, at the Company’s

clauses choice, for up to six months after leaving.
Contract Director Date of current contract
Dates Keith Skeach 5 October 2015

Luke Savage 24 April 2014

Paul Matthews 29 October 2015

Colin Clark 1 November 2015

Keith Skeoch signed a new contract on 5 Qctober 2015, reflecting his
appointment to Chief Executive from § August 2015; his previous
contract was stgned o 3 Apeil 20606. Luke Savdge’s conlracl was
affecuve Mo 18 Augusl 2014, Paul Mdithews' and Colin Claik's
contracts were effective from 1 November 2015.

The service agreements for execulive Directors are available for
shareholders to view on request from the Company Secretary at'the
Company's registered address (details of which can be found in Section
14) and at the 2017 AGM.

Loss of office remuneration
The Remuneration Committee will consider the tollowing tactors when
considering remuneration for loss of office:

» The individual's service contract and the rules of the relevant
incentive plang

» Clicumistances of the loss of ulfice

» Performance during office

» The commergial justification for any payments




The remuneration policy for loss of office for executive Directors is as
follows:

tirme in service fo termination as a proportion of the
performance period and will, subject to performance,
be paid at the usual time {which in the case of the
Executive LTIP will normally include the holding
period). Outstanding deferred share awards typically
vest in full at the date of termination.

In certain circumstances, such as the individual's
death, the Remuneration Committee retains the
discretion to accelerate payments if it is considered
appropriate.

In all plans, the Remuneration Committee retains the
isceetioin to dis-apply time pro rating for good
leavers and, in the case of the Group LTIP and
Execulive LTIP, performance pro-rating.

Typically, for other leavers, rights to annual bonus
and outstanding long-term incentive awards will be
forfeited.

In the rules of the annual bonus plans and long-term
incentives plans distinction is made between good
leavers and other leavers. A good leaver is someone
whose employment comes to an end because of
death, ill health, injury, disability, redundancy or
retirement as determined by their employing
company, sale of the employing company or
business or any other circumstance at the discretion
of the Remuneration Committee. For the purposes of
the Standard Lile Investments Long-Term Incentive
Plan, a good teaver may also include an individual
who is transferred out of Standard Life Investments
to another company in the Group. In determining
whether an individual is a good leaver, the
Remuneration Committee will exercise its judgement
in a manner which seeks to be in the Group's
interests taking into account all relevant factors in
relation to the departure, Where judgement has been
exercised, the Remuneration Committee would
provide an explanation in the following year's
Directors' remuneration reponrt.

Pravision Policy Provision Pollcy
Pay in lieu Any payment in lieu of notice willbe up to 12 Other Other payments such as the outgoing Director's legal
of notice months' salary, pension contributions and the value payments fees or outplacement costs may be paid if considered
of other contraciual benefits, commercially appropriate.
A duty to mitigate applies.
The payment may e made in phased instaiments IChta;nge oftCt:ntr:I i 0 tive Di . cn
and the policy is to do this for notice periods of over nine event ot a change o contro » Crecutive froctors may rocena
six months. caslh bonus in respect of the yearin whth the change ofcontro{occu{s
which, unless the Remuneration Commitiee determines otherwise, will
be time pro-rated by reference to the bonus year. Qutstanding deferred
All- Rights to awards are governed by the rules of the share awards will typically vest in full. Long-term incentives will normally
employee respeclive plans. vest early, taking into account the extent to which any relevant
share plans . perfermance conditiens have been met and, unless the Remuneration
Awards under all-employee share plans vestin Committee determines otherwise, the time that has elapsed from the
accordance with their terms, under which good beginning of the relevant performance period. if the Company
leavers are entitled to shares an or shontly after undcrgocs a winding up or is subjoct to a demerger, delisting, special
ceseation. Nther leavers would usnally farfeit dividend or other cvent, which, in the opinian of the Remuneration
awards. Committee, may affect the current or future share price, the
Remuneration Committee may allow awards to vest on the same basis
Bonus Rights 10 awards are governed by the rules of the as fora change of control.
awards and respective plans. The treatment of other awards in the event of a change of control will be
:ong-term Typically, for good leavers, rights to annual bonus in line with the relevant plan rules as approved by shareholders.
ncentive X - R . . .
awards and long-term incentive awards will be pro-rated for Remuneration Committee discretion in relation to future

operation of the remuneration poficy

In the event of a variation of share capital, demerger, special dividend or
similar event, the Remuneration Commitlee may adjust or amend
awards in accordance with the rules of the relevant plan.

The Remuneration Committes retains the discretion to amend the
performance target in exceptional business or regulatory circumstances.
If discretion is exercised in this way, the Remuneration Committee will
consult with major shareholders as appropriate.

All awards are subject to Remuneration Committee discretion and may
be adjusted {or reduced to zero) where it determines that the overall
level of the Company or Group performance does not warrant payment
of variable remuneration; or it considers that risks {(such as financial,
regulatory, compliance or brand risk} have not adequately been
reflected in awards.
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S. Directors’ remuneration report contined

5.3 Annual remuneration report - what we did in 2016 for executive Directors

Single total figure of remuneration - executive Directors (audited)

The following table sets out the single total figure of remuneration for each of the executive Directors who served as a Director at any time during the
financial year ending 31 December 2016, Where 2 Director has been appointed or stepped down during the year shown the remuneration included
in the tabla is that paid for the period for which they were an executive Director.

Annval Long-term incentives

Basic Taxable bonus with performance Penslon

salary for benefits in earned period ending atlowance pald Total remuneration

Executive year year for year during the year Other payments in year for the year
Directors £000s5 £000s? £000s £000s2? £000s* £000s £000s
Keith Skeoch 2016 700 - 988 883 - 175 2,746
2015 574 36 1,489 1,215 - 143 3,457

Luke Savage 2016 612 16 729 223 - 153 1,733
2015 600 27 767 150 1,544

Paul Matthewss 2016 630 14 747 82 . 158 1,631
2015 107 3 139 14 - 27 290

Colin Clark: 2016 600 - 843 386 - 150 1,979
2015 98 - 159 64 - 25 346

1 Thisincludes the taxable value of alt benefits paid In respect af the year ended 31 December 2016, This includes car altewances of £15.825 for Luke Savage and £13.820 for Pzul Matthews, Alse
incheded for all executive Directors Is private health cover 2t 3 cost to the Group of £380 per employee,

+ The value reported for 701 6 is the market value of the Executive LTIP awards that will vest In 2019 and Standasd Life Investments LTIP awards that will vest in March 2017, As the share price at the
date af vesing Is not known at the date of publication of this repost the rumber of Standard Life plc shares that will vesi (including additional S1andard Life plc shares received in respact of
accrued dividends from grant thraugh te 31 December 2016) has been muliptied by the average share price over the quaner endiag 31 December 2016 (350.94 pence).

» Thevalue reporied far 2015 has been restated o seflect the value of the shares that vested using the share price on the vesting date rather than the estimate provided In the Aniual repont and
accounts 3415, The value atvesting was £185k. £2k and £6k lower than the estimale for Kelth Skeoch, Paul Matthews and Calin Clark respectively due to a reduction in the share price.

+ Keith Skeiech and Luke Savage participate in the Standard Life Shasesave Plan, Keith Skeoch, Luke Savage and Paul Matthews participate in the Standard Life (Employee) Share Plan - the
maximum annual award of matching shares in 2016 was E475.

s Paul Matthews and Colin Clark were appointed as Directors on | November 2015 and the figures reported for their long-term incentlve awards in both 2015 and 2016 represent the value of the
propontion of the award which relates (o the period of time in the pedormance perlad for which they were exeeutive Directors.

Annuat bonus plans

Base salary (audited
! ) Group annual bonus targets

The table below shows the annual base salary paid to executive

Directorsin 2016. year ended 31 December 2015

The financial targets used in the determination of the 2015 Group

At1)en From 16 March Total base salary

2016 2016 paid in 2016 annual bonuses and not previously disclosed are shown in the foilowing
Keith Skeoch £700,000 £700,000 £700,000 table. Those bonuses were paid in March 2016 and were disclosed in
the Annual report and accounts 2015,
Luke Savage £600,000 £615,000 £611,875
Paul Matthews £630,000 £630,000 £630,000 ;:;fg"“a“‘-e Measure Threshold B
Colin Clark £600,000 £600,000 £600,000 , i
Operating profit before
Pension [audited) tax £500m £544m £589m £663m
Lxecutive Directors received a cash allowance of 25% of salaryinlicu of  gperating return on
pension as follows: equity 10.7% 11.6% 12.6% 14.5%

Paid in 2016

Keith Skeoch £175,000
Luke Savage £152,969
Paul Matthews £157,500
Colin Clark £150,000

{n addition to the cash altowance shown above Paul Matthews is a
member of the Standard Life Staff Pension Scheme. Under the pension
scheme ryles his normal retirement date is at age 60. At 31 December
2016 he was aged 56 and his accrued defined benefit pension was
£144,044 per annum. There is no additional value paid on early
retirement.
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Year ended 31 December 2016

As explained in the Remuneration Committee Chairman’s statement
{Section 5.1}, in the interests of transparency, the Committee has
decided to accelerate the disclosure of the financial bonus targets, and
as such the threshold, target and maximum for the financial targets
used to determine 2016 Group bonus payments payable in March 2017
are detailed below.

Performance Measure

2016 Threshotd Target Maximum Outcome
Operating profit before

tax £645m £680m £715m  £723m
Operating return on

equity 13.5% 14.3% 15.0% 15.2%




Nen-financial measures

The non-financial measures used for the determination of the annual
bonus pians for 2016 have not been disclosed in this Directors’
remuneration report as the Board deems that, the disctosure of these
¢ould seriously prejudice the Group's business.

Detailed disclosure is provided on key achievements in the year to
provide sharehulders with context on the levet of performance delivered
in 2016.

The performance measures for the non-financial elements of the bonus
scorecard are reviewed by the Remuneration Committee each vear.
Assessment of achievement against these outcomes takes into account
corporate performance on environmental, social and governance issues
gither as a specific measure in the scorecard (e.g. brand advocacy and
employee engagement} or in the exercise of judgement at the end of the
year in determining awards when the Remuneration Committee seeks to
ensure the outcome is fair in the context of overall Group performance.
This includes performance against our sustainability priorities as set out
in the Sustainability section within the Strategic report,

Group annual bonus opportunity

The target and maximum bonus award opportunities (expressed as a
percentage of base salary at 31 December 201 6) that could be earned in
respect of 2016 Group performance were:

Target  Maximum opportunity
Kelth Skeoch 75% 175%
Luke Savage 65% 1505
Paut Matthews 65% 150%
Colin Clark 75% 175%

The award oppertunity for bonus at threshold performance is zero.

The bonus award is based on Group performance and personal
performance. The relative weightings are 90% based on Group
performance and 10% on personal performance for Keith Skeoch and
80% based on Group performance and 20% on personal performance in
respect of the other executive Directors.

The scorecard is based on a scale of 1 to 5 with 5 reflecting maximum, 3
on targel and 1 unsatisfactory performance.

Move information on the Group's financial key performance indicators
can be found in the Chief Financial Officers overview section of the
Sirategic report.

Before approving the level of performance in 2016, the Remuneration
Committee sought the views of the Group Audit Committee on material
accounting issues that it considered during the year and the Group Chief
Risk Officer and the Risk and Capital Committee on the management of
tisk within the business.

In determining the bonus awards for personal performance the
Remuneration Commitiee considered individual performance with
regard to the Company’s overall strategic priorities.

Keith Skeoch

Keith’s performance has been reviewed in relation to both aspects of his
role: as Chief Executive and Chief Executive, Standard Life Investments.
The comments below cover both roles:

» Good increase in pace of delivery across all key aspects of our
strategy to become a world-class investment company

» Rclatively strong financial performance delivered in difficult markets
and with a close focus on costs, particularly in Standard Life
Investments

» Strong delivery on our people agenda, including laying the
foundations for increased engagement and a shared culture across
the Group

Luke Savage

¥ Cffoctive management of our strong capital pesition to support our
progressive dividend policy and strategic investments and
acquisitions to grow our business

» Improvements in the operational efficiency of the company and
continued progress on reducing the cost/income ratio whilst
focussing on the growth of the business

» Development of reporting to provide additional clarity and insight into
the performance of the business

» Active engagement with our investors and the analyst community

Paul Matthews
» Leadership of the Pensions and Savings business through a period of
market and industry change and challenging conditions for sales

» The expansion of our alrcady successful platform business with the
acquisition of Elevate which complements our existing Wrap platform
and enhances our position as a leading platform provider

» Continued growth of 1825 business, our financial planning and
personal tax advice business, with three further acguisitions
broadening our reach across Lhe country and increasing total assets
under advice

Colin Clark

» Focus on emerging needs of our Institutional, Wholesale, Retail and
Workplace customer and clients with new investment propositions
across a range of asset classes and geographies

» Expansion of our liability aware range with launch of our unique
Integrated Liability Plus Solution and enhanced choice of investment
fund with 16 funds launched during 2016 across a range of different
assetclasses

» Continued growth in our strategic partnerships serving our clients in
markets worldwide, including John Hancock

» Maintenance of strong relationships with customers, clients and
advisers and delivery of resilient flows in growth channelsina
chaltenging market environment

The key achievements, scores for each scorecard clement and overall
score forthe 2016 scorecard are shown in the following tables:
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5. Directors’ remuneration report continued

Element

Performance measures

Achievements against
measures

Score {out of 5)

Financiat

QOperating return on equity (RoE)
Threshold 13.5%

Target 14.3%

Operating profit before tax
Threshold £645m

Target £680m
Maximum 15.0%

Qutcome 15.2%

Maximum £715m

Quicome £723m

Strong financial performance with operating profit befere tax and operating return on equity both above
maximum.

Element

Performance measures

Achievements against
measures

Score (out of 5)

Strategic/delivery/procass

Management of the Group's strategy and its deployment in each business unit including the annual investment
programme, any corporate transactions and the efficiency of the Group's balance sheet.

Maintain consistent and effective progress with the IT programme of work.

Continuation of progress toward becoming a world-class investment company including:

» Substantial completion of migration of Ignis business onto the Standard Life Investments platform delivering
annual synergies, earlier than targeted, in excess of £50m

» Purchase of Elevate, building on our successful Wrap platform business and growth of financial advice
business 1825, with three further acquisitions in this business

» tncreased stake in HDFC Life and proposed combination between the life companies of HDFC Life and Max Life
announced August 2016

» Successful embedding of our new trade management system and significant progress with improving the
technology and systems we use to manage investment data

4.25

Element

Performance measures

Achievements against
measures

Score (out of 5)

Customer and external leadership

Drive customer focus within the organisation and build advocacy for the Standard Life brand.

Deliver meaningful progress in brand advocacy as measured through Net Promoter Score measures or equivalent
indices/measures.

Protect and enhance Standard Life's corporate reputation.

Enhance collaboration and co-operation across the Group to support customer and client needs.

» Qur brand net promoter score is an important measure of customer advocacy. In 2016 our score fell by 11
points. We've planned a number of actions for 2017 to improve customer experiences - including autemating
key processes, better self service ontine and greater ¢collaboration to better understand customer needs

» Sponsorship with a direct link to our shared values which includes our continued pantinership with Sir Andy
Murray, extended Ryder Cup partnership and announced sponsorship of the British and Irish Lion's team and
the tour to New Zealand

» Announcement of Standard Life Foundation (May 2016}, a charity that will focus on independent research (o
strengthen financial well-being and resilience in the UK and subsequent appointment of the Board of Trustees

3 revised to O (see the explanation in the Remuneration Committee Chairman's statement}
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Element

Performance measures

Achievements against
measures

Scaore (out of 5)

People

Develop our organisational capability by building the environment, the resources, and the capabilities we will
need through developing the right behaviours.,

This will include:

» Ensuring the enviranment we work in creales a culture of continuous improvement

» Improving the employee effectiveness scores for enablement and engagement as measured by the Group
engagement survey ‘InterAction’ and other supplementary indicators

» Developing powerful and consistent leadership, identifying and growing tomorrow’s leaders

» Developing and actively managing robust and future facing plans to ensure sustainable succession for eritical
roles

» Embedding our remuneralion and pedormance management strategy lo encourage high performance and the
delivery of our business objectives

» Developed our people managers wilh a tailored 12-month training programme and encouraged our pegple to
develop their skills through external board appointments

» Signed HM Treasury Women in Finance charter, demonstrating our ongoing commitment to diversity.

» Continued strong engagement, (+ 2% points) measured by our InterAction survey although enabiement, the
measure of how well employee skills are utilised and working environments facititate productivity, dropped by
2% points. Action plans are being developed to address key themes.

» Continued commitment to youth employment. Awarded Investors in Young People Gold accreditation and
increased the percentage of employees aged 25 and under to 8% in the UK and Ireland. Continued our work
with the Edinburgh Guarantee Scheme, providing young people with paid work experience for six months and
the Investment2020 scheme offering 12-months paid work experience placements.
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5. Directors’ remuneration report convinued

Based on performance against each of the four Group perfermance
elements and considering the performance of the Group as a whole, the
Remuneration Committee approved a rating of 4.325 out of 5 (reduced
from 4.625 to 4.325 as explained in the Remuneration Committee
Chairman’s statement) for performance against the Group annual bonus
scorecard during 2016.

As a result of the approved ratings, the Group annuai bonus outcome as
approved by the Remuneration Committee for 2016 is:

Bonus Bonus
opportunity  opportunity
based on based on Totalbonus  Total bonus
Group persenal payableas payableasa
performance performance a%of % ofsalaryat
as a % of as a % of bonus 31 December
total botus  totatbenus maximum 2016
Keith Skeoch
Maximum 90% 10% 100% 175%
Actual 73% 8% 81% 141%
Luke Savage
Maximum 80% 20% 100% 150%
Actual 65% 14% 79% 119%
Paul Matthews
Maximum 80% 20% 100% 150%
Actual 65% 14% 79% 119%
Colin Clark
Maximurmn 80% 20% 100% 175%
Actual 64% 16% 80% 141%

2014 Executive LTIP awards vesting in respect of performance ending in
2016 (audited)

Awards were made in March 2014 of 200% of salary to Keith Skeoch
and in September 2014 of 125% of salary for Luke Savage. An award
was also granted to Paul Matthews who was not a Director when the
grant was made in March 2014. The original targets for the 2014
Executive LTIP award were adjusted to reflect the impact of corporate
activities in 2014 and 2015, Further details of the adjusiments made are
provided in the Annual repart and accounts 2014 from page 92
onwards,

Threshold Target Maximum
Cumulative Group operating profit
before tax for the three years ended
31 December 20161 £1,795m £1,930m £2,145m
Actual performance and vesting
outcome (70% weighting) £1,967m 58.60%
Cumulative Group net flows for the
three years ended 31 December
2016! £15.5bn  £20.6bn  £24.3bn
Actual performance and vesting
outcome (30% weighting)} £3.2bn 0%

If the bonus payable amounts to more than 25% of salary, then half of
the amount above 25% of salary is deferred for three years into an
award over Standard Life plc shares. The deferral is not made if the
amount to be deferred is less than 10% of salary.

2016 Group annual bonus outcomes (audited)

The following table shows the total bonus awards made in respect of
2016 and the cash and deferred elements. Annual bonus payments are
not pensionable.

Group deferred
Group cash bonus bonus Total
Keith Skeach 581,437 406,438 987,875
Luke Savage 441,416 287,667 729,083
Paul Matthews 452,182 294,683 746,865
Colin Clark 496,500 346,500 843,000

Long-term incentives

Executive Long-Term Incentive Plan (Executive LTIP)
The Executive LTIP has been used to grant awards since May 2014,

The awards granted in 2014 under the Executive LTIP have two
perfermance conditions. The outcome is based 70% on cumulative
Group operating profit before tax and 309% on cumulative Group net
flows. The awards are also subject to two underpins when assessing the
Group performance. The first requires the Risk and Capital Committee to
be satisfied that performance obtained has been achieved within
acceptable defined risk parameters. The second requires the
Nemuneration Committee te be saticfied that Group eperating profit
performance and Group net flows performance reflect overall Group
perfarmance.
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' Including our life associate HDFC Life and our life joint venture Heng An Standaid Life from
2015,
In line with the above results, and following consideration of
performance over the three-year period as set out in the Remuneration
Committee Chairman’s statement, the Remuneration Committee
determined a vesting factor of 31.02% more appropriately reflects the
overall performance of the Group and therefore reduced the vesting
factor from the arithmetically calculated 41.02% in respect of awards
granted in 2014 to executive Direclors, These awards will be delivered to
the executive Directors at the end of the holding period in 2019.

Standard Life Investments Long-Term Incentive Plan (Standard Life
Investments LTIP}

In 2014, Keith Skeoch participated in the Standard Life Investments
LTIP. An award was also granted to Colin Clark who was not a Director
when the award was made. Under the Standard Life Investments LTIP,
awards will only begin to vest if Standard Life Investments' investment
performance (three-year money-weighted average) is above the lower
quartile of the money-weighted average of all assets under management
(both captive and third party assets) compared to other asset managers.

The tevel of vasting is then subject to cansolidated cumulative three-
year third party EBITDA performance shown in the following table. The
actual EBITDA targets are not disclosed as Standard Life Investments is
a subsidiary business of Standard Life plc and the Board deems thai this
is commercially sensitive information which, if disclosed, could
seriously prejudice the Group’s business.

Before an award can vest, the Risk and Capital Committee is required to
verify to the Remuneration Committee that the level of vesting was not
as a result of behaviour that has exposed the Group to undue risk. If the
Risk and Capital Committee determines that the Group has heen
exposed to undue risk, the Remuneration Committee will take this into
account when determining the level of vesting,

Consolidated cumulative

three-year third party % of target award of

Perfuiimance COITDA shaves Lhat vest®
Threshold 60% of target 0%
Maximum 140% of target 200%

' Vesting takes place on a straight line basis between 60% of target cumulative three-vear thizd
party EBITDA and 140% of target cumulative three-year third party EBITDA.




2014 Standard Life Investments LTIP awards vesting in respect of
perfermance emding it 2028 {dudited)

I ling with the abuve, Keith Sheouls ieceived ain award under this planin
March 2014 equivatent to 200% of salary (@t maximum vesting).

The following table sets out performance against targels for the 2014
dward:

Below
Performance leve| threshald Threshold Target Maximum
Consolidated cumulative bU%ol  60% o0t 10U%of 140 of
three-year third party EBITDA  target target target target
109.96%
Actual performance of target

As performance was above the lower quartile of the money-weighted
average of all assets under management (both captive and third party
assels) compared to other asset managers and the consolidated
cumulative three-year third party EBITDA was 109.96% of target, the
Remuneration Committee determined that 124.89% of the target award
{62.44% of the maximum award) granted in 2014 would vestin 2017,

Awards granted in 2016
Awards Lo executive Directors were made in 2016 under the Executive
LTIF only.

All of the awards are subject to an additional personal performance
underpin whereby, if an executive Director performs at an unsatisfactory
level in any year during the three-year performance period, their original
award would be reduced by one-third, unless the Chief Executive, or the
Remuneration Committee in the case of the Chief Executive,
recommends otherwise.

The number of shares under option and the share price at the date of
grant are set out in the table on page 95.

The table below summarises the key details of the awards made in
2016:

Basls of award (% of salary) Face value at grant

Keith Skeoch? 400% £2,800,000
Luke Savage 125% £768,750
Paul Matthews 120% £756,000
Colin Clark 300% £1,800,000
Nature of award Nil cost option

Performance Cumulative Group operating profit before tax (70%)

criteria and cumulative Group net flows (30%) for the three-

year period ended 31 December 2018
Threshold and %% ypsting: 0%
of award vesting Cumulative Group operating profit before tax
atthreshold 1y achold: £2,130m

Cumulative Group net flows

Threshold: £30.8bn
Maximum and % vesting: 100%
of award vesting Cumulative Group operating profit before tax
at maximum Maximum: £2,595m

Cumulative Group net flows

Maximum: £51.0bn

v Agrant of 500% of salary was made to Keith Skeoch but the award was reduced 1o 400% of
salary. as explained in the Remuneraticn Committee Chairman's statement,

Share ownership

A sharehelding requircment was implemented in 2014 and woe continue
to require executive Directors and senior management to maintain a
material long-term investment in Standard Life plc shares.

The requirement (increased in respect of the Chief Executive in 2015} is
that the Chicf Exccutive acquires and maintains a shareholding valued
at 500% of salary. The other executive Directors are required to acquire
and maintain a shareholding valued at 200% of salary.

The shares which the executive Directors are required 1o held to reach
their respective shareholding requirement are based on the net vested
shares arising from the exercise of an award. Net vested shares are
those shares which the executive Director would retain after selling
sufficient shares to cover the costs of the income tax and employee
national insurance payable when the award is exercised. Executive
Directors will be required to hold shares arising from the following
awards:

» 100% of the net vested shares that could be acquired from the
exercise of awards granted from May 2014 onwards or the date of
their appointment if later (this includes the awards arising from the
deferral of annual bonus and awards granted under the Executive LTIP
and the Standard Life Investments LTIP)

» 50% of the net vested shares that could be acquired from the exercise
of awards granicd prior to the introduction of the now roguirement
(this includes awards arising from the deferral of annual bonus and
awards granted under the Group LTIP and the Standard Life
Investments LTIP)

» Shares currently held which were obtained from the exercise of
awards and which contributed to saticfying the previous charehelding
guidelines

Keith Skeoch and Paul Matthews were subject to previous shareholding
guidelines and from 2014, when the requirement was introduced, to a
shareholding requirement. Luke Savage became subject to the
requirement en appointment. As Colin Clark was not subject to the
previous shareholding guidelines, under the requirement he is only
required to hold shares from awards granted in 2016 onwards.

Executive Directors will be required to retain shares held in respect of
the requirement for a period of one year following their departure from
the Group. The Remuneration Commitiee reviews progress against the
requirement annually and retains discrelion to require executive
Directors to purchase shares to meet the requirement. Personal
investment strategies (such as hedging arrangements) are not
permitied.
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5. Directors’ remuneration report continued

Directors’ interests in shares (audited)
The following table shows the total number of Standard Life pl¢ shares held by the executive Directors and their connected persons.

Shares acquired/ (sold} Total value! of shares owned  Shares acquired/{sold}

Total number of during the perlod 1 Total number of shares at 31 December 2016 as a % during the period 31

shares owned at lanuary 2016 to owned at 31 December of satary at 31 December December 2016 to

1 lanuary 2016 31 Pecember 2016 2016 2016 22 February 2017

Keith Skeoch 2,054,208 192,361 2,246,569 1194% 51
Luke Savage 129 698 827 1% 58
Paul Matthews 175,287 61,701 236,988 140% 51
Colin Clark 666,197 91,569 757,766 470% -

' The clesing share price at 31 December 2016 used to determine total value was 372.0p.

At 31 December 2016 all executive Directors have complied with the requirement in respect of retaining shares from vested awards. Keith Skeoch
holds significantly more shares than his shareholding requirement requires. Luke Savage was appointed in August 2014, No share awards granted
since his appointment have yet vested. He has not yet met his shareholding requirement. Pau! Matthews holds shares valued at 140% of salary,
including shares acquired from awards not subject to either a guideline or the requirement. Colin Clark holds shares valued at 470% from previous
awards not subject to either a previous guideline or the requirement.

David Nish, our former Chief Executive, is required to hold 703,651 shares until 31 March 2017. This number of shares was equivalent in value {at
31 March 7016} to 300% of his salary at 31 March 2018 (the date his employment ceased}. At 31 December 2016, he hetd the number of shares
required.

This table shows, in relation to each executive Director, the total number of share options with and without performance conditions held at
31 December 2016

Optlons with performance measures'  Qptlons without performance measures?  Vested but unexercised Exercised during the year®

Keith Skeoch 1,652,348 186,015 - 361,862
Luke Savage 550,660 114,406 . .
Paul Matthews 526,350 103,010 . 115,405
Colin Clark 1,586,480 17,237 . 173,158

' This comprises Executive LTP awards made I 2014, 2015 and 2016 and awards under the Standard Life investments LTIP made In 2014 and 2015 excluding $hares to be awarded in lleu of
dividend equivalenis. In the case of Colin Clark this also includes awards made under the Standard Life Restzicted Stock Plan, All awards granted to Paul Masthews and Colin Clark other than
2016 Execwiive LTIF awards were granted before their appolmiments as executive Directors on 1 November 2015,

¢+ This comprises deferred bonus awards made in 2015 and 2016 (eacluding shares to be awarded in liey of dsvidend equivalenis) and options grasted under the Standard Life Sharesave Plan, This
includes the 2015 deferred bonus award granted to Paul Matthews before his appointment as executive Dlrector an 1 Noverber 2015.

*  This camprlses exertises of awards made under the 01 3 Group and Standard Life Invesiments tTIPs and defernad share awards granted in 2014 in respect of the 2013 Group banus plan, and
includes shares awarded in lieu of dividend equivalents.

The closing market price of Standard Life ple shares at 31 December 2016 was 372.0p and the range for the year was 262.1p to 375.0p.
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Directuis’ interests in the Company's shares through the medium of the Group’s share plans, granted after appointment te executive Director are

shown below.

Executive and Standard Life Investments LTIPs
Awards are subject to vesting conditions that are based on continuous employment and on satisfying corporate performance targets over the
performance period. All awards lapse six months after the expected first date of exercise and carry the right to receive rolled-up dividends, but only

to the extent awards vest. All awards were granted under the Executive LTIP unless otherwise noted.

Award dates Number of shares Value of shares
Shares in
{leu of
rolled-up
dividends
Date of Expected from date of  Exercised Lapsed Share price Share price Totalvalve
original first date of Qriginal 2016 grant to during during  Atendof at award on exercise Actual date on exercise
award exercise award awards end of year year! year year datet date of exercise date
Keith Skeoch
25/03/13% 25/03/16 236,634 40,365 112,932 164,067 £3.6998 £3.559 30/03/16 £401,925
25/03/13+ 25/03/16 236,634 40,365 233,233 43,766 £3.6998 £3.559 30/03/16 £830,076
28/03/14+ 28/03/17 237,818 33,617 - 271,435 £3.7844 - -
20/05/14 20/05/19 231,469 33,093 - 264,562 £3.8882
27/03/15 27/03/20 207,805 20,108 - 227,913 £4.8122 .
30/03/15¢ 30/03/18 208,637 19,930 - 228,567 | £4.7930 -
24}03/16  24/03/21 958,274 43,492 191,655 810,111 £3.6524
1,358,997 958,274 230,970 346,165 399,488 1,802,588
Luke Savage
10/09/14 10/09/19 184,329 20,832 . 205,161 | £4.0688
27/03/15 27/03/20 155,853 15,081 - 170,934 | £4.8122 -
240316 24/03/21 210,478 11,940 - 222,418 | £3.6524
340,182 210,478 47,853 598,513
Paul Matthews
24/03f/16 24/03/21 - 206,987 11,742 218,729 | £3.6524 .
- 206,987 11,742 - 218,729
Colin Clark
24f03f16 24/03/21 492,826 27,959 520,785( £3.6524 .
- 492,826 27,959 - - 520,785

v The 2413 Growp LTIP vested a1 40.77% and the 2013 Standard Life Investments LTIP vested Al 84.20%.

7 Based on the average share price for the five dealing days immediately before the awards were granted.

v Awards granted undes the Geoup LTIP,

+ Awards granted undes the Standard Life Investmenis LTIP,

s The shaies shown against the awards granied in 2013 lapsed as a result of peformance outcome, Following grant, the 2016 award was reduced frem 500% of salary to 400% of <alary and the
cortesponding number of shazes lapsed.

The Standard Life Restricted Stock Plan
The award lapses sia manths aftar the expected first date of excrcisc and carrics the right to receive rolled up dividends, but only to the cxtent

awards vest.

Award dates

Number of shares

Value of shares

Shares [n lieu
of rolled-up
Dateof Expected dividends Share price  Share price Total value
original first date of Qriginal from grant to Exercised Lapsed Atend of ataward onexercise  Actualdate onexercise
award exercise award endofyear duringyear duringyear year datet date  of exercise date
Colin Clark?
8/10/15 31/03/17 173,181 9,417 182,598 £4.042

v Based on the average share price for the five dealing days Immediately before the awards were granted.

t The award will vest in 2017 sulject 1o Colin maintaining a personal performance levet above 3 pre-determined threshold and is forfeited in the event he reslgns before 31 Morch 2017, The oward
was granted prior 10 his Board appaintment in 2015.
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5. Directors’ remuneration repott continves

Bonus awards - deferred shares
These awards are the deferred share etements of the 2013, 2014 and 2015 bonus awards. The value of the bonus deferred into share awards is
reported within the annual bonus figures shown in the Directors’ remuneration for the year for which the bonus is payable. All awards lapse six
months after the expected first date of exercise and carry the right to receive rolled-up dividends, but only to the extent awards vest.

Award dates Number of shares Value of shares
Shares In
Heu of
rolled-up
dividends
Date of Expected from date Share price Share price Total value
orfginal first date of Original 2016 ofgrantto  Exercised Lapsed At end of at award onexercise Actual date onexercise
award exercise award awards end of year during year duringyear year datet! date of exercise date
Keith Skeoch
28/03/14 28/03/16 14,503 1,194 15,697 - £3.448 £3.559 30/03/16 £55,866
27/03/15 27/03/17 17,825 1,702 19,527 £4.071 - - .
24/03/16 24/03/18 « 162,898 8,753 171,651 £3.897
32,328 162,898 11,649 15,697 - 191,178
Luke Savage
27/03/15 27/03/17 30,076 - 2,872 32,948 £4.071
24f03/16 24/03/18 - 79,214 4,256 83,470 £3.897
30,076 79,214 7.128 - 116,418
Paul Matthews
24/03/16 24/03/18 56,470 3,033 59,503 £3.897
56,470 3,033 59,503
Colin Clark
24/03/16 24/03/18 17,237 925 18,162 £3.897 - .
17,237 925 - - 18,162

' Based onthe average shale price for the month of December preceding 1he tfate on which the options were granted,

The Standard Life Sharesave Plan
Luke Savage was granted an option under this plan on 12 September 2014 over 5,116 Standard Life plc shares exercisable from 1 November 2019.
The exercise price for these options is £2.961.

Keith Skeoch was granted an option under this plan on 16 September 2016 over 5,292 Standard Life plc shares exercisable from 1 November 2021.
The exercise price for these options is £2.834.
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Executive Directors’ external appointments

Subject to the Board’s approval, executive Directors are able to accept a
limited number of external appointments to the boards of other
organisations and can retain any fees paid for these services. Significant
executive Director appointments held during the year are shown helow:

Executive Director Role and Qrganisation 2016 Fees

Keith Skeoch Non-executive Direclor of the

Financial Reporting Council £nil

Member of Council, Queen Mary
University of London £nil

Luke Savage

Paul Matthews member of the board of the
Association of British Insurers
Member of the Practitioner Panel
of the Financial Conduct

Authority £nil

Loss of office payments (audited)
No loss af office payments were made in the year.

Payments to former directors (audited)
Payments made to former directors during the year (if not reported
elsewhere) will be reported here if they are in excess of £20,000,

Details of the nature of the payments to be made to David Nish in 2016
foliowing his stepping down as Chief Executive in August 2015 were set
out in the Annual report and accounts 2015, The bonus to be paid in
March 2017 in respect of his employment in the period 1 January 2016
to 31 March 2016 amounts to £294,860. This has been determined with
reference to company performance as measured by the Group annual
bonus scorecard. No further cash payments are to be made. In addition
the value of his 2014 Executive LTIP award at 31 December 2016
following the application of the performance outcome is £388,336
{valued using the average Standard Life plc share price for the quarter

1 October 2016 to 31 December 2016 in line with the approach taken in
the single figure disclosures for Directors). This award does not vest until
20 May 2019.

Pay compared to performance

The graph shows the difference in value at 31 December 2016 between
having invested £100 on 1 January 2009, respectively, in Standard Life
plc and in the FTSE 100. Itis assumed dividends are reinvested in both.
The FTSE 100 has been chosen as the comparator index because we
consider it to be the widely recognised benchmark for large companies
in the UK, Standard Life plc is a member of this FTSE grouping.
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The following table shows the single figure of total remuneration for the
Director (and in the case of 2015 the Directors) in the role of Chief
Executive (CE) for the same eight financial years as shown in the graph
above. Also shown are the annual bonus awards and LTIP awards which
vesied based on performance in those years,

Annugt Long-term

bonus Incentive plan

award rates  vesting rates

CE single against against

Year figure of total maximum maximum
ended 31 remuneration opportunity opportunity
December Chlef Executive {£000s) (%) ()
2016 Keith Skeoch 2,746 81 31.02
2015 Keith Skeoch? 1,411 87 40.77
2015 David Nish? 2,143 90 40.77
2014 David Nish 6,083 95 100
2013 David Nish 4,206 75 64
2012 David Nish 5.564 88 100
2011 David Nish 2,601 77 63.5
2010 David Nish 1,971 83 -
2009 Sir Sandy Crombie 2,175 67 49.67

! The annual bonus award rates against maximum opportunity are in sespect of the Group
anaual bonus plam.

The figure shown is the remuneration shown in the single figuze table on page 88, time
apportioned fos the perlod 5 August 2015 to 31 December 2015, Annual bonus award rates
against maximum opportunity and the long-term incentive plan vesting rate relates to the
Group annual bonus and Group LTIP,

r Gavid Nish ceased to be Chlef Executive with effect fram 5 August 2015 and the figure
reported I$ that retatiag to the perod 1 January 2015 to § August 2015,

Relative importance of spend on pay

The following table compares what the Group speat on employee
remuneration to whatis paid in the form of dividends to the Company's
shareholders. Also shown is the Group's operating profit before tax from
continuing operations which is provided for context as it is one of our
key performance measures:

2015 2016 % change

Remuneration

payable to all

Group employees

(£m) 635 596 6%

Dividends paid in
respect of financial
year (Em) 362 389 7%

Qperating profit
before tax (£m) 665 723 9%

Percentage change in remuneration of the director in the
position of Chief Executive

The table below shows the percentage year-on-year change in salary,
henefits and annual bonus eamed between the year ended 31
December 2015 and the year ended 31 December 2016 for the Chief
Executive compared to the average UK-based Group employee. The
Commiktee considers these appropriate comparables as the Chief
Executive is UK-based and the largest number of Group employees are
based in the UK.

% change In base % changein % changein

salary! bonus benefits

Chief Executive - (33.6%)* -
UK-based employees of

the Group 3% (2.8%) -

1 There was no change to the salary awarded to the Chief Executive from his zppointmenton
5 August 2015 to 3t December 2016,

1 Thisis the difference between the bonus awarded 1o Keith Skeoch for 2016 and 2015, 25
shown on page 88, It refleets both the movement in performance between years and the
reduction of the maximum bonus oppertunity from his previous role as the importance of
variahle temuneration delivered over the long term Increases,
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5. Directors’ remuneration report continued

Implementation of policy in 2017

Base salary
The Remuneration Commiltee has not awarded increases to base pay for
executive Directors. Base pay for 2017 is therefore:

Base pay
Keith Skeoch £700,000
Luke Savage £615,000
Paul Matthews £630,000
Colin Clark £600,000
Barry O"0wyer! £525,000

1 From the date of his appointment to the Board,

Bonus
The enccutive Directors will participate in the Group annual bonug plan.
Target and maximum award opportunities are:

Target apportunity asa  Maximum opportunity

% of salary as a % of salary
Keith Skeoch 75% 175%
Luke Savage 65% 150%
Paul Matthews® 65% 150%
Colin Clark 75% 175%
Barry O'Dwyer? 65% 150%

1 The bonuys will be appenioned 10 31 August 2017,
+  From the date of his appoiniment to the Board,

For Keith Slieoch, 20% of the award will be based on Group perfermance
and 10% on personal performance. For the other executive Directors and
for Barry O'Dwyer from appointment, 80% of the award will be based on
Group performance and 20% on personal performance,

In evaluating the non-financial metrics, the Remuneration Committee
will reference, where possible, objective data and wilt exercise
judgement in determining achievement of objectives when assessing
performance. Disclosure of the financial targets, performance and how
performance has been evaluated by the Remuneration Committee will
be provided in the Directors' remuneration report at the end of the
perfarmance period,

Pension
Cash allowances of 25% of salary are paid in lieu of pension
contributions to all executive Directors.

Long-term incentive arrangements

The Remuneration Committee proposes to grant awards, in the form of
nil-cost options, in 2017 under the Executive LTIP plan, which will vest in
March 2022. These are set out in the table below.

Basis of award (% of salary) Face value at grant

Keith Skeoch 400% £2,800,000
Luke Savage 125% £768,750
Colin Clark 300% £1,800,000
Barry O’Dwyer 120% £630,000
Performance Cumulative Group operating profit before tax (80%)
criteria and cumulative Group net flows (20%j for the three-

year period ended 31 December 2019
Threshold and % vegting: 0%
of award vesting ¢, tative Group operating profit before tax
atthreshold Threshold: £2,240m

Cumulative Group net flows

Threshold: £27.7bn
Maximum and % Vesling: 100%
of award vesting Cymulative Group operating profit before tax
at maximum Maximum: £2,725m

Cumulative Group net flows

Maximum: £45.9bn
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5.4 Annual remuneration report - what we did in
2016 for non-executive Directors

Single total figure of remuneration - non-executive Directors
{audited)

The following table sets out the single total figure of remuneration for
each of the non-executive Directors who served as a Director at any time
during the financial year ending 31 December 2016. Nan-executive
Directors do not participate in bonus or long-term incentive plans and do
not receive pension funding.

Total

Taxable remuneration

Fees for year benefits in for the year

ended year ended ended

Non-executive 31 December 31 December 31 December

Directors £000s £000s: £000s

Sir Gerry Grimstone 2016 380 17 397

2015 370 21 391

Pierre Danon 2016 78 36 114

2015 72 17 89

John Devine? 2016 41 - 41
2015 -

Melanie Gee? 2016 93 4 97

2015 9 . 9

Crawford Gillies* 2016 35 2 37

2015 84 3 87

Noel Harwerth 2016 73 5 78

2015 83 4 87

Isabel Hudsons 2016 36 8 44

2015 72 7 79

Kevin Parrys 2016 116 7 123

2015 90 16 106

Lynne MPeacoclc” 2016 143 5 1418

2015 101 9 110

Martin Pike 2016 104 6 110

2015 90 8 98

' Sir Geny Gimstane received an allowance of £15,000 towards his business related
aceommpdation costs in Edinburgh in additlon 1o his Chaiman's fees. Other amaunts
reponed relate to expenses such as travel and accommaodation expenditure incurred on
Group business, While these paymenis are the reimbhursement of expenses and not benefits,
they aie included as being a payment which is subject to 1ax.

2 Appointed with effect from 4 July 2016,

1 Appointed with effect fram 1 November 2015.

¢ Stepped down fiem the Board following the conclusion of the AGM on 17 May 2016.

v Resigned with effect from 24 June 2016.

¢ Appointed Senior tndependent irector follawing the conclusion of the AGM on 17 May 2016.
7 Appuinted chairman of Standard Life Assurance Limited on 1 April 2016.




Letters of appointment

The non-executive Directors, including the Chairman, have letters of appointment that set out their duties and responsibilities. The key terms are:

Provision

Policy

Period of appointment

Three-year term which can be extended by mutual consent and is subject to annual re-election by
shareholders in line with Company's articles of association and the UK Corporate Governance Code.

Time commitment

Two to three days per week for the Chairman. For other non-executive Directors - 30 to 35 days a year

Notice periods (apply to both the
Company and the Director)

Chairman - six months.
For other non-executive Directors - no notice period.

There is no provision for compensation payments for loss of office for non-executive Directors.

Remuneration

Fees (as set out on the following page). Reimbursement of travel and other reasonable expenses incuired in
the performance of their duties. No pension, annual bonus or other incentive payment permikted.

Date of letters of appolntment

Current letter of appointment

Sir Gerry Grimstone!

Pierre Danon
John Devine
Melanie Gee
Crawforg Gillies?
Noel Harwerth
Isabel Hudson?
Kevin Parrys
Lynne Peacock
Martin Pike

6 June 2003 as Director

28 February 2007 as Chairman (continuation 27 May 2010, 28 May 2013 and 17 May 2016)
28 November 2011 (continuation 6 Qctober 2014)

4 July 2016

26 October 2015

7 December 2006 (continuation 11 January 2010, 3 December 2012 and 18 December 2015)
18 July 2012 (continuation 29 June 2015)

15 Qctober 2014

27 October 2014

13 March 2012 (continuation 13 March 2015]

27 September 2013 {continuation 8 September 2016)

' Initially 2bpointed as a director of The Slandard Life Assurance Company and appointed as a Director of Standard Life ple effective from 30 March 2006,

+ Retired from the Board, having concluded nine years' service at the conclusion of the AGM an 17 May 2016.

¥ Resigned with effect fram 24 June 2016.

+ Appointed Senios Independent Director with effect from the conctusion of the AGM on 17 May 2016,

The service agreements/letiers of appointment for Directors are available to shareholders to view on request from the Company Secretary at the
Company's registered address {details of which can be found in Section 14} and at the 2017 AGM.

Non-executive Directors’ interests in shares {(audited)
The following table shows the total number of Standard Life plc shares held by each of the non-executive Directors and their connected persons:

Total number of shares Shares acquired/({sold) by
owned at 1 January 2016 the Directors during the Tetal number of shares
or date of appointment if period to 31 Dexember owned at 31 December 2016

Shares acquired/ (sold) by
the Directors during the
perfod 31 December 2016

later 2016 or date of cessation if earller to 22 February 2017
Sir Gerry Grimstone 206,626 - 206,626
Pierre Danon 47,034 2,622 49,656
Jehn Devipe: 1,321 - 1,321
Melanie Gee - 20,000 20,000
Crawford Gillies? 41,046 - 41,046
Noel Harwerth 10,074 - 10,074
Isabel Hudson? 5.067 - 5,067
Kevin Parry 36,324 13,676 50,000 .
Lynne Peacock 12,554 12,554 .
Martin Pike 32,727 32,727 .

' Appainted with effect from & July 2016.
! Reiiredon 17 May 2016,
*  Resigned gn 24 June 2016.

The Chairman continues to be subject to a guideline holding of 100% of the value of his annual fee in Standard Life plc shares within four years of
appointment. Sir Gerry Grimstone, as Chairman, futly met this requirement in 2016 with the value of his shares at the end of the year being 202% of
his fees.
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5. Directors’ remuneration report continved

Implementation of policy for hon-cxecutive Directors in 2017
Following a review of non-executive Director fees, no changes were
proposed for 2017.

Role 2017 fees? 2016 fees
Chairman’s fees? £380,000 £380,000
Non-executive fees? £73,500 £73,500
Additional fees:
Senior Independent Director £18,000 £18,000
Chairman of the Audit Committee £30,000 £30,000
Chairman of the Risk and Capital
Committee £30,000 £30,000
Chairman of the Remuneratien
Committee £30,000 £30,000
Chairman of the Investment Committee? £30,000 .
Chairman of Standard Life Assurance
Limiteds £75,000 £50,000

5.5 The Remuneration Committee

Membership

Ouring 2016 the Remuneration Committee was made up of independent
non-executive Directors: Lynne Peacock (Chairman and member until

17 May 2016), Melanie Gee (Chairman from 17 May 2016), John Devine
(from 4 July 2016), Pierre Danon (until 24 October 2016), and Martin
Pike.

Member Attendance
Melanie Gee, Chairman 8/9
John Devine &4
Martin Pike s/s
Former member

Pierre Danon 6/8
Lynne Peacock 4f4

' The core fee of £73,500 paid io each non-executlve Director (including the Chairman) is
expecied 1o total £588,000 for 2017 (2016: £603,303). This is within the madmum
£1.000.000 pesmitted under Article 87 of Standard Life ple's anicles of assaciation. Total
fees including additional duties are expected to amount to £1,107,500 for 2017
(2016:£1,099,000).

+ The Chairman’s feeis inclusive of the non-executive Directors’ core fee and no addilional fees
are paid o the Chalrman where he ¢hairy, or is a member of, other comntiltees/boards, In
2017 the Chairman will alsa receive £15,000 (2016: £15,000) as an allowance towards his
business related accommadation costs in Edinburgh.

¥ Far non-gaccutive Dircclors, individual fees are constrected by taking a base fee and adding
extra fees for chairlng committees and subsldiades’ boards where a greates responsibility
and time comntilment is required.

4 An appointment was made to this role in November 2016,

5 An eppointment was mide to this role in April 2016 at which time the fae was revised from
£50,000 to £75,000.
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The role of the committee
To consider and make recommendations to the Board in respect of the
total remuneration policy across the Group, including:

» Rewards for the executive Birectors, senior employees and the
Chairman

» The design and targets for any employee share plan

» The design and targets ferannual cash bonus plans throughout the
Group

» Changes to employee benefit structures (including pensions)
thraughout the Group

The terms of reference are published within the Board Charter on ourwebsite at
www standardtife.com/fannualreport

Committee effectiveness

The Committee reviews its remit and effectiveness annually. The 2016
review was carried out via an internal self-assessment questionnaire.
The review concluded that the Committee remained effective and
fulfilled its remit.

External advisers

The Remuneration Commiltee received information on comparative pay
data from Towers Watson. Pinsent Masons LLP provided legal
interpretation of remuneration related regulations to the Remuneration
Committee,

Fees paid to Pinsent Mason LLP were £8,230.

During the year, the Remuneration Committee also took advice from
Deloitte LLP (a member of the Remuneration Consultants Group), who
were appointed as external advisers to the Remuneration Commiltee
from October 2011,

Arepresentative from Deloitte LLP attends, by invitation, all
Remuneration Committee meetings to provide information and updates
on external developments affecting remuneration as well as specific
matters raised by the Remuneration Committee. Qutside of the
meetings, the Remuneration Committee’s Chairman seeks advice on
remuneration matters on an ongoing basis. As well as advising the
Remuneration Committee, Deloitte LLP also provided tax, risk and data
advice to the Group during the year. Deloitte Tolal Rewards and Benefits
is an investment adviser to the trustees of the Standard Life Staff
Pension Scheme. In addition, Standard Life is the current appointed
provider for Lhe Defined Contribution Master Plan that Deloitte LLP
provides for its employees and Delgitte LLP is one of the employee
benefit consultants through which Standard Life has been appointed to
provide defined contribution arrangements for Deloitte’s clients through
competitive tender.




Fees paid to Deloitte LLP during 2016 for professional advice to the
Committee were £179.800. This reflects all the fees paid to Deloitte LLP
in relation to remuneration matters,

Where appropriate, the Remuneration Committee receives input from
the Chairman, Chief Executive, Chief Financial Officer, Chief People
Officer, Group Reward and Employment Policy Director, Group Chief Risk
Officer and the Head of Corporate Governance at Standard Life
Investments, This input never relates to their own remuneration.

As noled in Section 2 Sir Gerry Grimstone is an independent non-
executive board member of Deloitte LLP. He was appointed to this role to
represent the public interest following a recommendation by the
Financial Reporting Council that all major audit firms should have such
representation, His remuneration for that role is a fixed sum and has no
relationship to Deloitte's business activities. Both the Chairman and the
Remuneration Committee recognised the need to ensure there is no
conflict of interest arising frem the appointment process. The
Remuneration Committee was satisfied at the date of the appointment
that the nature of the Chairman's appointment to Deloitte LLP did not
create a conflict of interest. The Remunperation Committee ¢ontinues to
monitor this position and are satisfied that the continuing appointment
does not give rise to a conflict of interest. Deloitte LLP operates
appropriate safeguards to maintain the independence of ils advice, for
example, the team responsible for providing advice to the Remuneration
Committee are not rewarded for cross-selling non-related services to
Standard Life and work is contracted for independently from work
performed by the rest of the firm. Whilst Sir Gerry Grimstone has access
to the Remuneration Committee adviser to the extent that he is invited to
attend Remuneration Committee meetings, he does not meet with the
Remuneration Committee adviser, other than in those meetings, 10
discuss matters relating to Standard Life. Communication between
Deloitte LLP and the Remuneration Committee is on instruction from the
Remuneration Committee Chairman,

The Committee’s work in 2016
Anindicative breakdown as to how the Remuneration Committee spent
its time is shown below:

» 2015 Directors’ remuneration repornt

» 2015 bonus payments and 2013 LTIP outcomes
» 2016 annual bonus and L1IP targets

» 2016 salaries and LTIP awards

» Investor feedback on executive Directors’
remuneration

» Lompliance review and updates for Solvency Il
requirements for reward

» Group Remuneration Policy

» Investor response to the 2015 Directors’
remuneration report and executive Directors'
remuneration

» Reward regulation and practice update

» Material risk taker populations and disclosures for
2016

» All employee share plans

» Mid-year review of performance against target for
annua! bonus and LTIP awards

» Review of bonus and LTIP terms

» Regulatory update onin-force and pending
regulations impacting different parts of the Group

» Investor consultation on executive remuneration

» End of year review of perfarmance against target for
annual bonus and LTIP awards

» Investor feedback on executive remuneration
» 2016 Direclors' remuneration report

» Governance of incentive arrangements, including
sales incentives, in line with regulatory compliance

Shareholder voting

We remain committed to engoing sharcholder dialogue and take an
active interest in voting outcomes. Where there are substantial votes
against resolutions in relation to Directors’ remuneration, the
Remuneration Committee seek to understand the reasons for any such
vote, and will detail here any actions in response to it.

The remuneration policy was not subject to a vote at the 2016 AGM and
the following table scts out the outcome of the vote on the remuncration
policy presented at the 2015 AGM on 12 May 2015.

Policy For Against Withhetd
(% of total votes) 96.6% 3.4%
(No. of votes cast) 852,195,858 29,881,743 4,276,901

The Dircctors' remuneration report was subject to a vote at the 2016
AGM and the following table sets out the outcome.

2015 Directors’
Remuneration

Report For Against Withheld
(% of total votes) 77.7% 22.3%
{No. of votes cast) 639,048,996 183,477,683 22,528,635

The Remuneration Committee acknowledges that a significant number
of votes were cast against the 2015 Directors’ remuneration report
notwithstanding that all remuneration paid and awarded was within the
approved policy. We understand that a key concern was the increase in
the quantum of variable deferred remuneration awarded to the Chief
Executive in 2016.

Having listened to the concerns raised, the Chief Executive volunteered
areduction in the 2016 LTIP award that had been granted to him on

24 March 2016. The Committee approved a reduction equivalent to
100% of salary from $00% to 400% in the value of the 2016 LTIP award
that was granted to the Chief Executive. The Committee have also
agreed that 4009 will continue to be the maximum annual award grant
level for the duration of the current remuneration policy.

Inresponse to the 2016 vote on the remuncration report the Chairman
of the Remuneratien Committee met with a number of our largest
investors, the Investment Association {IA} and Inslitutionat Shareholder
Services Inc. {ISS) with a view to understanding investors' concerns, The
meetings were very helpful in gaining a detailed understanding of these
concerns angd their views of the evolving remuneration landscape more
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5. Directors’ remuneration report continved

generally. The points raised by investors at these meetings were
discussed with the Remuneration Committee and have informed our
2017 remuneration decisions and our consideration of a new
remuneration policy te be presented at the 2018 AGM. Further detail can
be found in the Remuneration Committee Chairman’s statement.

Promuoting all-employee share ownership

We believe that share ownership by our employees helps them to
understand the interests of the Company's sharehaolders. On

31 December 2016, 73% of our employees were Standard Life plc
shareholders through participation in the Standard Life (Employee)
Share Plan. We promote employee share ownership with a range of
initiatives:

» The Standard Life (Employee) Share Plan which allows employees to
buy Standard Life pl¢ shares directly from their earnings. A similar tax-
approved plan is used inIreland. At 31 December 2016, 3,915
employees in the UK were making a monthly average contribution of
£58 and 171 employees in lreland were making an average
coniribution of €44. Even though the plan cannot be structured on a
tax-favourable basis in Germany and Austria, 119 employees in these
countries participated in December 2016 with an average
contribution of £40.

» The Standard Life Sharesave Plan which allows UK tax resident
employees to save towards the exercise of options over Standard Life
plc shares with the option price set at the beginning of the savings
period at a discount of up to 20% of the market price. Sharesave
invitations have been made annually since 2011 to UX employees
and, as at 31 December 2016, over 3,300 employees in the UK were
saving towards one or more of the Sharesave offers.

» The Standard Life Ireland Sharesave Plan which launched in August
2012. Invilations have been made annually from August 2012. As at
31 December 2016, over 100 employees were saving towards one or
more of the Sharesave Ireland offers.

102 Standard Life 2016

Share dilution limits

The Executive LTIP, the Group LTiP, the Standard Life Investments LTIP,
the Standard Life (Employee) Share Plan, the Standard Life Sharesave
Plan and the Standard Life Ireland Sharesave Plan contain dilution limits
that comply with the guidelines produced by The Investment Association
(14). On 31 December 2016, the Company's standing against these
dilution timits was:

» 4.6% where the guideline is no more than 5% in any 10 years under
all discretionary share plans in which the executive Directors
participate (Executive LTIF and Standard Life Investments LTIP)

» 5.5% where the guideline is no more than 10% in any 10 years under
all share plans (Executive LTIP, Group LTIP, Standard Life LTIP,
Standard Life (Employee) Share Plan, the Sharesave Plan and
Sharesave Ireland Plan}

As is normal practice, there are employee trusts that operate in
conjunction with the Executive LTIP and Standard Life Investments LTIP
and the Standard Life (Employee) Share Plan. On 31 December 2016,
the number of unallocated shares held within these trusts was 3,611 n
respect of the Standard Life (Employee) Share Plan. In addition, the
trusts held 1,287,431 shares acquired to satisfy deferred bonus awards,
Executive LTIP, Group LTIP and Standard Life nvestments LTIP awards
and other share plan awards. Of these shares 66,131 are committed to
satisfying vested but unexercised awards. The percentage of share
capital held by the employee trusts is significantly less than the 5% best
practice limit endorsed by the 1A,

Related party transactions

All transactions between Directors and the Group are on commergial
terms that are equivalent to those available to all employees. During the
year to 31 December 2016, the Directors (including close family
members) contributed £1,408,546 (2015: £3,283,620) to preducts sold
by the Group.




6. Statement of Directors’
responsibilities

The following statements should be read with the statement of auditors’

responsibilities inctuded in the independent auditors’ reports. They are
made to help shareholders distinguish between the responsibilities of
the Directors and those of the auditors in relation to the financial
statements for 2016.

The Directors are responsible for preparing the Annual report and
accounts 2016. It is also their responsibility to state that they consider
that the Annuai report and accounts 2016, taken as a whole, is fair,
balanced and understandable and provides the information necessary
for shareholders to assess the Company's position and perdformance,
business model and strategy. Under the Companies Act 2006, the
Directors are required to prepare and approve financial statements for
each financial year. The Directors must only approve the financial
statements when they are satisflied that they give a true and fair view of
how the Group and the Company have performed at the end of the
financial year, and that they give a true and fair view of the profit of the
Group and the Company for that year. The financial statements of the
Group and, where relevant, the Comparny have been prepared in
accordance with:

» International Financial Reporting Standards (IFRS} as adopted by the
Eurapean Union (EU}
» The Companies Act 2006

» The Disclgsure Guidance and Transparency Rules (DTR} issued by the
Financial Conduct Authority (FCA}

# Articie 4 of the international Accounting Standards (JAS] Regulation

In preparing these financial statements, the Directors are required to:
» Select suitable accounting policies and then apply them consistently

» Make judgements and accounting estimates that are reasonable and
prudent

» State whether applicable IFRS as adopted by the EU have been
followed, subject to any material departures disclosed and explained
in the financial statements

» Prepare the financial statements on the basis that the Group is a
g0iRg Concern, unless it is inappropriate to presume that the Group
will continue in business

The Directars are responsible for ensuring that proper accounting
records are maintained. These must disclose, with reasonable accuracy
at any time, the financial position of the Group and the Company and
enable the Directors to ensure that the financial statements and the

Directors’ remuneration report comply with the Companies Act 2006 and

the DTR. The Directors should also make sure that the Group financial
statements comply with Anticle 4 of the IAS Regulation.

The Directors are also responsible for:

» Safeguarding the assets of the Company and the Group

» Taking reasonable steps to prevent and detect fraud and other
irregularities

» The maintenance and integrity of the Group's website

» Preparing a Strategic repod, Directors’ report, Annual remuneration
report and Corporale gavernance statement which comply with
applicable law and reguiations

» The maintenance and integrity of the corporate and financial
information included on the Company's website

UK legislation governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Each of the Directors, whose names and functions are listed in the Board
of Directors section, confirms that to the best of their knowledge and
belief:

» The Group and the Company financial statements, which have been
prepared in accordance with IFRS as adopted by the EU, give a true
and fair view of the assets, liahilities, financial position and profit of
the Group and of the Company and taken as a whole, are fair,
balanced and understandable and provide the information necessary
for sharehalders Lo assess the Group's performance, business model
and strategy

» The Strategic report includes the information required by DTR 4.1.8
and DTR 4.1.9 — a fair review of the development and performance of
the business and the position of the Group, together with a
description of the principal risks and uncertainties it faces

By order of the Board

ng)%.v;,_,t;z

Sir Gerry Grimstone
Chairman

24 February 2017

Luke Savage
Chief Financial Qfficer

24 February 2017
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Financial information

How to navigate our Group financial statements

The Group's significant accounting policies are included at the beginning of the relevant
notes to the Group financial statements with this background colour, Critical judgements in
applying accounting policies are summarised in the Presentation of consalidated financial
statements section which follows the primary financial statements. Accounting policies
that are relevant to the financial statements as a whole are also set outin that section.

The Group's critical accounting estimates and assumptlons are summarised in the
Presentation of consolidated financial statements section which follows the primary
financial statements. Further detail on these critical accounting estimates and
assumptions is provided in the relevant note with this background colour.
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7. Independent auditors’ report to the members of Standard Life pic
Report on the Group financial statements

Our opinion

In our opinion, Standard Life plc's Group financial statements (the ‘financial statements”):

» Give a true and fair view of the state of the Group's affairs as at 31 December 2016 and of its profit and cash flows for the year then ended

» Have been properly prepared in accordance with International Financial Reporting Standards ('IFRSs’) as adopted by the European Union

» Have been prepared in accordance with the requirements of the Campanies Act 2006 and Article 4 of the 1AS Regulation

What we have audited

The financial statements, included within the Annual repert and accounts {the ‘Annual Report’), comprise:

» The Consolidated statement of financial position as at 31 December 2016

» The Consalidated income statement and consolidated statement of comprehensive income for the year then ended

» The Consolidated statement of cash Aows for the year then ended

» The Consolidated statement of changes in equity for the year then ended

*» The accounting policies and notes 1o the financial statements, which includes the Presentation of consclidated financial statements section and
other explanatory information

We have not audited the pro forma reconciliation of consolidated operating profit to profit for the year ending 31 December 2016 set out on page
115 which was prepared by Standard Life ple,

We have not audited the elements of Note 49 — Capital management on pages 209 and 210 described as unaudited which have been prepared by
Standard Life ple.,

Certain required disclosures have been presented etsewhere in the Annual report, rather than in the notes to the financial statements. These are
cross-referenced from the financial statements and are identified as audited.

The financial reporting framework that has been applied in the preparation of the financiat statements is IFRSS as adopted by the European Union,
and applicable law.

Our audit approach
Overview
» Overall Group materiality: £34.0 million which represents approximately 5% of operating profit before tax

» We selected 23 reporting units (as explained on page 109) on whose financial infermation we conducted audit
procedures

» We identified 8 of these reporting units which, in our view, required an audit of the complete financial
information, either due to their size and/or their risk characteristics. These focused on the material reporting
units within the Standard Life Investments and Pensions and Savings segments.

» For the remaining 15 reporting units across all segments, specific audit procedures were performed en certain
account balances and transactions

» Procedures were also performed at the Group level over the Group consolidation process

Our areas of focus included:

» Determination of actuarial assumptions for valuation of assets and liabilities

» Valuation of complex financial instruments and investment property

» Valuation of identifiable intangible assets arising from the acquisition of ignis Asset Management Limited (‘Ignis’)
* Provision for annuity sales praclices

The scope of our audit and our areas of focus
We conductcd our audit in accordance with International Standards on Auditing (UK and Ireland) (15As (UK & Irctand)’).

We designed our audit by determining materiality and assessing the risks of material missiatement in the financial statements. In particular, we
tooked at where the Directors made subjective judgements, for example in respect of significant accounting estimates that involved making
assumptions and considering future events that are inherently uncertain, We also addressed the risk of management override of internal controls
and the risk of fraud in revenue recognition, including evaluating whether there was evidence of bias by the Directors that repracented a rick of
material misstatement due to fraud.

The risks of material misstatement that had the greatest effect on our audit, including the allocation of our resources and effort, are identified as
“areas of focus” in the table below. We have also set out how we tailored our audit {o address these specific arcas in order to provide an opinion on
the financial statements as a whole, and any comments we make on the results of our procedures should be read in this context. This isnot a
complete list of all risks identified by our audit.
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Area of focus

How our audit addressed the area of focus

Determination of actuarial assumptions for valuation of assets and
liabilities

The Directors' determination of assumptions for the valuation of life
insurance contract liabilities involves complex judgements about fuiure
events, both internal and external to the business. Changes in
assumplions can result in material impacts o the valuativn of the
bhamilies, the methodology used can also have a mateilal inpact vl
the vatuation of the insurance contract liabilities,

As part of our consideration of assumptions, we gave specific focus to
the annuitant monality assumptions used in valuing life insurance
contract liabilities, because of the sensitivity of the Group's profit to
changes in these assumptions and the level of judgement involved in
setting these assumptions.

Annuitant mortality assumptions are those related to the life
cxpectancy of annuitants and the rate at which expectancy is likely to
increase. These assumptions are driven by past experience and
assumptions about future changes which are based on the Group's
experience, together with industry standard data tables.

Refor te page 62 (udit Committoe report), poge 132 (Critical
accounting estimates and judgements), pages 160 to 166 (Accounting
policies and notes),

Due to the magnitude of the balance and the estimates involved in the
valuation, we also considered the assumptions used in valuing pension
scheme liabilities, This included assumptions over mortality, discount
and inflation rates,

Referto page 6% (dudit Committee report), page 122 (Critical accounting
estimates and judgements), pages 168 to 173 (Accounting policies and
notes).

CGur audit work in respect of actuarial assumptions in respect of life
insurance contract liabilities included:

» Assessing the key changes in the assumptions against regulatory and
reporting requirements and industry standards

» Obtaining audit evidence in respect of the koy controls over the key
actuarial models, data collection and analysic and the assumptions
setting processes used by management, evaluating their design and
implementation and testing their operating effectiveness

» Benchmarking management's assumptions in the UK, againct over 20 of
the largest life insurers in the UK which were in¢cluded in Pw(C's
independent benchmarking survey. This allowed us to compare the
assumptions used relative to those used by the Group's industry peers.,

Specifically for annuitant montality assumptions:

» Cvaluating the choice of the industry standard Continugus Mortality
Investigation ('CMI') model against the outputs of management's
infcrnal cause of death model, wider market data from benchmarking
and regulatory feedback

Qur audit worlt in respect of methodologies used in the valuation of life
insurance contract liabilities included:

» Challenging management’s methodology, focusing on changes to
methodology in the year, by applying our industry knowledge and
caperience to compare whether the methodolegy and/ or changes are
in compliance with recognised actuearial practices and regutatory and
reporting requirements

We determined, based on our audit work, that the assumptions used in
the models are appropriate, and that the methodologics applied are in
line with financial reporting requirements and industry accepted practice
and reflect the nature of the Group's life insurance contracts.

Qur audit work in respect of actuarial assumptions in respect of pension
scheme liabilities included:

» Testing management's discount rate by creating an independent
discount rate expectation based on our knowledge of the Standard Life
pension scheme and other schemes of a similar nature

» Benchmarking management’s key assumptions {pensioner and non-
pensioncr mortality, spread between Retail Price Index and Cansumer
Price Index and inflation rate premium) against over 25 companies
which were included in Pw('s independent benchmarking survey. This
allowed us to compare the assumptions used relative to those used by
other companies.

We determined bascd on our audit work that the assumplions usod are in
line with financial reporting requirements and indusity accepled practice
and reflect the nature of the value of the Group's pension scheme.
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7. Independent auditors’ report to the members of Standard Life plc continuca

Area of focus

How our audlt addressed the area of focus

Valuation of complex financial instruments and investment property
We focused gn this area as valuation, specifically in respect of
derivatives, commercial mortgages and investment property, is an
arca which reguires the use of judgement by the Directors and/er tho
involvement of valuation experts.

Derivative and commercial mortgage valuations require judgements
because, for some instruments, quoted prices are not readily
avaitable. As such, management use modeis to estimate their fair
value.

The key judgement for derivative valuations is whether there are any
changes required to the methodology of these models as a result of
market practice, accounting or regulatory updates.

Commercial mortgage valuations require the use of judgement over
the discount rates applied to the future contractual cash Rows,
particularly in respect of the credit risk of the borrowers.

Investment property valuations are complex as they require the
selection of assumptions; such as future rental income to determine
expected yields, Management engage independent property experts
to assist in selecting these assumptions.

Refer o page 69 (Mudit Committee report), page 122 (Ctical accounting
estimates and judeements), pages 148, 150 to 153 (Accounting policies
and notes}

Qur audit work in respect of the valuation of derivative assets and
liabilities included:

» Evaluating the design and testing the operational effectiveness of key
controls over derivative valuations, such as controls to reperform
valuations calculated by outsourced operations using independent
source data

» Understanding and assessing the models and methodology used fora
sample of derivative investments across the investment portfolio,
which management value using models. This included recalculating the
sample of valuations using independent models and sourcing our own
input data from recognised independent market data and investigating
any differences found that were greater than predefined thresholds.

Our audit work in respect of the valuation of commercial mortgages
included:

» Evaluating the assumptions over the credit risk of the borrowers used in
formulating the discount rate for the future cash flows against ourown
expectations for similar borrowers

Qur audit work in respect of the valuation of investment praperty
included:

» Evatugdng the assumpliuns used in a saple of investinent proyerty
valuations by comparing a sample of the property yields used by
management's property experts against published market benchmarks
in order to identify any assumptions or valuatiens which fell outside our
expected range

» Meeting with management’s property expers lo establish whetherthe
valuation approach was in accordance with our expectations based on
our own experience of the investment propersty industry

We determined that the assumptions used, and the resuftant valuations
of the complex financial instruments and investment property were within
ranges that we consider to be acceptable.

Valualion of identifiable intangible assets arising from the acquisition
of lgnis

The Directors’ valuation of intangible assets arising from business
combinations involves complex judgements about forecast fund
flows, discount rates and operating margins, changes to which

can have a materal impact on the valuations adopted in the

financial statements.

The Directors’ also apply judgement when assessing whether
there are any indicators of impairment to the remaining
institutional, life and retail intangibles.

We gave specific focus to the changes in assumptions used in the
revaluation of the remaining institutional intangible, as changes to
these assumptiens were most likely to result in an impairment charge
within the consolidated income statement for the year.

Reforto page 60 (udit Committee report), page 122 {Critical accounting
estimates and judgements), pages 143 to 144 (Accounting policies and
notes)

Our audit work in respect of the valuation of the intangible assets arising
through the acquisition of Ignis included:

» Evaluating whether there had been indicators of impairment that would
trigger an impairment review of any of the intangibles assets

» Challenging whether the cash generating units for the intangibles are
supportable by reference to the progress of Ignis’ integration into the
Group

» Challenging assumptions used in forecasting fund flows. We checked
that the forecasts used had been through management's internal
challenge and approval process and considered the sensitivity of
forecasts relative to the historical accuracy of management's
forecasting.

» Challenglng the discount rate used through a comnpatison of the range
of discount rates used in the industry, as well as company specific
metrics such as the weighted average cost of capital and our
assessment of the risk associated with forecast cash flows

» Evaluating the forecast operating margins used against those
experienced in the cash generating unit and comparing to our own
expectation of the range of experience in the industry

» Performing stress testing and reverse stress testing on key assumptions
in the valuation model to challenge the appropriateness of
management’s assumptions

We determined that the assumptians used in the valuation of the
remaining intangible assels were appropriate to the current
circumstances and plans of the Group, and were within a reasonable
range.

We determined that the impairment charge recognised in the financial
statements for the institutional intangible asset appropriately reflected
the changes in assumptions during the year.
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Area of focus How our audit addressed the area of focus

Provision for annuily sales practices Qur audit work in respect of the measurement of the provision for annuity
The Directors’ determination of the valuation of the provision for annuity  5ales practices included:
sales practices involves a range of accounting judgements. A key areaof Evaluating the regulatory communications, legal support and the

focus for our audit is the consideration of the reporting implications of Directors' intention to put things right for any disadvantaged customers
the FCA’s 2015 Thematic Review of Annuity Sales Practices relating to to establish whether there is sufficient evidence to recognise a

the period since July 2008. There are a number of elements to consider, provision. :

including:

» Understanding and assessing the model and methodology used to
» An assessment of the recognition criferia for this liability value and calculate the provision against the scope of the review
» The estimated valuation of any such provision, based on the latest required by the FCA in their Thematic Review of Annuity Sales Practices
available information, including associated costs report dated October 2016
» The separate recognition triteria for any reimbursement asset arising * Challenging the assumptions set by management and used within the
from existing indemnity insurance contracts model to supporting evidence, including regulatory communications
from Qctober to February 2017 and budgeted project costs as approved
by the steering committee in February 2017. Due to the uncertain
Refer to page 69 (Audit Commitiee repor), page 122 (Critical accounting nature of such assumptions, there is a range of possible factors
estimates and judgements), pages 174 to 175 and 204 to 205 identified by management,
{Accounting policies and notes) » Assessing the selection of the model assumption within the range and
the sensitivities disclosed within the Annual report and accounts

In respect of the pepulation and pelicyholder data which is used by the
model:

» Evaluating the controls applied by management over the extraction of
the data from the underlying customer data systems and its
subsequent analysis to obtain the appropriate data set

We are satisfiod that there is sufficiont evidence to recognise 3 provision
in respect of annuily sales practices in the porod since July 2008 oz ot

31 December 2016.

We are satisfied that the model and assumptions used are appropriate for
a bast-estimate provision for year-end reporting within a reasonable
range, given current evidence available to Standard Life at this time.

Our work over the recognition criteria of any potential reimbursement
asset relating to the provision for annuity sales practices included
evaluating communications with the relevant insurers,

We are satisfied that Standard Life has not yet obtained sufficient
evidence to be virually centain that the asset will be received and
accordingly that there shauld not be recognition of an asset as at
31 December 2016.

How we tailored the audit scope
We tailored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the financial statements as a whole,
1aking into account the geographic structure of the Group, the accounting processes and controls, and the industry in which the Group operates.

The Group consists of four segments: Standard Life Investments, Pensions and Savings, India and China, and Other. These segments are
disaggregated into reporting units, The financial statements are a consolidation of these reporting units.

In establishing the overall approach to the Group audit, we determined the type of work that needed to be performed at the reporting units by us, as
the Group engagement team, or component auditors either within PricewaterhouseCoopers LLP or from other PricewaterhouseCoopers network firms
operating uhder our instruction.

We identified eight of the Group's reporting units which, in our view, required an audit of their complete financial infermation (‘full scope’ reporting
unitg}. These focused on the material reporting units within the Standard Life Investments and Pensions and Savings segments.

In addition, specific audit procedures on certain account balances and transactions were performed at a further 15 reparting units within the Group
across all segments (limited scope’ reporting units).

We performed testing over the controls in place at the Group level over the Group consolidation process including the consolidation of share capital
and reserves and the elimination of intercompany transactions.

Where the work was performed by component auditors, we determined the level ofinvolvement we needed to have in the audit work performed at
those reponting units to be able Lo conclude whether sufficient appropriate audit evidence had been obtained as a basis for eur opinion on the
financial statements. As a result, the Group engagement tleam attended management's oversight and governance meetings within Standard Life
Investments as the largest of the Group's components, and visited operations in Hong Kong which is the wholly owned business within the India and
China segment. ’
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7. Independent auditors’ report to the members of Standard Life pic continues

Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for materiality. These, together with
qualitative considerations, helped us to determine the scope of our audit and the nature, timing and extent of our audit procedures on the individual
financial statement line items and disclosures and in evaluating the effect of misstatements, both individually and an the financial statements as a
whole. Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Overall Group £34.0m (2015: £31.0m).
materiality

How we determined It Represents approximately 5% of operating profit before tax.

Ratlonale for In determining our materiality, we have considered financial metrics which we believe to be relevant and con¢luded that

benchmark applied  gperating profit before tax was a relevant benchmark as it is the key pedormance measure reported by management and used
by other stakeholders to help give a fuller understanding of the performance of the business in both its internal and external
reporting to stakeholders, including shareholders and analysts. We have also referenced IFRS profit before tax.

Component For each component in our audit scope, we allocated a materiality that is less than our overall Group materiality. To allocate

materiality materiality to full scope reporting units, we considered the specific risks and balances within the reporting units, as well as
considering the level of materiality that would impact the individual entity's statutory financial statements as this is a focus for
management when preparing their financial information. This resulted in materiality being allocated between £9m and £28m
to each of the full scope reporting units. Having considered the coverage from the full scope reporting units, we assessed the
risk of material misstatement within the limited scope reporting units and allocated materiality across in scope account
balances and transactions. This resulted in allocation of materiality in a similar range. Certain componeats were audited t¢ a
local statutory audit materiatity that was also less than our overall Group materiality.

We agreed with the Audit Committee that we would report to them misstatements identified during our audit above £2.0m (2015: £2.0m) as well as
misstatements below that amount that, in our view, warranted reporting for qualitative reasons.

Going concern
Under the Listing Rules we are required to review the Statement of Directors’ responsibilities, set out pn page 103, in relation to going concern. We
have nothing to report having performed our review.

Under1SAs (UK & Ireland) we are required to report to you if we have anything material to add or to draw attention to in relation to the Birectors’
statement about whether they considered it appropriate to adopt the going concern basis in preparing the financial statements, We have nothing
material to add or to draw attention to.

As noted in the Basis of preparalion, set out on page 47. Lthe Directors have concluded that it is appropriate to adopt the going concern basis in
preparing the financial statements. The going concern basis presumes that the Group has adequate resources to remain in operation, and that the
Dircctors intend it ko do o0, for at least one year from the date the financial statements were signed. As pant of our audit we have concluded that the
Dircctars' usc of the going concern basis is appropriate. However, becauce not all future events or conditions can ba predicted, these statements are
not a guarantee as to the Group's ability to continue as a going ¢oncern.
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Other required reporting
Consistency of ather information and compliance with applicable requirements

Companies Act 2006 reporting

In gur opinion, based on the work undertaken in the course of the audit:

» The information given in the Strategic report and the Directors’ report for the financial year for which the financial statements are prepared is
consistent with the financial statements

» The Strategic report and the Directors’ report have been preparad in accordance with applicable legal requirements

Uy addition, in light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we are required to
report if we have identified any material misstatements in the Strategic report and the Directors' repost. We have nothing to report in this respect.

{5SAs (UK & Ireland) reporting
Under I5As (UK & lreland} we are required to report to you if, in our apinion:

» Information in the Annual Report is: We have no
— Materially inconsistent with the informalion in the audited financial statements exceptions to report.
— Apparently materiatly incorrect based on, or materially inconsistent with, our knowledge of the Group acquired in
the course of performing our audit
— QOtherwise misleading
» The statemenl given by the Directors on page 47, in accordance with provision C.1.1 of the UK Corporate Governance We have no
Cude (e “Code”), that they consider the Annual Report taken as o whole to be fair, balanced and understandable and cxceptions to report.

provides the information necessary for members lo assess the Group’s position and performance, busingss model
and strategy is materially inconsistent with our knowledge of the Group acquired in the course of performing our audit

uoilewsoyul |e1IuRuL

We have no

» The section of the Annual Repont on pages 67 to 74, as required by provision C.3.8 of the Code, describing the work of /
exceptions to repon.

the Audit Committee does not appropriately address matters communicated by us to the Audit Committee

The Directois’ assessment of the prospects of the Group and of the principal risks that would threaten the solvency or liquidity of the
Group
Under ISAs (UK & lreland) we are required to report to you if we have anything material to add or to draw attention to in relation to:

» The Directors’ confirmation on page 36 of the Annual Report, in accordance with provision C.2.1 of the Code, that they We have nothing

have carried oul a robust assessment of the principal risks facing the Group, including those that would threaten its material to add or to
business model, future performance, solvency or liquidity draw attention to.
» The disclosures in the Annual Report that describe those risks and explain how they are being managed or mitigated We have nothing

malerial to add or to
draw attention to.

» The Directors’ explanation on pages 36 and 37 of the Annual Report, in accordance with provision C.2.2 of the Code, as We have nothing
to how they have assessed the prospects of the Group, over what period they have done so and why they consider that material to add orto
period to be appropriate, and their statement as to whether they have a reasonable expectation that the Group will be draw attention to.
able to continue in operation and meet its liabilities as they fall due over the period of their assessment, including any
related disclosures drawing attention to any necessary qualifications or assumptions

Under the Listing Rules we are required to review the Directors” statement that they have carried out a robust assessment of the principal risks facing
the Group and the Directors’ statement in relation to the longer-term viability of the Group. Our review was substantially less in scope than an audit
and only consisted of making inquiries and considering the Directors’ process supponting their statements; checking that the statements are in
alignment wilh the relevant provisions of the Code; and considering whether the statements arc consistent with the knowledge acguired by us in the
course of performing our audit. We have nothing to report having performed our review.

Adequacy of information and explanations received
Under the Companies Act 2006 we are required to report to you if, in our opinion, we have not received all the information and explanations we
require for our audit. We have no exceptions Lo report arising from this responsibility.

Directors' remuneration
Under the Companies Act 2006 we are required to report to you if, in our opinion, certain disclosures of Directors’ remuneration specified by law are

not made. We have no exceptions to report arising from this responsibility.

Corporate goverpance statement
Underthe Lisling Rules we are reyuined 1o ieview the part of the Corporate Governance Statement relating to 10 furthor provicions of the Code. We

have nothing (o report having performed our review.
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7. Independent auditors’ report to the members of Standard Life plc continved

Responsibilities for the financial statements and the audit

Our responsibilities and those of the Directors
As explained more fully in the Statement of Directors’ responsibilities set out on page 103, the Directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view.

Ourresponsibility is to audit and express an opinion on the financial statements in accordance with applicable law and 1SAs (UK & Iretand). Those
standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

This report, including the apinions, has been prepared for and only for the Company’'s members as a body in accordance with Chapter 3 of Part 16 of
the Companies Act 2006 and for no other purpose, We do net, in giving these opinions, accept or assume responsibility for any other purpose cr to
any other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

What an audit of financial statements invoives
An audit involves oblaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or error. This includes an assessment of:

» Whether the accounting policies are appropriate to the Group's circumstances and have been consistently applied and adequately disclosed
» The reasonableness of significant accounting estimates made by the Directors
» The overall presentation of the financial statements

We primarily focus ourwork in these areas by assessing the Directors' judgements against available evidence, forming our own judgements, and
evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing techniques, to the extent we consider necessary to provide a reasonable basis
forus to draw conclusions. We obtain audit evidence through testing the effectiveness of controls, substantive procedures or a combination of both,

In addition, we read all the financial and non-financial information in the Annual Report 1o identify material inconsistencies with the audited
financial statements and to identify any information that is apparently matevially incorrect based on, or materially inconsistent with, the knowledge
acquired by us in the course of performing the audil. If we become aware of any apparent material misstalements orinconsistencies we ¢consider the
implications for our report. With respect to the Strategic report and Directors’ report, we consider whether those reponts include the disclosures
required by applicable legal requirements.

Other matter
We have reported separately on the company financial statements of Standard Life plc for the year ended 31 December 2016 and on the information
in the Directors’ remuneration report that is described as having been audited.

DN

Stephanie Bruce (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Edinburgh

24 February 2017

a) The maintenance and integrity of the Standard Life plc website is the responsibility of the Directors; the work carried out by the auditors does
not involve consideration of these matters and, accordingly, the auditors accept no responsibility for any ¢changes that may have occurred to the
financial staterents since they were initially presented on the website,

b) Legislation in the United Kingdom governing the preparation and dissemination of financial statements may differ from legislation in other
jurisdictions.
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8. Group financial statements

Consolidated income statement
For the year ended 31 December 2016

2016 2015
Notes £m fm
Revenue
Gross earned premium 2,139 2,276
Premium ceded lo reinsurers (47) (48)
Net eamed premium 2,092 2,228
Investment retumn 4 15,376 5,460
Fee income 5 1,186 1,120
Qther income 75 84
Total revenue 18,729 8,892
Expenses
Claims and henefits paid 4,801 4,543
Claim recoveries from reinsurers (492) (514}
Net insurance benefits and claims 4,309 4,029
Change in reinsurance assets and Habilities 33 140 520
Change ininsurance and participating contract liabilities 33 2,115 (1,693)
Change in unallocated divisible surplus 33 53 (117)
Change in non-participating investment contract liabilities 34 8,768 3,363
Expenses under arrangements with reinsurers 6 509 42
Administrative expenses
Restructuring and corporate transaction expenses 10 62 88
QOther administrative expenses 7 1,494 1,54(_)__.
Total administrative expenses 1,556 1,628
Provision for annuity sates practices 40 175
Change in liability for third party interest in consolidated funds 32 296 531
Finance costs 82 83
Total expenses 18,003 8,386
Share of profit from associates and joint ventures 63 43
Profit before tax 789 349
Tax expense attributable to policyholders’ returns 11 302 134
Profit before tax expense attributable to equity holders’ profits 487 415
Total tax expense 11 370 211
Less: Tax attributable Lo policyholders’ returns (302} (134)
Tax expense attributabte to equity holders’ profits 11 68 77
Profit for the year from continuing operations 419 338
Profit for the year from discontinued operations 12 - 1,147
Profit for the year 419 1,485
Attributable to:
Equity holders of Standard Life plc
From continuing gperations 368 276
From discontinued operations - 1,147
Equity holders of Standard Life plc 368 1,423
Non-cantrolling interests 32 51 62
419 1,485
Earnings per share from continuing operations
Basic {pence pershare} 13 18.7 13.5
Diluted (pence per share) 13 186 13.4
Earnings per share
Basic (pence per share) 13 18.7 69.4
Diluted (pence per share) 13 18.6 69.1
The Notes on pages 120 to 219 are an integral par of these consolidated financial statements.
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8. Group financial statements continued

Consolidated statement of comprehensive income
For the year ended 31 December 2016

2016 2015
Notes £m fm
Profit for the year 419 1.485
Less: Profit for the year from discontinued operations 12 - (1.147)
Profit for the year from continuing operations 419 338
Items that will not be reclassified subsequently to profit or loss:
Remeasurement gains on defined benefit pension plans 37 162 167
Revalyation of owner occupied propery 20 5 4
Equily movements transferred to unallocated divisible surplus 31 (5} (4)
Equity holder tax effect relating to items that wili not be reclassified subsequently to profit or loss 11 2 -
Total items that will not be reclassified subsequently to profit or toss 164 167
Items that may be reclassified subsequently to profit or loss:
Fair value losses on ¢cash flow hedges - (1)
Net investment hedge . (1)
Fair value gains/(losses) on available-for-sale financial assets 17 (8
Exchange differences on translating foreign operations 173 ()]
Equity movements transferred to unallocated divisible surplus n (62} 1
Share of other comprehensive income/(expense} of associates and joint ventures 30 (10) 2
Equity holder tax effect relating to items that may be reclassified subsequently to profit or loss 1 {3) 2
Total items that may be reclassifled subsequently to profit or loss 115 {11)
Other comprehensive income for the year from continuing operations 279 156
Other comprehensive income for the year from discontinued operations - 187)
Total other comprehensive Income for the year 279 (31
Profit for the year from discontinued operations 12 - 1,147
Total comprehensive income for the year 698 1,454
Aftributable to:
Equity holders of Standard Life pl¢
From continuing operations 647 432
From discontinued operations 960
Non-controlling interests
From continuing operations 51 62
698 1,454

The Notes on pages 120 to 219 are an integral pari of these conselidated financial statements,
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Pro forma reconciliation of consolidated operating profit to profit for the year

For the year ended 31 December 2016

2015
Continuing Discantinued
2016 vperations operalions Total
Notes £m Em fm £m
Operating profit/(loss) before tax
Standard Life Investments 383 342 - 352
Pensions and Savings! 362 357 - 357
India and China? 36 27 (2 25
Other (58) {61) - {61)
Canada - 5 5
Operating profit before tax 2 723 665 3 668
Adjusted for the following items
Short-term fluctuations in investment return and economic
assumption changes 14 8 (63) 63 -
Restructuring and corporate transaction expenses 10 {67) (115) (10) (125)
tmpairment of intangible assets (19) v 2 (9)
Gain on sale of Canadian business 12 - - 1,102 1,102
Provision for annuity sales practices 40 (175) - . .
Other (21) (72) (31) (103}
Total nen-operating items 2 (274) (257) 1,122 865
Singapore included in discontinued operations segment? 2 - (42 42 -
Share of associates’ and joint ventures’ tax expense 2 (13) (13) - (13)
Profit attributable to non-controlling interests 2 51 62 62
Profit before tax expense attributable to equity holders’ profits 487 415 1,167 1,582
Tax (expense)/credit attributable to
Operating profit ? (127) (114) - (114)
Non-operating items 2 59 37 (20) 17
Singapore included in discontinued operations segment? 2 - . - -
Total tax expense attributahle to equity hotders’ profits (68) {77) (20) (97)
Profit for the year 419 338 1,147 1,485

' UK and Furope has heen renamed as Pensions and Savings,

# Singapore business, the closure of which was announcedin June 2015 was inchided as a discontinued operation for segmental reporting purposes under IFRS 8 a5 this is reflective of the
presentation of infozmation provided to the Chlef Qperating Dedisiun Maker. This was praviously inctuded in the Asla and Emerging Markets segmeny which has been renamed India and China.
Under IFRS 5, Singapora does not constitute a discontinued operation and was included under continuing operations in the tonsolidated Income statement. Therefore the pra forma reconcliation

above includes the reclassification of Singapore results between disconiinued and continuing operations.

The Group's key alternative performance measure is operating profit. Refer to Note 14 for further details.

The Notes on pages 120 to 219 are an integral part of these consolidated financial statements.
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8. Group financial statements continued

Consolidated statement of financial position

As at 31 December 2016
2016 2015

Notes £m fm
Assets
Intangible assets 16 572 566
Deferred acquisition costs 17 651 646
Investments in associates and joint ventures i8 7,948 5719
Investment property 19 9.929 9,991
Property, plant and equipment 20 89 21
Pension and other post-retirement benefit assets 37 1,093 897
Deferred tax assets 11 42 - 35
Reinsurance assets 33 5,386 5,515
Loans 21 295 811
Derivative financial assets ri 3,534 2,444
Equity securities and interests in pooled investment funds 21 83,307 71,679
Deht securities 21 67,933 66,657
Receivables and other financial assets 21 1,255 1,447
Current tax recoverable 11 166 168
QOther assets 25 94 89
Assets held for sale 26 263 327
Cash and cash equivalents 21 7,938 9,640
Total assets 190,495 176,722
Equity
Share capital 28 242 241
Shares held by trusts 29 (2) (6}
Share premium reserve a8 634 628
Retained eamings 30 2,855 2,162
Other reserves 31 618 977
Equity attributable to equity holders of Standard Life plc 4,347 4,002
Non-controlling interests 32 297 347
Total equity 4,644 4,349
Liabilities
Non-participating insurance contract liabilities 33 23,422 21,206
Non-participating investment contract liabilities 34 102,063 92,894
Participating contract liabilities 33 31,273 29,654
Deposits received from reinsurers 35 5,093 5,134
Third party interest in consolidated funds ‘ 32 16,835 17,196
Subordinated liabilities 35 1,319 1,318
Pension and other post-retirement benefit provisions 37 55 33
Deferred income 38 198 236
Deferred tax liabilities 11 259 205
Current tax liabilities 11 113 113
Derivative financial liabilities . 23 965 1,254
Other financial liabilities 35 3,916 2,900
Provisions 40 227 48
Other liabilities 40 113 99
Liabilities of operations held for sale 6 - 83
Total liabilities 185,851 172,373
Total equity and liabilities 190,495 176,722

| The Notes on pages 120 to 219 are an integral part of these consolidated financial statements.

The consolidated financial statements on pages 113 to 219 were approved by the Board and signed on its behalf by the following Directors:

At o

Sir Gerry Grimstone Luke Savage
Chairman Chief Financial Officer
24 February 2017 24 February 2017
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8. Group financial statements continued

Notes to the Group financial statements

1.  Group structure
(a) Composition
The following diagram is an extract of the Group structure at 31 December 2016 and gives an overview of the compasition of the Group.

Afulllist of the Company's subsidiaries is provided in Note 50.

(b) Acquisitions

(b)(iy Subsidiaries

On 31 Octuber 2016 Standard Life Savings Limited (SL5) purchascd the Clevate adviser platform (Elevate) through the purchase of the entire share
capital of AXA Portfolio Services Limited from AXA UK plc. The acquisition enhances the Group’s position as a leading platform provider for
picfessional advisers by bringing together award-winning platforms to create onc of the largest and fastest growing adviser platform businesses in
the UK.

Additivinally during the year, the Group's UK wide financial advice business, 1825, entered into sale and purchase agreements to purchase the
entire share capital of The Munro Partnership Ltd. (Munro), Baigrie Davies Holdings Limited (Baigrie Davies} and Jones Sheridan Holdings Limited
{lones Sheridan) with combined assets under advice of £1.5bn. The acquisitions of Munro, Baigrie Davies and Jones Sheridan completed on 1 July
2016, 1 August 2016, and 1 November 2016 respectively and are not material to the Group individually or in aggregate.

At the acquisition date the consideration, net assets acquired and resulting bargain purchase gain from the Elevate acquisition was as follows:

31 October 2016 T £m
Purchase consideration (all cash) 31
Fair value of pet assets acquired:

Customer-related intangible assets 6
Cash and cash equivalents i3
Gther assets é
Deferred tax liability (1)
Other liahilities (8)
Bargain purchase gain 5

Customer-related intangible asscts relate to the existing customer contracts in place at the acquisition date, The deferred tax liability of £1m relates
to the temporary diffcrence arising from the recognition of the customer related intangible assets and will be released as these intangible assets are
amontised orimpaired.

The bargain purchasc gain recognised as a result of the Elevate acquisition has arisen primarily due Lo the requirement to fund near term losses in
the acquired business. The gain is included in otherincome in the consolidated income statement.

The amount of revenue contributed to the Group's consolidated income statement for the year ended 31 December 2016 from the acquired Elevate
entity was £6m, with a reduction in profit after tax of £1m.

If the acquisition had occurred on 1 January 2016, the amount of revenue that would have been contributed to the Group for the year ended
31 December 2016 would have been £2Bm, increasing the Group's revenuce to £18,757m with a reduction in profit after tax of £9m reduting the
Group's profit from continuing operations to £410m.
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(a)iv) Foreign currency translation

The conselidated financial statements are presented in milliens pounds Sterling.

The statements of financial position of Group entities that have a different functional currency than the Group’s presentation curtency are
translated into the presentalion currency at the year end exchange rate and their income statements and cash flows are translated at average
exchange rates for the year. All rasulting exchange differences arising are recognised in other comprehensive income and the foreign currency
translation reserve in equity.

Foreign currency transactions are translated into the functional currency at the exchange rate prevailing at the date of the transaction. Gains and
losses arising from such transactions and from the translation at year end exchange rates of monetary assets and liabilities denominated in
foreign currencies are recognised in the relevant line in the consolidated income statement.

Translation differences on non-monetary items, such as equity securities held at fair value through profit or loss, are reported as part of the fair
value gain or loss within net investment retum in the consolidated income statement. Translation differences on financial assets and liabilities
held at amortised cost are included in the retevant line in the consolidated income statement.

The income statements and cash flows, and statements of financial position of Group entities that have a different functional currency from the

Group’s presentation currency have been translated using the fellowing principal exchange rates:

2016

Income statement and cash
flows (average rate)

2016

Statement of Financial
position (closing rate)

2015

Income statement and cash
flows (average rate)

2015

Statement of financial
position (¢losing rate)

Euro 1,229 1.171 1.375 1.357
US Dollar 1,356 1.236 1.528 1.474
Canadian Dollar 1.800 1.657 1.956 2.047
Indian Rupee 91.058 83.864 98.116 97.504
Chinese Renminbi 8.999 8.587 9.599 9.571

Hong Kong Dollar 14.521 9.580 11.844

11.423

{b) Basis of consolidation

The Group's financial statements consolidate the financial statements of the Company and its subsidiary undertakings.

Subsidiaries are all entities (intluding investment vehicles) over which the Group has control, Control arises when the Group is exposed, or has
rights, to variable returns from its involvement with the entity and has the ability to affect those returns through its power over the entity. For
operating entities this generally accompanies a shareholding of 50% or more in the entity. For investment vehicles, including structured entities,
the control assessment also considers the removal rights of other investors and whether the Group acts as principal oragent in assessing the
link between power and variable returns. In determining whether the Group acts as principal, and therefore controls the entity, the scope of the
Group's decision malking outhority and the magnitude of the variability associated with the returns are also taken into account, As a result, the
Group often is considered to control investment vehicles in which its shareholding is less than 50%,

Where the Group is considered to control an investment vehicle, such 3s an open-ended investment company, a unit trust or a limited
partnership, and it is therefore consolidated, the interests of parties other than the Group are assessed to determine whether they should be
classified as liabilities or as non-controtling interests. The liabilities are recognised in the third party interest in consolidated funds line in the
consolidated statement of financial position and any movements are recognised in the consolidated income statement, The financial liability is
designated at fair value through profit or loss (FVTPL) as it is implicitly managed on a fair value basis as its value is directly linked to the market
value of the underlying portfolio of assets. The interests of parties other than the Group in all other types of entities are recorded as non-
controlling interests.

All intra-group transactions, balances, income and expenses are eliminated in full,

The Group uses the acquisition method to account for acquisitions of businesses. At the acquisition date the assets and liabilities of the
business acquired are identified and initially measured at fair value on the consolidated statement of financial position.

When the Group acquires or disposes of a subsidiary, the profits and losses of the subsidiary are included from the date on which control was
transferred to the Group until the date on which it ceases, with consistent accounting policies applied across all entities throughout.
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8. Group financial statements continved

(a)(iii) Critical accounting estimates and judgements in applying zccounting policies

The preparation of financial statements requires management to exercise judgements in applying the accounting policies and make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses arising during the year. Judgements and sources of estimation uncentainty are continually evaluated and based on historical
experience and other factors, including expectations of future events, that are believed to be reasanable under the circumstances. The areas where
judgements, estimates and assumptions have the most significant effect on the amounts recognised in the consolidated financiat statements are as
follows:

Financlal statement area Critical judgements in applying accouating policies Related note
Classification of insurance, reinsuranceand  Assessment of the significance of insurance risk transfemred, and treatment  Note 33
investment contracts of contracts which have insurance, non-participating investment and

participating investment elements

Defined benefit pension plans Assessment of whether the Group has anunconditional right to a refund of  Note 37
the surplus
Treatment of tax relating to the surplus

Consolidation assessment for structured Assessment of control Basis of

enlities Assessment of significant influence consolidation and
Note 18

Contingent liabilities Assessment of whether the Group has a contingent liability in relation to Note 45

conduct matters

Financial statement area Critical accounting estimates and assumptions Related note
Participating contracts, Determination of the valuation interest rates Note 33
non-participating insurance contracts and Determination of longevily and mortality assumplions
reinsurance contracts Determination of expense assumptions
Financial instruments at fair value through Determination of the fair value of private equity investments, debt securities Notes 21 and 43
profit or loss categorised as level 3 in the fair value hierarchy and over-the-counter
derivatives
Investment property Determination of the fair value of investment propeity Notes 19 and 43
Defined benefit pension plans Determination of UK pension plan assumptions for mortality, discount rate  Note 37
and inflation
Intangible assets Identification and valuation of intangible assets arising from business Note 16
combinations

Determination of useful lives

Determination of amounts to be recognised as internally developed software
Determination of the recoverable amount in relation to impairment
assessments

Provisions Measurement of provision for annuity sales practices Note 40

Further detail on critical accounting estimates and assumptions is provided in the relevant note.
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instrument is designated as a hedging instrument in a cash flow hedge. IFRS 9 also introduces a new impairment model, an expected credit loss
model which will replace the current incumed loss model in IAS 39. An impairment loss may now be recognised prior to a loss event occurring.
Accounting for inancial liabilities remains the same as under 1AS 39 except that for financial liabilities designated as at FVTPL, changes in the fair
value due to changes in the liability's credit risk are recognised in OCI.

Additionally IFRS 9 amends the current requirements for assessing hedge effectiveness in IAS 39 and also amends what qualifies as a hedged item
and some of the reslrictions on what qualifies as a hedging instrument. The accounting and presentation requirements for designated hedging
relationships remain largely unchanged.

As well as presentation and measurement changes, IFRS 9 also introduces additional disclosure requirements.

In September 2016 the IASB issued amendments to IFRS 4 Applying IFRS 9 Financial Instruments with IFRS 4, Insurance Conlracts. The amendments
address the consequences of the different effective dates of IFRS ¢ and the new insurance contracts standard, IFRS 17, expected to be issued in
2017. Insurers are permitted to deferimplementation of IFRS 9 until periods beginning on or after 1 January 2021 if they satisfy criteria regarding the
predominance of their insurance activities, or to apply an overlay approach to remove incremental volatility from the income statement.
Management has determined that the Group is cligible to defer the implementation of IFRS 9 and intends to defer. The amendments have not yet
heen endorsed by the EU.

The impact of the implementation of IFRS 9 will be dependent on the implementation of the new insurance contracts standard.

IFRS 16 Leases(effective for annual periods beginning on or after 1 January 2019 with earlier adoption permitted if IFRS 15 has also been applied)
The IASB issued IFRS 16 Leaseson 13 January 2016 with 2 mandatory effective date of 1 January 2019. The new standard replaces IAS 17 [eases
and introduces a new single accounting approach forlessees for all leases (with limited exceptions). As a result there is no longer a distinction
between aperating leases and finance leases, and lessees will recognise a liability to make lease payments and an assct representing the right to
use the underlying assel during the tease term. The accounting for leases by lessors remains largely unchanged.

The Group leases property for use as office spaece which is currently classified as operating leases, As a result of the new standard the property
leased by the Group will be brought onto the statement of financial pasition. The right of use asset will be measured al the aniwul of the lease
liability, adjusted for items such as lease prepayments and lease incentives received. The lease liability will be measured using the inlerest rate
implicit in the lease. The right of use asset will be depreciated over the life of the lease and the interest expense on the lease liability will be
recognised scparately. The standard has not yet been endorsed by the CU. The Group will commence its fullimpact assessment of the standard
during 2017.

Other
There are no other new standards, interpretations and amendments to existing standards that have been published thatare expected to have a
significant impact on the consclidated financial statements of the Group.
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8. Group financial statements continued

Presentation of consolidated financial statements

The Group's significant accounting policies are included at the beginning of the relevant notes to the consolidated financial statements. This
section sets out the basis of preparation, a summary of the Group's critical accounting estimates and judgements in applying accounting
policies, and other significant accounting policies which have been applied to the financial statements as a whole.

{a} Basis of preparation

These consolidated financial statements have been prepared in accordance with International Financial Reporting Standards {IFRS) issued by the
International Accounting Standards Board (IASB) as endorsed by the European Union (EU), with interpretations issued by the IFRS Interpretations
Committee (IFRICS), and with thase parts of the Companies Act 2006 applicable to companies reporting under {FRS. The consolidated financial
statements have been prepared on a going concern basis and under the historical cost convention, as madified by the revaluation of investment
property, owner occupied propenty, available-for-sale financial assets, and financial assets and financial liabilities (including derivative instruments)
at fair value through profit or loss (FVTPL).

The principal accounting policies set out in these consolidated financial statements have been censistently applied to all financial reporling periods
presented.

(a}(i) New interpretations and amendments to existing standards that have been adopted by the Group
The Group has adopted the following new interpretations and amendments to existing standards which have been endorsed by the EU.

nterpretation or amendment Effective Date? Detail
lAmendments to IFRS 11 foint Arrangements: Accounting for  [1 January 2016 [The amendment requires the application of business
IAcquisitions of Interests in Joint Operations combination accounting for the acquisition of an interest in

Ja joint operation which constitutes a business.

iAmendments to IAS 1 Presentation of Financial Statements. |1 lanuary 2016 ese amendments clarify guidance in IAS 1 on materiality
Disclosure Initiative nd aggregation, the presentation of subtotals, the
tructure of financial statements and the disclosure of
ccounting policies.

Amendments to 1AS 16 Property, Plant and Equipmentand I1AS (1 January 2016 [The amendment clarifies when a method of depreciation or
38 /ntangible Assets: Clacdfication of Acceptable Methods of lamortisation based on revenue may be appropriate.
Depreciation and Amortisation

lAnnual improvements 2012 — 2014 cycte 1 January 2016 This annual improvements cycle makes five minor
amendments to existing standards.

v For annual periods beginning on or akter.

The Group's accounting policies have been updated to reflect these. The implementation of the above interpretations and amendments to existing
standards has had no significant impact on the Group’s financial slatements.

(a)(ii) Standards, interpretations and amendments to existing standards that are not yet effective and have not been early adopted by the Group
Certain new standards, interpretations and amendments to existing standards have heen published that are mandatory for the Group's annyat
accounting periods beginning after 1 January 2016. The Group has not early adopted the standards, amendments and interpretations described
below:

IFRS 15 Revenue from Contracts with Customers(effective for annual periods beginning on or after 1 Japuary 2018)

IFRS 15 will replace IAS 18 Revenue and related interpretations. IFRS 15 provides a new live-step revenue recognition model for determining
recognition and measurement of revenue from contracts with customers, New disclosure requirements including estimate and judgement
thresholds will also be introduced.

The Group's revenue generated from the following contracts is exempt from this standard:

» Lease contracts within the scope of 1AS 17 Leases
» Insurance contracis within scope of IFRS § Insurance Coniracts

» Financial instruments within the scope of 1AS 39 Financial instruments: Recognition and Measurement, \FRS 9 Fnancial instruments, \IFRS 10
Consolidated financial Statemenis and [FRS 11 Joint Arrangements

» Investments in associates and joint ventures within scope of 1AS 28 /nvestments in Associates and foint Ventures

In 2015 the 1ASB issued amendments to the standard and delayed the mandatory adoption date until 1 January 2018. In April 2016, the IASB issued
further clarifications to IFRS 15 which have nol yet been endorsed by the EU. The Group does not intend to early adopt the standard.

A detailed impact assessment was continued in 2016, revicwing contracts and analysing the revenue recognised by the Group. This work has been
completed for all major revenue streams and no significant impacts to profit or net assets have been identified.

IFRS 9 Fluancial Instruments (effective for annual periods beginning on or after 1 January 2018 with option to defer for certain insurance entities)
IFRS 9 will repluce 1AS 39 Fnancial Instiuments: Recognition and Measurement, ITRS 9 allows two measurement categories lor financial asscis in the
statement of financial position. amortised cost and fair value, All cquity instruments and derivative instruments are measured at fair value. A debt
instrument is measured al amortised cost only if it is held to colleet contractual cash flows and the cash flows represent principal and interest,
otherwise il is classified at fair valuc through other comprehensive income (FVOCI) or fair value through profit or loss (FVTPL) depending on the
business miwdel itis held within or whether the option to adopt FVTPL has been applied. Changes in value of all equity instruments and derivative
institinents are récognised in profit or loss unless an OCI presentation election ic made at initial recognition for an equity instrument or a dorivative
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Consolidated statement of cash flows
For the year ended 31 December 2016

2016 2015
Notes Em Em

Cash flows from operating activities
Profit before tax from continuing operations 789 549
Profit before tax from discontinued operations 12 - 1,167

789 1,716
Change in operating assets 44 (12,995} (6,607)
Change in operating liabilities 44 12,926 4,042
Adjustment for non-cash movements in investment income 174 (20)
Change in unallocated divisible surplus 33 53 (117)
Other non-cash and non-operating items 44 122 {1,017
Taxation paid (333) (261}
Net cash flows from operating activities 736 (2,264}
Cash flows from investing activities
Purchase of property, plant and equipment (10} (8)
Proceeds from sale of property, plant and equipment 22 98
Acquisition of subsidiarics and unincorporated businesses net of cash acquired (5 (6)
Disposal of subsidiaries net of cash disposed of 44 . 1,600
Proceeds from settlement of hedging derivatives contracts - 100
Acquisition of investments in associates and joint ventures 1 (179) )]
Purchase of intangible assets not acquired through business combinations (61) (61)
Net cash flows from investing activities (233) 1,714
Cash flows from financing activities
Repayment of other borrowings (2) (3
Repayment of subordinated liabilities - (282)
Capital flows (to) /from third party interestin consolidated funds and non-controlling interosts {1,845) 1,575
Distributions paid to third party interest in consolidated funds and non-controlling interests {109) (110}
Shares acquired by trusts 3) )
Proceeds from issue of shares 6 .
Interest paid (83) (89)
Return of cash to shareholders under ‘B/C’ share scheme 15 - (1,749)
Ordinary dividends paid 15 (370) (343)
Net cash Aows from financing activities (2,6406) (1,010)
Net decrease in cash and cash equivalents (1,903) (1,560)
Cash and cash equivalents at the beginning of the year 9,591 11,243
Effects of exchange rate changes on cash and cash equivalents 212 (92)
Cash and cash equivalents at the end of the year 27 7,900 9,591
Supplemental disclosures on cash flows from operating actlvities
Interest paid 3 7
Interest received 1,929 1,979
Dividends received 2,023 1,923
Rental income received on investment property 564 490

The Notes on pages 120 1o 219 are an integral part of these consolidated financial statements.
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8. Group financial statements continved

Total equity

Shares Share attributable to Non-
Share held by premlum Retalned Other  equity holders of controlling Total

capital trusts  reserve earnings feserves Standard Life plc interests equity
2015 Notes £m £m £m £m £m £m £m £m
1 January 239 1 1,115 1,816 1,501 4,672 278 4,950
Profit for the year from continuing operations 276 276 62 a3s
Profit for the year from discontinued
operations 12 . - 1,147 - 1,147 1,147
Other comprehensive income for the year
from continuing operations - - - 169 (13) 156 156
Other comprehensive income/(expense) for
the year from discontinued operations - {14) {173) (187) (187)
Total comprehensive income for the year - - - 1,578 (186) 1,392 62 1,454
Dividends paid on ordinary shares 15 (343) - (343) (343)
Issue of share capital 28 2 1 . - 3 3
Issue of ‘B” shares 28 488 - {488) - - -
Issue of “‘C’ shares 28 - - - - - -
Redemption of ‘B’ shares 28 (488) - - (488) 488 (488) {488)
Dividends paid on 'C’ shares 28 {1,261) (1,261) (1,261)
Purchase of 'C’ shares 28 - - .
Dividends due on unclaimed shares not held
in the Unclaimed Asset Trust (@) . #))] - (2)
Reserves credit for employee share-hased
payment schemes 3 34 34 34
Transfer to retained earnings for vested
employee share-based payment schemes 30,31 32 (32} -
Transfer between reserves on disposal of
subsidiaries - 827 (827) . -
Shares acquired by employee trusts (9) . )] {9)
Shares distributed or sold by employee and
other trusts 30 - 2 (2)
Other movements in non-controlling interests
in the year 7 7
Aggregate tax effect of items recognised
directly in equity 11 5 (1) & 4
31 December 241 6) 628 2,162 977 4,002 347 4,349

The Notes on pages 12010 219 are an integral part of these consolidated financial statements,
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Consolidated statement of changes in equity

For the year ended 31 December 2016

Total equity

Shares Share attributable ta Non.
Share hetdby premium Retained Other equity holders of controlling  Total

capital trusts  reserve earnings reserves Standard Life ple Interests  equity
2016 Notes £m £m £m £m £m £m £m fm
1 January 241 (6) 628 2,162 977 4,002 347 4,349
Profit for the year 368 . 368 51 419
Other comprehensive income for the year 154 125 279 279
Total comprehensive income for the year 30,31 . 522 125 647 51 698
Dividends paid on ordinary shares 15 (370) (370} - (370)
Issue of share capital 28 1 6 - 7 - 7
Reserves credil for employee share-based
payment schemes 31 30 30 30
Transfer (o retained earnings for vested
employee share-hased payment schemes 30,31 - . - 23 (23) - -
Shares acquired by employee trusts - (3) - - 3 3
Shares distributed by employee and other
trusts 30 - 7 4] -
Expiry of unclaimed assel trust ¢laim period 30 - - 41 - 41 )|
Cancellation of capital redemption reserve 28 . 488 {a88) .
Other movements in non-controlling
interests in the period - - - (101) (101)
Aggregate tax effect of items recognised
directly in equity 11 . - (4) 3 (N (7)
31 December 242 2 634 2,855 618 4,347 297 4,644
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(b}(ii) Associates

In August 2uls, the Group enmered Inw a sale and purchase agreentent W puichase an addilivnal 9% of the issued share capital of HDFC Standard
Life Insurance Company Limited, an associate of the Group. The transaction completed in April 2016, after satisfactory regulatory approvals were
obtained, for a consideration of Rs 1,706 crore (£179m), increasing the Group’s interest to 35%.

{) Prior year disposal

On 3 Seplember 2014 the Group announced its intention to sell its Canadian business to The Manufacturers Life Insurance Company (MLC), a
subsidiary of Manulife Financial Corporatien (Manulife). The sale of the Group's Canadian long-term savings and retirement, individual and group
insurance business (Standard Life Financial Inc.) and Canadian investment management business (Gtandard Life Investments inc.) completed on
30January 2015. The assets and liabilitics of the Canadian branch of Standard Life Assurance Limited (SLAL Canada branch) were transferred on
31 Deeemboer 2015 fatlowing the fulfilment of certain conditions to completion, including regulatory approval. Until disposat the operations of the
Canadion business were classified as discontinued and the assets and liabilities were classified as held for sale. The consideration, which wag

received on 30 January 2015, was CA%4.0bn {£2.1bn) and a further £0.1bn was received from the settlement of related hedging derivative contracts.

The Group recogiised a gain on disposal in respect of the sale which is included in profit from discontinued operations in the consolidated income
statement for the year ended 31 December 2015.

2. Segmental analysis

The Group's reportable segments have been identified in accordance with the way in which the Group is structured and managed. IFRS 8
Operating Segitents rediiires thal the jnfonnation presented in the financial statements is based on information provided to the ‘Chief Operating
Decision Maker'. The Chief Operating Decision Maker for the Group is the strategic executive commiltee.

(a) Basis of segmentation
The Group's reportable segments are as follows:

Continuing operations:

Standard Life Investments

Slandard Lifc Investments provides a range of investment products for individuals and institutional customers through a number of different
investment veliidles. Investuient nianagement seivices are also provided by Standard Life Investments to the Group's other repartable segments.
This segment includes the Group’s share of the results of HOFC Asset Management Company Limited.

Pensions and Savings (formerly UK and Europe)
Pensions and Savings provide a broad range of long-term savings and investment products to individual and corporate customers in the UK,
Germany, Austria and Ireland.

India and China
The businesses included in India and China offer a range of insuran¢e and savings products and cemprise our life insurance associate in India, our
life insurance joint venture in China, and whotly owned operations in Hong Kang.

Other
This primarily includes the corporate centre and related activities.,

Discontinued operations:

Canada
The operations in Canada provided long term savings, invesiment and insurance solutions to individuals, and group benefit and retirement plan
members. The Canadian business was sold on 30 January 2015.

Singapore

The business in Singapore provided a range of savings and insurance products. The closure of this business was announced in June 2015. This
business was previousty included in the Asia and Emerging Markets segment (now renamed India and China). The results of this businecs wore
included as discontinued operations for segmental reporting purposes as this was reficetive of the presentation of information provided to the Chief
Operating Decision Makcr. Under IFRS 5 Singapore did net constitute a discontinued operation and was included under continuing operations in
the consolidated income statement. Therefore the scgmental analysis disclosures for the year ended 31 December 2015 include the reclassification
of Singapore results between discontinued and continuing operations.
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8. Croup financial statements continued

{b} Reportable segments - Group operating profit and revenue information

(b))  Analysis of Group operating profit by segment

Operating profit is the key altemative performance measure utilised by the Group's management in their evaluation of segmental performance and
is therefore also presented by reportable segment.

Standard Life Penslons and Indla and
Investments Savings China Other Eliminations Total

31 December 2016 Motes £m £m £m £m £m £m
Fee based revenue 885 861 17 (112} 1,651
Spread/risk margin 134 . 134
Total operating income 885 995 17 - (112) 1,785
Total operating expenses (537 (655) (22 (57) 112 (1.159)
Capital management - 22 . n - 21
Share of associates’ and joint ventures' profit
before tax 35 41 - - 76
Operating profit/(loss) before tax 383 352 35 58} - 723
Tax on operating profit 72 8} 16 (127)
Share of associates’ and joint ventures' tax
expense 11 11 2 - (13)
Operating profit/{loss) after tax 300 291 34 (42) - 583
Adjusted forthe following items

Short-tarm fluctuations in investment return

and economic assumption changes 14 3 13 (8) 8

Restructuring and corporate transaction

expenses 10 (23} (38) (3) (3} {67)

Impairment of intangible assets (%) (10) (19)

Provision for annuity sales practices 40 . (179) - (175)

Other 21 3 (3) (21)
Total non-operating ltems (50) (207) (3} (14) - {274)
Tax on non-operating items 9 46 4 59
Profit/{loss) for the year attributable to equity
holders of Standard Life plc 259 130 31 (52) - 368
Profit attributable to non-controlling interests 51
Profit for the year 419

v Share of associates' ond Joint ventures” profit before tax comprises the Group's shase of results of HDFC Standard Life Insurance Company | imited, Heng An Standad 1ife Insurance Company

Limited and HDFC Asset Management Company Limited.

Each operating segment reports total operating income as its measure of revenue in its analysis of operating profit, Fee based revenue consists of
income generated primarily from asset management charges, premium based charges and transactional charges. Spread/risk margin reflects the

margin earned on spread/risk business and includes net eamed premiums, claims and benefits paid, net investment return using long-term

assumptions and actuarial reserving changes.

The Group has a widely diversified customer base and is therefore not reliant on any individual customers.
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Standard Life Pensions and India and

Total

continving Discontinued

Investments Savings China Other Eliminations operations  operations’ Total

31 December 2015 Noltes £m £m £m £m £m £m £m £m
Fee based revenue 843 808 38 - (110} 1,579 21 1,600
Spread/risk margin . 145 - - 145 9 154
Total operating income B43 953 38 - {110) 1,724 30 1,754
Total operating expenses (532) (610 (36} (56) 110 (1,124) (29) (1,153)
Capital management - 14 : (5) - & 2 11
Share of associates’ and joint ventures’
profit before tax? 31 - 25 . - 56 56
Operating profit/(loss) before tax 342 357 27 (61) - 665 3 668
Tax on operating profit {64} (54) 4 . (114) {114)
Share of associates’ and joint ventures’
tax expense 1 (11) (2) - {13) (13)
Operating profit/(loss) after tax 267 303 25 (57) - 538 3 541
Adjusted for the following items

Short-term fluctuations in investment

return and economic assumption

changes 14 (54) (9) (63} 63 -

Restructuring and corporate

transaction expenses 10 (23) (75 (17) - {115) (10 (325)

Impairment of intangible assets (s) )] . - ) (2 ()]

Gain on sale of Canadian business - . - - - 1,102 1,102

Other (2%) - (47) - . (72) (31) {103)
Totat non-operating items {53} (131} (47) {26} - (257 1,122 855
Tax on non-operating items 11 16 5 5 37 (20) 17
Singapore included in discontinued
operations segment! . {42) %2 42 -
Profit/(loss) for the year attributable to
equity holders of Standard Life plc 225 188 (59) (78) - 276 1,147 1,423
Profit attributable to non-controlling
interests 62 &2
Profit for the year 338 1,147 1,485

! UnderIFRS 5, Singapore did not canstituie a discontinued operation and was Inctuded under continuing aperatloas in the conselidated income siatement. Therefore the analysis of Group

operating profiy by segment above includes the seclassification of Singapore results between discontinued and continuing operations.

1 Shate of associates’ and joint ventures' profit before tax comprises the Group's share of resuits of HDFC Standard Life Insurance Company Limited, Heng An Standard Life Insurance Company

Limited and HDFC Asset Management Company Limited,
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8. CGroup financial statements continued

(b)(ii) Totalincome and expenses
The following table provides a reconciliation of total eperating income and total operating expenses from coatinuing operations, as presented in the
analysis of Group operating profit by segment, to total revenue and total expenses respectively, as presented in the consolidated income statement:

2016 2015
Income Expenses Incame Expenses
£m £m fm fm

Total operating Income or operating expenses from continuing operations as
presented in the analysis of Group operating profit by segment 1,785 {1,159) 1,724 (1,124)
Net insurance benefits and claims 4,309 {4,309) 4,029 (4,029)
Change In feinsurance assets and liabilities 140 {140) 520 (520)
Change in insurance and participating contract liabilities 2,115 (2,115) (1,693) 1,693
Change in upallocated divisible surplus 53 (53) (117) 117
Change in non-participating investment contract liabilities 8,768 (8,768) 3,363 (3,363)
Expenses under arrangements with reinsurers 509 (509) 42 {42)
Change in liability for third party interest in consolidated funds 296 (296) 531 (531)
Other presentation differences 380 (380) 305 (305)
Tax movement attributable to policyholder returns 302 - 134 .
Non-eperating items - {274) (23) {234)
Non-controlling interests and capital management 72 - 71 .
Singapore included in discontinued operations segment? - - [ {48)
Total revenue or expenses from continuing operations as presented on the
consolidated Income statement 18,729 (18,003) 8,892 (8,386)

' Under IFRS 5, Singapore did noi constitute a disconiinued operation and was Included undes continiing operations in the conselidated inconte statement. Therefore the reconciliation includes
the reclassification of Singapoze sesults between discantinued and ¢ontinuing operations.

This recenciliation includes a number of reconciling items which arise.due to presentation differences between IFRS reporting requirements and the
determination of operating income and expenses. Operating income and expenses exclude items which have an equal and opposite effect on IFRS
revenue and IFRS expenses in the consolidated income statement, such as investment returns which are for the account of policyholders. Other
presentation differences in the above reconciliation generally relates to items in¢luded in administrative expenses which are borne by policyholders,
for example investment propeny management expenses, or are directly related to fee income.

{c) Total revenue by geographical location
Total revenue from continuing operations as presented in the consolidated income statement split by geographical location in which it was earned is
as follows:

2016 2015

£m £m

UK 16,822 6,628
Rest of the world 1,907 2,264
Total 18,729 8,892

The revenue of the operating businesses is allocated based on customer location. The return on investment funds is allocated based onwhere funds
are registered.

{d) Non-current non-financial assets by geagraphical location

2016 2015

f£m fm

UK 9,887 9,954
Rest of the world 703 694
Total 10,590 10,648

Non-current non-financial assets for this purpose consist of investment property, property, plant and equipment and intangible assets (excluding
deferred acquisition costs).
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3.  Business written in the Group’s insurance entities
(a) How the business is held in the Group's insurance entities

The Group's insurance and investment contracts are held by the regulated entities within each reportable segment. Each regulated entity operates
various funds and how the business is held within these funds is outlined below by reportable segment.

(a)(i) Pensions and Savings

Standard Life Assurance Limited

The main entity in the Pensions and Savings reportable segment that issues insurance and investment contracts is Standard Life Assurance Limited
{SLAL). SLAL operates a fund structure which was established on the demutualisation of The Standard Life Assurance Company on 10 July 2006,
under which its recognised assets and liabilities are allocated to ane of the following funds:

» Shareholder Fund (SHF)

» Proprietary Business Fund (PBF) - includes UK, Germany and Ireland branches
» Heritage With Profits Fund {HWPF) - includes UK, Germany and ireland branches
» German With Profits Fund (GWPF}

» German Smoothed Managed With Profits Fund (GSMWPF)

» UK Smoothed Managed With Profits Fund (UKSMWPF)

SLAL - Insurance and investment contracts issued since demutualisation

The liabilities and associated supporting assets for contracts issued since demutualisation are held in the PBF except for the element of any contract
wlieie the customier has chosen to invest in a with profits (i.c. participating) fund. The assets and associated liabilities, including liabilities for
financial guarantees, for such with profits investment elements are held in the GWPF, GSMWPF or UKSMWPF. The PBF is sub-divided into internal
linked funds (unit linked funds} and a non-unit {inked fund. Where a customer invests on a unit linked basis, the assets and corresponding liabilities
fur such unit linked inve stnient elenients are hetd in the unit linked funds. Asset management charges are transferred from the unit linked funds to
the non-unit linked sub-fund of the PBF as they arise. Any liabilities for insurance features or financial guarantees contained within a contract that
has a unit linked investirent élement are held in the non-unit linked sub-fund of the PBI. Any liabilitics for insurance features contained within 2
conlract that has a with paofits element are held in the non-unit linked sub fund of the PBF. Deferred income and deferred acquisition costs arising
on contracts that have a unit linked investment element or a with profits investment element are held in the nen-unit tinked sub-fund of the PBF.

SLAL - Insurance and investment contracts issued before demutualisation

The liabilities and associated supporting assets for contracts, both participating and non-participating, issued prior to demutualisation are mostly
held in the HWPF except for (i) the assets and corresponding liabilities for unit linked investment elements of such contracts, and (ji) the supporting
assets and associated liabilities for longevity risk and investment risk on certain annuity contracts. The assets and associated liabilities for these
two contract components are held in the PBF. Asset management charges arising on unit linked investment elements are transferred from the PBF to
HWPF as they arise. Any liabilities for insurance features or financial guarantees contained within a contract that has a unit linked investment
element or a with profits investment element are held in thc HWDPF. Deferred income and deferred acquisition costs arising on contracts that have a
unit linked investment element or a with profits investment element are also held in the HWPF.

Under the Scheme of Demutualisation {the Scheme) the residual estate of the HWPF exists to meet amounts which may be charged to the HWPF
under the Scheane, Muweve, W the extent that the board of SLAL i3 3atisficd that there s an extess residual estate, it shall be distributed over time
as an enhancement to final bonuses payable on the remaining eligible policies invested in the HWPF, The Scheme provides that certain defined cash
flows (recourse cash flows (RCM) arising in the 1IWPT on specified blocks of UK and Irish business, both panticipating and non participating, may be
transferred out of that fund when they emerge, being transferred to the SHF, and thus accrue to the ultimate benefit of equity holders of the
Company. The Scheme also provides for additional expenses to be charged by the PBF to the HWPF in respect of Germany branch business. Under
these mechanisms, profils, un an RCT basis, oo non-participating business excluding investment spread profits on annuities and profits, on an RCF
basis or German additional expenses basis, on unitised with profits contracts, are transferred to the SHF. All investment return on HWPF investments
is retained in the HWPF for the ultimate benefit of participating policyholders. Under the Scheme, transfers to the SHF are subject to certain
constraints in order to protect policyholders.

Standard Life International Designated Activity Company (formerly Standard Life International Limited)

The Pensions and Savings repanable segment also contains the International Bond issued by Standard Life International Designated Activity
Company (5L Int]) (formerly Standard Life International Limited) to UK residents. 5L Intl operates using a shareholder fund and a long-term business
fund which is sub-divided into unit linked funds and a non-unit linked fund. Where a customer invests on a unit linked basis, the assets and
associated liabilities for such unit linked investment elements are held in the unit linked funds. Any liabilities for insurance features contained
within a contract that has a unit linked investment element are held in the non-unit linked fund. Deferred income and deferred acquisition costs
arising on contracts that have a unit linked investment element are held in the non-unit linked fund.

(a}{ii) Indiaand China

The entity in the India and China reportable segment that issues insurance and investment contracts, other than associates and joint ventures, is
Standard Life {Asia) Limited (SLA) which is a Hong Kong entity. SLA operates using a shareholder fund and a long-term business fund which is sub-
divided into unit linked funds and a non-unit linked fund. Where a customer invests on a unit linked basis, the assets and associated liabilities for
such unit linked investinent elements are held in the unit linked funds. Any liabilities for insurance features contained within a contract that has a
unit linked investment element are held in the non-unit linked fund.
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8. Group financial statements continued

(b} Insurance, investment and reinsurance contract terms including guarantees and options

Details of the significant types of insurance and investment contracts issued by the Group, the nature of any guarantees and oplions provided under
these contracts and details of significant reinsurance contracts are given below, The accounting palicy for the classification of contrarts is set out in
Note 33.

(b)(i) Pensions and Savings — Insurance and investment contracts [ssued since demutuaiisation

UK annuity-in-payment contracts {spread/risk business)

This class of business consists of single premium contracts that provide guaranteed annuity payments. The payments depend on the survival of a
life or lives with or without a guaranteed period and may reduce on a specified death or increase each year at a predefined rate or based on the
movement in UK RPL. These contracts are classified as non-participating insurance contracts.

The total liability at 31 December 2016 for RPI linked annuities in payment (including any guaranteed minirmum rate of escalation) is £445m (2015:
£373m) and this represents approximately 10% {2015: 9%} of the total liability for UK annuity in payment ¢ontracts held within the PBF. There is a
subset of annuities where the RPI linked annuity payment cannot fall or is guaranteed to increase at a minimum rate; the majority of such annuities
are those whose payment cannal fall. If the market moves in line with the adverse scenarios as shown in the market risk sensitivity analysis in Note
41(b}, then the impact on shareholder equity from these RPI linked annuities and corresponding assets is nol significant,

Forthose annuities in payment which increase at a predefined rate, the total liability at 31 December 2016 is £432m (2015: £348m) and this
represents approximately 10% (2015: 9%} of the total liability for UK annuity in payment contracts held in the PBF. If the market moves in line with
the adverse market conditions as shown in the market risk sensitivity analyzis, the impact on shareholder squity from those annuities with a
predefined rate of increase and the corresponding assets is not significant.

UK and Ireland unit linked pension contracts (fee business)

This ¢lass of business comprises single or regular premium contracts under which a percentage of the premium is used to allocate unitsin one or
more unit linked funds. These centracts do not provide significant death benefits in excess of the accumulated value of investment fund. They are
classified as non-participating investment contracts.,

The major unit linked pension contracts include UK Active Money Self invested Personal Pensions (SIPP), UK Active Money Personal Pensions, UK
Stakehalder, trish Synergy Personal Pensions, UK Group SIPPs, UK Group Flexible Retirement Pians, UK Group Stakeholder and Trustee Investment
Plans, These contracts do not contain a with profits investment option except for UK Group Stakehetder and UK Stakeholder, underwhich custamers
may invest in the UKSMWPF.

The costs of contracts invested in unit linked funds are recovered by deduction of an asset management charge from the unit linked funds. Under
Stakeholder contracts, this asset management charge has a specified maximum limit. There are no other guarantees on these contracts with the
exception that the unit prices of certain cash funds are guaranteed not to fall.

Under UK SIPP contracts, as well as investing in unit linked funds offered by SLAL, policyholders can choose to invest in a wide range of other
permitted investments. These otherinvestments are not recognised on the Group's conselidated statement of financial position,

UK unit linked investment bonds (fee business)

Unit linked investment bonds issued by SLAL {(e.g. Capital Investment Bond) are single premium whaole of life contracts underwhich a percentage of
the premium is used to allocate units in one or more unit linked funds, These contracts do not provide significant death benefits in excess of the
accumulated value of investment fund. They are classified as non-participating investment contracts. There are no other guarantees on these
contracts with the exceplion that the unit prices of certain cash funds are guaranteed not to fall.

The International Bond is issued by SLIntl to UK residents. It is a single premium whole of life investment bond. The customer has the option to
invest in unit linked funds offered by SL Inti and mutual funds and deposit accounts offered by other providers. The mutual funds and deposit
accounts are recognised as assets by the Group and are classified as unit linked businecs along with a corresponding liability. On death of the last
life assured an additional benefit of 0.1% of the surrender value is paid unless the death is accidenta! when an additional benefit of 10% of the
surrender value is paid subject to a £1m cap. These contracts are classified as insurance contracts where it is considered that the accidental death
benefit transfers significant insurance risk. No other guaraniees apply to this contract.

Germany unit finked deferred annuity contracts (fee business})

This class of business comprises single or regular premium contracts under which a percentage of the premium is used to allocate units in one or
more unit linked funds. These contracts provide a return of premiums guarantee on death and the option to take up an annuity on guaranteed terms.
They are elassified as non-participating insurance contracts: These contracts do not contain awith profits investment option.

Germany unitised with profits deferred annuity contracts (fee business)

Germany unitised with profits deferred annuity centracts were written in the PBF with the participating investment alements being trancferred to the
GWPF and, to a significantly lesser extent, {o he GSMWPF. These contracts were closed to new business in 2015. The death benefit under all of the
deferred annuities is the greater of the sum assured on death, 100% of the current surender value, the nominal fund, and, for regular premium
paying contracts and certain single premium contracts, a refund of premiums. These contracts are classified as participating insurance contracts.

The maturity value of contracts invested in the GWPF is subject to guaranteed minimum amounts. In addition, certain contracts are subject to
guaranteed annuity amounts or guaranteed annuity factors and certain unit prices in the GWPF are guaranteed not to decrease.

The GWPF is operated such that all investment return on assets held in the fund will be distributed to participating policyholders over time subject to
deductions of asset management charges and deductions for guarantees.

{b)(ii) Pensions and Savings — Insurance and investment contracts issued before demutualisation and related reinsurance contracts

HWPF participating contract allocations of regular and final bonuses

This section firstiy describes the method used by the Group to determine the regular and final bonuses allocated to participating contracts held in
the HWPF. It then describes the significant types of insurance and investment contracis held in that fund, the nature of any guarantees pravided and
signiftcant reinsurance contracts.

As shown in the market risk sensitivity analysis in Note 41(b), there is no impact on shareholder equity arising from contractsin the HWPF for either
of the market movements scenarios. As explained in the limitations of the sensitivity analysis, this Is because although shareholders are potentialty
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exposed to the full cost if the assets of the HWPF are insufficient to meet policyhelder obligations, the assumptien changes given are not severe
enough for such an event to occur,

Regularbonuses are declared at the discretion of the Group in accordance with the Principles and Practices of Financial Management {PPFM) of the
HWPF for UK business and similar principles for European business and are set at levels which aim to achieve a gradual build-up in guaranteed
panicipating policy benefits whilst not unduly constraining investment freedom and the prospects for final bonuses. In setting these rates, the
financial position (both current and projected) of the HWPF is taken into account, and were it necessary, regular bonus rates would be set to zero.
Regular bonus rates are set for each relevant class of participating policy and/or internal fund and reflect its characteristics, including any
guarantees. For some contracts, final bonuses may also be paid. These bonuses are nol guaranteed and can be withdrawn at any time.

The Group’s aim is that, subject to meeling all contractuat obligations and maintaining an adequate financial position, payouts on a participating
policy {including any final bonus applying) should fairly reflect the experience of the HWPF applicable to such a policy, after any adjustments for
smoothing, and any distribution of the residual estate deemed appropriate by the Group.

When setting payout levels, the Group seeks to ensure fair treatment between those participating policyholders who choose to withdraw and those
who remain.

Asset shares are used as a tool to determine Fair treatment. The calculation of asset shares varies between products, for example calculations can be
on the basis of representative policies or on an individual policy basis.

The methodotogy and parameters used in payout calculations may, of necessity, involve some measure of approximation. The Group reviews
regularly the methodology and parameters used and sets parameters an bases appropriate for the panticipating class and/orinternal fund
concerned.

In normal ¢ircumstances the Group seeks to offer some smoothing of investment returns to participating policyhelders at the time of ¢laims due to
malurity for life policies or for pension pelicies where the Group has no right to reduce benefits as defined in the relevant contractual terms and
conditions. The Group may, at its discretion, also provide some smoothing of investment returns for death claims and some types of withdrawal at
the time of payment. The Group aims to operate smoothing of investment returns in such a way as to be neutral for participating policyholders as a
whole over time. The Group monitars the anticipated cost of smoothing on a regular basis and, in most circumstances, will reflect the costs in
paveuts and in some circumstances adjust the approach to smoothing.

When calculating asset shares, the Group may, at its discretion, make fair deductions to reftect its assessment of the cost of guarantees, The Group
takes an allowance for the assessed costs of guarantees when determining final bonuses payable on claims, calculating policy swilch values and
calculating surrender and transfer values. These allowances vary between types of policies, reflecting the nature of the guarantees provided. These
allowances are kept under review, A deduction is also taken from participating asset shares determined on an expense basis of 0.5% pa as a
contribution to the capital of the HWPF,

Eligible polities covered by the Mortgage Endowment Pramise may receive 'top up’ amounts, in accordance with the Scheme.

UK conventional with profits contracts (no impact on equity holder profits in the absence of burnthrough)
Conventional (i.e. non-unitised) with profits contracls consist of single or regular premium endowment, whole life and pension contracts held in the
HWPF.

Under endowment and whole life contracts, guaranteed benefits are payable on death, Regular bonuses may be added to the guaranteed sum
assured over the term of the policy and, in addition, a final bonus may be paid on death and maturity. Certain endowmenlt assurances have
minimum surrender value provisions and minimum paid-up values.

Under peasion contracts, @ minimuin level of benelit is st at the outset and applies at the date{s) specified in the policy, for example under pure
endowment contracts. Regular bonuses may be added to this initial minimum over the term of the policy and, in addition, a final bonus may be paid.
Guaranteed annuity options pioviding fur payient ol ¢ minimum annuity, in ticu of a cash sum, are available under pure endowment contracts,
Under some of these contracts the guarantee applies only at the maturity date. Under other contracts, the option also applies for a specified period
preceding the maturity date, in which case the sum assured and bonuses are reduced by specified factors and different guaranteed annuity rates

apply.
Alt conventionat with profits contracts are classified as participating insurance contracts.

UK and Ireland unitised with profits pension contracts (fee business via RCF)

This class of business comprises single or regular premium contracts held in the HWPF under which a percentage of the premium is used to allocate
unils on a participating basis. Such contracts include hybrid contracts (see Note 33} resulting in the unitised with profits investment elements being
classified as participating investment contracts, although there are some contracts that are ¢lassified as participating insurance contracts, for
example thase with guaranteed minimum pensions. The major unitised with profits pension contracts include Individual Personal Pension Plans,
Group Persanal Pension Plans, Executive Pensions, Stakeholder and Trustee Investment Plans.

The significant options and guarantees under these contracts are the following:

» Cantracts where, subject te specified conditions, it is guaranteed either that the unit price will rise at an annual rate of at least 4% per year or that
the unil price will not fall and that there will be no unit price adjustment (UPA) at specified retirement dates or death

» Certain Trustee Investment Plan contracts where, subject to specified conditions and limits, itis guaranteed that there will be no unit price
adjustment (UPA) when units are encashed

UK and Ireland unitised with profits life contracts (fee business via RCF)

Unitised with profits life business comprises single or regular premium endowment and whole life contracts held in the HWPF under which a
percentage of the premium is used to allocate units on a participating basis. The death benefit under regular premium contracts is the greater of the
bid value of units allocated and sum assured under the contract. Some contracts also contain critical illness cover providing for payment of a critical
illness sum assured on diagnosis of certain defined serious illnesses. These contracts, principally Homeplan, With Profits Bonds and Versatile
Investment Plans, are classified as participating insurance contracts.
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8. Group financial statements continved

The significant options and guarantees under these contracts are the following:

¥ Controcts where, subject to specificd conditions, itis guaranteed on death and maturity either that the unit price will rise at an annual rate of at
least 3% a year or that the unit price will not fall, and, that there will be no UPA at maturity

» For bonds itis guaranteed that no UPA will apply on regular withdrawals up to certain specified limits

Under contracts effected in connection with house purchase, the death benefit is guaranteed. Under other regular premium contracts, at any time
after the first 10 years, the Group may review the status of the contract and, if it deems it necessary, the sum assured may be reduced, within the
limits permitted.

Under some contracts effected in connection with house purchase, provided the original contract is still in force, the following options can normally
he exercised at any time before the 55th birthday of the life assured:

» Future insurability option underwhich a new contract can be effected on then current premium rates, in connection with a futher loan, up to the
level of life and basic critical illness cover available on the original contract, without any further evidence of health

» Term extension option on then current premium rates under which the term of the contract may be extended by a whole number of years if the
lender agrees to extend the term of the loan

Germany unitised with profits contracts {fee business via German additional expenses basis)

Unitised with profits Germany contracts held in the HWPF mainly consist of endewment assurances and deferred annuities, under which a
percentage of each premium is applied to purchase units on a participating basis. The death benefit under endowment assurances is the greater of
the sum assured on death or 105% of the current surrender value. The death benefit under deferred annuities is the greater of the sum assured on
dcath, 100% of the current surrender value, the nominal fund and, for regular premium paying contracts and certain single premium contracts, a
refund of premiums. These contracts are classified as participating insurance contracts.

The maturity value, and for certain contracts the surrender benefits, are subject to guaranteed minimum amounts. For some participating unitised
policies it is guaranteed that there will be no UPA on claims on or after the surrender option date. Certain contracts are subject to guaranteed annuity
amounts or guaranteed annuity factors. In addition certain unit prices in the HWPF are guaranteed not to decrease.

UK and Ireland unit linked pension contracts (fee business via RCF)

This class of business comprises single or regular premium coniracts under which a percentage of the premium is used to allocate units in one or
more unit linked funds held in the PBF. Such contracts include hybrid contracts (see Note 33) resulting in the unit linked investment elements being
classified as non-participating investment contracts. The major unit linked pension contracts include Individual Personal Pension Plans, Group
Personal Pension Plans, Executive Pensions, Stakeholder and Trustee Investment Plans.

The costs of contracts invested in unit linked funds are recovered by deduction of asset management charges from the unit linked funds which are
transferred from the PBF to the HWPF. Under Stakeholder contracts, this asset management charge has a maximumi limit. There are no other
guarantees on these contracts with the exception that the unit prices of certain cash funds are guaranteed not to fall.

UK and Ireland unit linked life contracts (fee business via RCF) i

This class of business comprises principally unit linked investment bonds (e.g. Capital Investment Bands), classified as non-participating
investment contracts and the unit linked investment element of Homeplan contracts, classified as nen-padicipating insurance contracts. No
significant guarantees, other than the guaranteed death benefit on Homeplan contracts, are provided under these contracts.

The ¢osts of contracts invested in unit linked funds are recovered by deduction of asset management charges from the unit tinked funds which are
transferred from the PBF to the HWPF,

UK and Ireland annuity-in-payment contracts (spread/risk business in relation to longevity risk transferred to PBF otherwise no impact on
shareholder profits in absence of burnthrough)

This ¢lass of business consists of the same type of contracts described in (b)(i} and also includes the With Profit Pension Annuity (WPPA), under
which changes to the level of annuity are based on a declared rate of return but reductions in the level of the annuity are limited. These contracts are
classified as non-participating insurance contracts, except for the WPPA which is classified as a participating insurance contract.

SLAL has reinsured both the longevity and market risk arising on a portfolio of annuity-in-payment contracts held within the HWPF. In order to limit
counterparty credit exposure, the reinsurer was required to deposit back an amount equal te the reinsurance premium {reforred to as “the deposit’).
interest is payable on the depaosit at a floating rate. tn respect of this arrangement SLAL holds a ring fenced pool of assets within the HWPF. See Note
41{c) on credit exposure and Note 6 for further details of the deposit back. A floating charge over the ring fenced pool of assets has been granted o
the reinsurer. The reinsurance asset recognised in relation to this arrangement is £5,190m (2015: £5,258m}.

The longevity risk on certain non-padicipating annuity-in-payment contracts held in the HWPF has beon transferred to the PBF. The market risk on
certain annuities has been transferred to the PBF.

For those annuities in payment which increase at a predefined rate the totat liability at 31 December 2016 is £2,951m (2015: £2,869m) and this
represents approximately 32% (2015: 33%) of the total liability for UK annuity in payments contracts held within the HWPF.

The totai liability at 31 December 2016 for RPI {inked annuities in payment {including any guaranteed minimum rate of escalation} is £1,983m
(2015: £1,811m) and this represents approximately 22% (2015: 21%) of the total tiability for UK annuity contracts held within the HWPF. There is a
subset of annuities where the RP! linked annuity payment cannot fall or is guaranteed to increase at a minimum rate; the majority of such annuities
are those whose payment cannot fall.

UK other non-participating contracts (spread/risk businass via RCF}

This class of business consists primarily of deferred annuities that provide guaranteed annuity payments from the retirement age associated with

the relevant pension plan. The payments depend on the survival of a lifie or lives with or without a guarantee period and may reduce on a specified
death or increase each year at a predefined rate or in line with the increase in UK RPI. These contracts are classified as non-participating insurance
contracts.
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(b)(ii)) India and China - Insurance and investment contracts

Unit linked life contracts (fee business)

The main contract issued by SLA is the Harvest 101 product. This contract was closed to new business in 2015. Itis a regular premium savings
product with a term ranging from 5to 25 years. The customer has the option to investin unit linked funds offered by SLA and mutual funds and
deposit accounts offered by other providers. The mutual funds and deposit accounts are recognised as assets by the Group and are classified as
unit linked business along with a corresponding liability. On death of the life insured, a benefit of 101% of the fund value is paid. If the death is
accidental then an additional benefit of 10% of the initial account value is paid subjeci to a USD10,000 cap. These contracts are classified as
insurance contracts where it is considered that the accidental death benefit transfers significant insurance risk. No other guarantees apply to this
contract.

4, Investment return

Gains and losses resulting from changes in both market value and foreign exchange on investments classified at fair value through profit or loss
are recognised in the consolidated income statement in the period in which they occur. The gains and losses include investment income
received such as interest payments but exclude dividend income. Dividend income is separately recognised in the consolidated income
statement when the right to receive payment is established.

Interest income on financial instruments classified as available-for-sale or loans and receivables is separately recognised in the consoligated
income statement using the effective interest rate methad, The effective interest rate method allocates interest and other finance cosls at a
consiant rate over the expected life of the financial instrument, or where appropriate a shorter period, by using as the interest rate the rate that
exactly discounts the future cash receipts over the expected life to the net carrying value of the instrument.

Rental income from investment praperty is recognised in the consolidated income statement on a straight-line basis over the term of the lease.
Lease incentives granted such as rent free periods are recognised as an integral part of the total rental income and are spread over the term of

the lease.

.

2016 2015
Notes £m fm
Interest and similarincome
Cash and cash equivalents 86 94
Available-for-sale debt securities 12 15
Loans 6 4
104 113
Dividend income 1,999 1,902
Gains/(losses) on financial instruments at fair value through profit or loss
Associates (other than dividend income) 19 204
Equity securities (other than dividend income) 9,769 1,131
Debt securities 7.169 (27)
Derivative financial instruments (3,857) 1,179
13,100 2,487
Foreign exchange (losses}/gains on instruments other than those at fair value through profit or loss (80) 19
Income from investment property
Rental income 19 555 487
Net fair value (losses)/gains on investment property 19 (302) 452
253 939
Investment return from continuing operations 15,376 5,460
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8. Group financial statements continued

S. Feeincome

Fee income from investment ¢contracts, fund platforms and third party funds under management relates to the provision of investment
management and administration services, and is recognised as services are provided and itis almost certain that the fee income will be
received. Where fee income is received in advance (front-end fees), this income is deferred and recognised as a deferred income liability until the
services have been provided (see Note 38}.

2016 2015

Notes £m fm

Fee income fram investment contracts and fund platferms 649 622
fee income from third party funds under management 466 438
Fee income deferved during the year 38 (15) (25)
Amortisation of deferred income 38 61 63
Other fee income 25 22
Total fee income from continuing operations 1,186 1,120

6. Expenses under arrangements with reinsurers

Expenses, including interest, arising under elements of contracts with reinsurers that do not transfer significant insurance risk are recognised on
an accruals basis in the consolidated income statement as expenses under arrangements with reinsurers,

2016 2015

£m fm

Interest payable on deposits from reinsurers 31 34
Premium Adjustments 478 8
Expenses under arrangements with reinsurers from continuing operations 509 42

The Group has reinsured the longevity and investment risk related to a portfolio of annuity contracts held within its Heritage With Profits Fund, At
inccption of the reinsurance cantract the reinsurer was required to deposit an amount equal to the reinsurance premium with the Group. Interest is
payable on the depasit at a floating rate. The Group maintaing a ring fenced pool of assots to back this deposit tiability, Annuity payments under the
reinsured contracts are made by the Group from the ring fenced assets and the deposit liability is reduced by the amount of these payments.
Periodically the Group is required to pay to the reinsurer or receive from the reinsurer Premium Adjustments defined as the difference between the
value of the ring fenced assets and the deposit amount, which has the effect of ensuring that the investment risk on the ring fenced pool of assets
falls on the reinsurer.

7. Other administrative expenses

2016 2015

Notes £m fm

Interest expense 5 12
Commission expenses 153 170
Staff costs and other employee-related costs 8 596 635
Operating lease rentals 34 21
Auditors’ remuneration 9 6 7
Depreciation of property, plant and equipment 20 14 16
Impairment losses on property, plant and equipment 20 1 4
Impairment losses reversed on property, plant and equipment 20 - (5)
Amortisation of intangible assets 16 64 51
Impairment losses on intangible assels 16 20 9
Other 556 506
1,449 1,426

Acquisition costs deferred during the year 17 (51) 83)
Impairment of deferred acquisition costs 17 - 73
Amortisation of deferred acquisition costs 17 96 124
Total other administrative expenses from continuing operations 1,494 1,540

In addition to interest expense from continuing operations of £5m (2015: £12m), interest expense of £82m (2015: £83m} was incurred in respect of
subordinated liabilities and £31m (2015: £34m) in respect of depasits from reinsurers. For the year ended 31 December 2016, total interest
expense from continuing operations is £118m (2015: £129m).
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8.  Staff costs and other employee-related costs

2016 2015
Continying Discontinued
operations operations Total
Notes £m £m £m fm
The aggregate remuneration payable in respect of employees:
Wages and salaries 489 491 12 503
Social security costs 56 57 1 58
Pension costs 37
Defined benefit plans (14) 25 2 27
Defined contribution plans 33 27 - 27
Employee share-based payments 47 32 35 1 36
Total staff costs and other employee-related costs 596 635 16 651
2016 20154
The average number of staff employed by the Group during the year:
Standard Life Investments? 1,681 1,496
Pensions and Savings 4,026 4,116
India and China 112 136
Other 483 518
Canada? - 165
Total average number of staff employed 6,302 6,431
1 Allogatlon between India and China and Pensions and Savings resiated.
2 2615 includes all staff employed by the Canadian business inctuding Seandard Life Investments inc. until its sale on 30 January 2015.
1 |ncludes stafl in group corporate centre and group infarmation technology.
Information in respect of Directors’ remuneration is provided in the Directors’ remuneration report on pages 80 to 102,
9.  Auditors’ remuneration
20146 2015

(all centinuing
operations)

£m fm
Fees payable to the Company’s auditors for the audit of the Company's individual and consolidated
financial statements 0.3 0.3
Fees payvable to the Company's auditors for other services
The audit of the Company’s consolidated subsidiaries pursuant to legislation 38 3.4
The audit of funds not consclidated in the Group’s financial statements 0.8 0.7
Audit related assurance services 0.8 1.6
Total audit related assurance fees 5.7 6.0
Other assurance services 0.5 0.5
Tax compliance services 0.4 0.4
Tax advisory services 0.2 01
Other non-audit fee services 03 0.3
Total non-audit fees 1.4 1.3
Tota! auditors’ remuneration 7.1 7.3

In addition, the audit feas in respect of the UK staff defined benefit plan and the Ireland staff defined benefit plan were £71,000 (2015: £65,000).

For mare information on non-audit services, refer to the Audit Committee report in Section 4 - Corporate governance statement.

10. Restructuring and corporate transaction expenses

Total restructuring and corporate transaction expenses incurred from continuing operations during the yearwere £62m (2015: £88m). The expenses
relate mainly to Ignis integration and Pensions and Savings restructuring programmes and corporate transactions. Deal costs relating to acquisitions
included in restructuring and corporate transaction expenses for the year ended 31 December 2016 were £3m (2015: £nil).

In December 2014 the Group announced that the UK staff defined benefit pension plan would be closed to future accrual. On 16 April 2016 all
employees in the closing plan were transferred to the UK defined contribution plan for future service and employer contributions into the defined
contribution plan were amended. Following this restructuring of the pension plans, operating profit from conlinuing operations for the year ended
31 December 2016 has been increased by £5m {2015: £35m} so that operating profit reflects the expected long-term pension expense for the year
and is therefore more indicative of the long-term operating performance of the Group. As a result £5m (2015: £35m) of pension costs that are
included in staff costs in the consolidated income statement for the year ended 31 December 2016, are included in restructuring and corporate
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8. Group financial statements continved

transaction expenses in determining operating profit from continuing operations, Further details of the defined benefit pension plan expense for
year are included in Note 37.

the

The table below reconciles restructuring and cerporate transaction expences from cantinuing operatione to restructuring and corparate transaction

expenses used to determine operating profit from continuing operations.

2016 2015

£m fm

Restructuring and corporate transaction expenses from continuing operations 62 88

Pension plan restructuring 5 35

Expenses incurred by the Heritage With Profit Fund - (1)

Closure of Singapore! - (7)
Restructuring and corporate transaction expenses used to determine operating profit from

continuing operations 67 115

1 Singapore business, the closure of which was announced in June 2015, was incleded as a discontinued operation for segmental ieparting purposes under IFRS 8 as this was reflective of the

presentating of information provided te the Chief Operating Decision Maker. Under IFRS 5, Singapore did not canstituze a discontiaed aperation and was included under conlinuing operations in

the consolidated Income statement.

Restructuring and corporate transaction expenses for the year ended 31 December 2015 of £10m wore uced to determine operating profit before tax

from discontinued operations. These expenses related to the sale of the Canadian business and the closure of the Singapore business.

11. Taxation

The Group’s tax expense comprises both cument tax and deferred tax expense.
Current tax is payable on taxable profit, as adjusted for items that are not taxable or tax deductible,

Adcferred tax asset represents a tax deductian that is expected to arise in a future period. Itis only recognised to the extant that there is
expected to be future taxable profit or investment return to offset the tax deduction. A deferred tax liability represents taxes which will become
payable in a future period as a result of a current or prior year transaction. Where tocal tax law allows, deferred tax assets and liabilities are
netted off on the statement of financial position. The tax rates used to determine deferred tax are those enacted or substantively enacted at the
reporting date.

Deferred tax is recognised on temporary differences arising from investments in subsidiaries and associates only when it is expected that the
temporary difference will reverse in the foreseeable future and the timing of the reversal is not in our contral.

Current tax and deferred tax is recognised in the consolidated income statement except when it relates to items recognised in other
comprehensive income or directly in equity, in which case it is credited or charged to other comprehensive income or directly to equity
respectively.

The Group provides additional disclosure in relation to the total tax expense. Certain products are subject to tax on policyholders’ investment
returns. This tax, ‘policyholder tax’, is accounted for as an element of income tax. To make the tax expense disclosure more meaningful, we
disclose policyholder tax and tax payable on equity holders’ profits separately. The policyholder tax expense is the amount payable in the year
plus the movement of amounts crpected to be payable in future years by policyhalders on their investment return. The remainder of the tax
expense is attributed to equity holders as tax payable on equity holders' profit.

(a) Tax charge in the consolidated income statement
(@)()  Current year tax expense

2016 2015
£m fm

Current tax:
UK 316 197
Double tax relief (3) 2
Overseas 23 15
Adjustment 10 tax expense in respect of prior years (3) 12
Total current tax attributable to continuing operations 333 222
Deferred tax:
Deferred tax expense/(credit) arising from the current year 37 (11
Total deferred tax attributable to continuing operations 37 (11)
Total tax expense attributable to continuing operations 370 211
Attributable to policyholders' investinent return 302 134
Attributahle to equity holders’ profits 68 77
Total tax expense attributable to continuing operations 370 211

The share of associates’ and joint ventures’ tax expense from continuing operations is £13m (2015: £13m) and is included in profit before tax in the

consolidated income statement in “Share of profit from associates and joint wentures’.
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In 2016 unrecagnised tax losses from previous years of £6m (2015: £1m) were used to reduce the current tax expense. Unrecognised losses and
timing differences of £3m were used to reduce the deferred tax expense (2015: £nil).

Current tax recoverable and current tax liabilities at 31 December 2016 were £166m (2015: £168m) and £113m (2015: £113m} respectively.
Current tax assets and liabilities at 31 December 2016 and 31 December 2015 are expected to be recoverable or payable in less than 12 months.

Certain Group entities are party to ¢claims and proceedings (0 recover tax suffered in respect of overseas income. These claims and proceedings
predominantly relate to assets in policyholder funds, primarily SLAL's HWPF, There is significant uncertainty on the outcome of these claims and they
are not expected to materially impact grofit for the year attributable to equity holders or total equity.

(a)(ii} Reconciliation of tax expense

2016 2015
£m £m
Profit before tax from continuing operations 789 549
Tax at 20% (2015: 20.25%) 158 111
Policyholder tax (net of tax at UK standard rate) 241 107
Permanent differences 2 9
Tax effect of accounting for non-controlling interests (10 (13)
Tax effect of accounting for share of profit from associates and joint ventures {13} (9)
Different tax rates (5} {19)
Adjustment to current tax expense in respect of prior years 3} 12
Recognition of previously unrecognised tax credit (9 ]
Deferred tax not recognised - 18
Adjustment to deferred tax expense in respect of prior years ) (4)
Write-down of deferred tax asset 11 5
Other - (4)
Total tax expense from continuing operations for the year 370 21

The standard rate of UK corporation tax is 20%. The UK corporation tax rate will reduce to 19% from 1 April 2017 and 17% from 1 April 2020. These
future rate changes have been taken into account in the calculation of the UK deferred tax balance at 31 December 2016.

The accounting for certain items in the consolidated income statement results in certain recenciling items in the table above, the values of which
vary from year to year depending upeon the undedying accounting values.

» The tax expense for the year includes policyholder tax, as described in the accounting policy above. Profit before tax includes an equivalent
amount of income in relation to this policyholder tax and this therefore gives rise to a reconciling item,

» The Group’s non-controlling interests primarily retate to private equity vehicles which do not incur significant tax expense and therefore this gives
rise to a reconciling item. Other interests in these vehicles are held by policyholders and therefore do not contribute to profit before tax,

» Share of profit from associates and joint ventures is presented net of tax in the consolidated income statement and therefore also gives riseto a
recanciling item

Details of other significant reconciling items are as follows:

» Different tax rates will vary according to the level of profit subject to tax at rates different from the UK standard rate {e.g. overseas profit and profit
arising in consglidated investment funds)

» Prior year adjustments will vary depending upon the specific items to which they relate and are regarded as non-recurring in nature

» The ability to value tax losses and other tax assets will also affect the actual tax charge. These items are expected to be non-recurring. In 2016 we
were able to recognise historic tax losses valued at £9m and there was a write down of a deferred tax asset in the Germany Pension and Savings
business valued at £11m. [n 2015 there was a one-off item of £18m refating to 1ax [osses arising in our Singapore and Germany businesses for
which deferred tax was not recognised due to uncertainty of recoverability.

The occurrence of other reconciling items is dependent upon the underlying tax results of the Group.
{b) Tax relating te components of other comprehensive income

Tax relating to components of other comprehensive income from continuing operations is as follows:

2016 015
£m fm
Tax relating to defined benefit pension plan deficit {2)
Equity holder tax effect relating to items that will not be reclassified subsequently to profit or loss 2
Current tax on net change in financial assets designated as avaitable-for-sale 3 2
Equity holder tax effect relating to items that may be reclassified subsequently to profit or loss 3 2
Tax relating to other comprehensive Income from continuing operations 1 @

All of the amounts presented above are in respect of equity holders of Standard Life plc.
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8. Group financial statements continued

(<) Tax relating to items taken directly to equity

2016 2015
£m fm
Tax relating to expiry of unclaimed assel trust claim period 7 .
Tax credit on reserves for employee share-based payments - (4)
Tax relating to items taken directly to equity 7 @)
(d}- Deferred tax assets and liabilities
(dXl) Movements in net deferred tax liabilities
2016 2015
£m £m
At 1 January {170) {181)
Acquired through business combinations 2 -
Amounts (charged) /credited to the consolidated income statement (37n) 11
Amounts credited directly to equity in respect of employee share-based payment schemes - 4
Transfor to current tax for vested employee share-based payment schemes (3) (5)
Foreign exchange adjustment (1] 1
Other (1)
Net deferred tax liability at 31 December (217) (170)
{(d)(i) Analysis of recognised deferred tax
2016 2015
£m fm
Deferred tax assets comprise;
Actuarial liabilities 5
Losses carried forward 12 9
Depreciable assets 42 38
Deferred income 12 20
Employee benefits 26 25
Provisions and other temporary timing differences 14 13
Insurance related items 5 12
Other - 5
Gross deferred tax assets 111 127
Less: Offset against deferred tax liabilities (69} (52)
Deferred tax assets 42 35
Deferred tax liabilities comprise:
Insurance related items 5 6
Unrealised gains on investments 187 148
Intangible assets acquired through business combinations 25 25
Deferred acquisition costs 104 111
Temporary timing differences 1 3
Other [ 4
Gross deferred tax liabilities 328 297
Less: Offset against deferred tax assets (69) (92
Deferred tax liabilities 259 205
Net deferred tax lability at 31 December {217} {170)

A deferred tax asset of £12m (2015: £9m} for the Group has been recognised in respect of losses of various subsidiaries and unrealised losses on
investments. Deferred tax assets are recognised to the extent that it is probable that the tosses will be capable of being offset against taxable profits
and gains in future periods. The value attributed to them takes into account the certainty or otherwise of their recoverability. Their recoverability is
measured against the reversal of deferred tax liabilities and anticipated tasable profits and gains based on business plans. The losscs do not have

an expiry date.

Deferred tai assets and liabilities are expected to be recovered or settted after more than 12 months.,

(e) Unrecognised deferred tax

Due to uncertainty regarding recoverability, deferred tax has not been recognised in respect of the following assets:

» Cumulative losses carried forward of £165m (2015: £215m)
» Tax reserves of the Germany branch of Standard Life Assurance Limited of £20m {2015: £26m)

» Unrealised investment losses of £12m (2015: £20m)
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12. Discontinued operations

The Group classilies as discontinued operations argas of business which have been disposed of or are classified as held for sale at the year end
and which either represent a separate major line of business or geographical area, or are part of a plan to dispose of one. The results of
discontinded gperations are shown separatcly on the face of the consolidated income statement from the results of the remaining (continuing)

parts of the Group's business.

There are no discontinued operations for the year ended 31 December 2016. Discontinued operations for the year ended 31 December 2015 relate
solely to the Group's Canadian business. As discussed in Note 1, the sale of Standard Life Financial Inc. and Standard Life Investments inc.
completed on 30 January 2015 and the results of these operations until that date and the gain on their disposal are included in discontinued
operations. The results of the SLAL Canada Branch, the assets and liabilities of which were transferred on 31 December 2015, are also included until

that date.

The consolidated income statement, other comprehensive income and cash ftows from discontinued operations are shown below.

2015
Consolidated income statement Em
Revenue
Gross earned premium 138
Premium ceded to reinsurers (43)
Net earned premium 95
{nvestoent return 1,166
Fee income 11
Gain on sale of subsidiaries 1,102
Otherincome 1
Total revenue from discontinued operations 2,375
Expenses
Claims and benefits paid 123
Claim recoveries from reinsurers 63)
Net insurance benefits and claims 60
Change in reinsurance assets and liabilities 45
Change in insurance and participating contract liabilities 507
Change in non-participating investment contract liabilities 525
Administrative expenses
Restructuring and corporate transaction expenses 3
Other administrative expenses 37
Total administrative expenses 40
Change in liabitity for third party interest in consolidated funds 30
Finance costs 1
Total expenses from discontinued operations 1,208
Share of loss from associates and joint ventures -
Profit before tax from discontinued operations 1.167
Tax expense attributable to policyholders’ returns
Profit before tax expense attributable to equity holders’ profits 1,167
Total tax expense 20
Less: Tax altributable to policyholders’ returns
Tax expense attributable to equity holders’ profits 20
Profit for the year from discontinued operations 1,147
Attributabte to;
Equity holders of Standard Life plc 1,147
Non-controlling interests
1,147
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8. CGroup financial statements continues

2015
GOther comprehensive income £m
Items that will not be reclassified subsequently to profit or loss:
Remeasurement losses on defined benefit pension plans (19)
Revaluation of owner occupied property .
Equity holder tax effect relating to items that will not be reclassified subsequently to profit or loss 5
Total items that will not be reclassified subsequently to profit or loss (14)
ltems that may be reclassified subsequently te profit or loss:
Fairvalue gains an cash flow hedges 58
Net invesiment hedge 57
Fairvalue gains on available-for-sale financial assets 15
Exchange differences on translating foreign operations (62)
Equity holder tax effect relating to items that may be reclassified subsequently to profit or loss {4)
Total ftems that may be reclassified subsequently to profit or loss 684
Items that were transferred to profit or loss on disposal of subsidiaries:
Release of available-for-sale financial assets reserve (17)
Release of ¢cash flow hedges reseyve (60}
Release of net investment hedege reserve (110)
Retease of foreign currency translation reserve (50)
Total items that were transferred to profit or loss on disposal of subsidiaries (237)
Other comprehensive income/(expense) for the year frem discontinued operations (187)

2015
Cash flows £m
Net cash flows from operaling activities {132)
Net cash flows from financing activities )
Net cash fiows from investing activities (500)
Total net cash flows (639)

The net cash flows from investing activities represent the cash and cash equivalents of the operations disposed of at the date of disposal and do not
include cash consideration received of £2,100m.

13. Earnings per share

Basic earnings per share is calculated by dividing profit attributable to ordinary equity holders by the weighted average number of ordinary
shares in issue during the year excluding shares owned by the emptoyee trusts that have not vested unconditionally to employees.

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares in issue during the year to assume the
conversion of all dilutive potential ordinary shares, such as share options granted o employees,

Alternative earnings per share is calculated on operating profit after tax.
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Basic earnings per share was 18.7p (2015: 69.4p) and diluted earnings per share was 18.6p (2015: 69.1p) for the year ended 31 December 2016,
The following table shows details of basie, diluted and alternative earnings per share,

2016 2015
Continuing Discontinued
operations operatigns
£m fm Em
Operating profit before tax 723 665 3
Tax ¢n operating profit {127} (114)
Share of associates’ and joint ventures’ tax expense (13} {13)
Operating profit after tax 583 538 3
Total non-operating items 274) (257) 1,122
Tax on non-operating items 59 37 (20)
Singapore included in discontinued operations segment! - (42} 42
Profit attributabte to equity holders of Standard Life plc 368 276 1,147
Millions Millions Millions
Weighted average number of ordinary shares cutstanding 1,972 2,051 2,051
Dilutive effect of share options and awards 6 g 9
Weighted average number of diluted ordinary shares outstanding 1,978 2,060 2,060
Pence Pence Pence
Basic earnings per share 18.7 13.5 55.9
Diluted earnings per share 18.6 13.4 55.7
Alternative earnings per share 29.6 26.2 0.1
Diluted afternative earnings per share 29.5 26.1 0.1

1 Singapore business, the closure of whick was announced in june 2015, was included as a discoatinued operation for segmental reporting purposes ynder IFRS 8 as this was refiective of the
presentation of information provided io the Chiel Operating Decision Maker, Under IFRS 5, Singapore did not constitiie a discontinued operation and was included under continuing operations in
the consolidated income staterent, Therefare the analysis of Group cpermiing profit above includes the reclassification of Singapore resulls between discontinued and continuing opesations.

Details of share pptions and awards which have a dilutive effect are provided in Note 47.

As discussed in Nule 28 the Cumpany undertook a share consolidation in 2015 followed by a return of value to sharehelders. In accordance with
145 33, earnings per share were nol restated fullowing the share consolidation as there was an overall corresponding change in resources. AC 2
result of the share consolidation, eamings per share from continuing operations for the year ended 31 December 2016 are not directly comparable
with the prior year,

14. Operating profit and non-operating items

Operating profit is the Group's key alternative performance measure, Operating profit excludes impacts arising from short-term fluctuations in

investment return and economic assumption changes. It is calculated based on expected returns on investments backing equity holder funds,
with consistent allowance for the corresponding expected movements in equity holder liabilities. Impacts anising from the difference between

the eapected tetarn and actual return oo investmeants, and the corresponding impact on cquity holder liabilities except where they are directly
related to a significant management action, are excluded from operating profit and are presented within profit before tax. The impact of certain
changes in economic assumptions is also excluded from operating profit and is presented within profit before tax.

Operating profit also excludes the impact of the following items:

» Restructuring costs and corporate transaction expenses. Restructuring includes the impact of major regulatory change.

» Impairment of intangible assets acguired in business combinations

» Profit or loss arising on the disposal of a subsidiary, joint venture or associate

» Amortisation of intangibles acquired in business combinations and fair value movements in contingent consideration

» ltems which are one-off and, due to their size or nature, are not indicative of the long-term operating performance of the Group

As disclosed in eur Annual report and accounts 2015, from 1 tanuary 2016 we changed the operating profit accounting policy so that items
which, due to their size ur natuie, are not indicative of the long-term eperating performance of the Group are excluded from eperating profit (cven

il they are witlhiin the cunbivl of management). The objective of the change i3 to make operating profit o mare useful indication of the long term
performance of the Group. This change has had no impact on comparative reporting periods presented.

{a) Short-term fluctuations in investment return and economic assumptions changes

The components of IFRS profit athibulable Lo market movements and interest rate changes which giverise to variances between actual and expected
returns on investiments backing equity holder funds, with consistent allowance for the coresponding expected movement in equity holder liabilities,
as well as the impact of thanges in economic assumptions on equity holder liabilities, are excluded from operating profit. investments backing
equity holder funds include investments backing annuities and subordinated debt, investments from surplus capital in insurance companies, and
investments held by holding companies and other non-insurance entities.
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8. Group financial statements centinued

For annuities this means that all luctuations in liabilities and the assets backing those liabilities due to market interest rate {including credit risk)
movements gver the year are excluded from operating profit.

The expected rates of return for debt securities and equity securities are determined separately. The expected rates of return for equity securitigs are
determined based on the gilt spot rates of an appropriate duration plus an equity risk premium of 3% (2015: 3%). Investmenits in pooled investment
funds which target equity returns over the longer term, including absolute return funds, also use an expected rate of return determined based on the
gilt spot rates of an appropriate duration plus a risk premium of 3%.

In respect of debt securities at fair value through profit or loss, the expected rate of return is determined based on the average prospective yields for
the debt securities actually held. For debt securities classified as available-for-sale that support liabilities measured at amortised cost, the expected
rate of return is the effective interest rate adjusted for an allowance, established at initial recognition, for expected defaults. If debt securities
classified as available-for-sale are sold, any gain or loss is amortised within the expected return aver the period to the earier of the maturity date of
the sold deht security, or the redemption date of the supported liability.

The expected rates of return used for both the assets backing subordinated liabilities and the subordinated liabilities themselves include a discount
for expected credit defaults. This means that the interest expense included in operating profit for subordinated liabilities is afier deducting a margin
for own credit risk. Additionally, the effect of the accounting mismatch, where subordinated liabilities are measured at amortised ¢ost and certain
assets backing the liabilities are measured at fair value, is also extluded from operating prafit.

There have been no actual defaults orimpairments of assets backing suberdinated liabilities during the year ended 31 December 2016 or
31 December 2015. If these were to arise they would be excluded from operating profit,

Gains and lgsses on foreign exchange are deemed to represent shorl-term fluctuations in investment return and economic assumption changes and
thus are exciuded from operating profit.

For the year ended 31 December 2016, short-term fluctualions in investment return and economic assumption changes resulted in gains of £8m
{2015: £63m losses) from continuing operations. Short-term fluctuations in investment return from continuing operations relate principally to the
impact of interest rate changes on UK annuity liabilities and the assets backing those liabilities. Short-term gains in investment return from
discontinued operations of £63m for the year ended 31 December 2015 related principally to investment volatility in Canada non-segregated funds.

f:Zhe prg‘fgfn:a reconciliation of consolidated operating profit to profit for the year the Other nan-operating sub-total includes:

» Amortisation of intangibles acquired in business combinations and fair value movements in contingent consideration

» The impact of restructuring on deferred acquisition costs, claims, and change in investment and insurance contract liabilities

Other non-operating iterns from continuing operations for the year ended 31 December 2016 includes £19m (2015: £20m} in relation o
amortisation of intangible assets acquired through business combinations. For the year ended 31 December 2015, other non-operating items from

continuing operations also included £46m relating to a review of expense and reserving assumptions in Hong Kong following regulatory change, This
long Kong non-operating restructuring loss primarily related to an impairment of deferrad acquisition costs,

15. Dividends and return of value

Dividends are distributions of profit to holders of Standard Life plc’s share capital and as a result are recognised as a deduction in equity. Final
dividends are announced with the Annual report and accounts and are recognissd when they have been approved by shareholders. Interim
dividends are announced with the Half year results and are recognised when they are paid.

2016 2015
Pence per share £fm Pence per share £m
Prior year's final dividend paid 12.34 243 11.43 224
Interim dividend paid 6.47 127 6.02 119
Total dividends paid on ordinary shares 370 343
Current year final recommended dividend 13.35 262 12.34 243

1. Estimated for eument year final eecommended divigend

The final recommended dividend will be paid en 23 May 2017 to sharcholders on the Company's register as at 18 April 2017, subject to approvat at
the Annual General Meeting on 16 May 2017. After the current year final recommended dividend, the total dividend in respect of the year ended
31 December 2016is 19.82p (2015: 18.36p).

During the vear ended 31 December 2015, in addition 10 the dividend distribution on ordinary shares, the Group returned 73 pence per ordinary
share (£1,749m) to shareholders through a ‘BfC’ share scheme as discussed in Note 28.
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16. Intangible assets

Intangible assets are created when the Group acquires a business and the amount paid exceeds the value of the net tangible assets acquired.
These assets are reflective of the additional value that the Group determines to be attached to the acquired business. Intangible assets acquired
by the Group through business combinations consist mainly of investment management contracts and technology in place in acquired
businesses. Any remaining value that cannot be identified as a separate intangible asset on acquisition is recognised as goodwill.

The Gryup also recognises as intangibie assets software which has been developed internally and other purchased technology which ic used in
managing and executing our business. Costs 1o develop software inlernally are capitalised after the research phase and when it has been

established that the project is technically feasible and the Group has both the intention and ability to use the completed asset,

Intangible assets are recegnised al cost and charged to the income statement on a straight-line basis over the length of time the Group expects

to derive benefits from the asset.

Goodwill is not charged to the income statement unless it becomes impaired.

Acquired through business combinations

Investment
management Internally
and customer developed Purchased
Goodwill contracts Technology software software Total

Notes £m £m £m £m Em £m
Gross amount
At 1 Janyary 2015 216 237 30 234 63 780
Additions 3 3 55 3 64
Disposals and adjustments (1} m
Other (1) (1)
At 31 December 2015 219 240 30 287 66 842
Additions 14 14 - 61 89
Disposals and adjustments . - (6) - (6)
Other - - - 3 - 3
At 31 December 2016 233 254 30 345 66 928
Accumulated amortisation and impairment
AL January 2015 {(54) (22 {(118) (21) (215}
Amortisation charge for the year (16) (4) @3 8 {51}
Impairment losses recognised (5} ) . (9}
Disposals and adjustments 1 - 1
Other - : - (2) (2)
At 31 December 2015 (75) (26) (144} 31) (276}
Amortisation charge for the year 7 (16) {3) (37) (8) (64)
Impairment losses recognised 7 (10) (9 - (n - (20)
Disposals and adjustments - - - 6 - [
Other - - - (2) - {2)
At 31 December 2016 (10} {100} (2% (i78) 39 {(356)
Carrying amount
At 1 )anuary 2015 216 183 8 116 42 565
At 31 December 2015 219 165 4 143 35 566
Al 31 December 2016 223 154 1 167 27 572

The Group's goudwill has been acquired thivugh a series of business combinations, most recently through the acquisitions discussed in Note 1. OF
the Group’s goodwill of £223m (2015: £219m) at 31 December 2016, £145m (2015: £145m) is attributed to the Standard Life Investments cash-
generating unit. This primarily relates to the Ignis acquisition in 2014. The remaining goodwill of £78m (2015: £74m) is attributable to a number of
smaller cash-generating units in the Pensions and Savings segment,

Included in investment management and customer contracts intangible assets of £154m (2015: £165m) are £114m (2015: £136m) relating to
investment management contracis acquired through the acquisition of Ignis, comprising life company contracts, institutional client contracts and
retail client contracts, each of which formed & cash-generating unit.
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8. Group financial statements continued

Estimates and assumptions
The key eslimates and assumptions in relation to intangible assels are:

» [dentification and valuation of intangible assets arising from business combinations
» Determination of useful life

» Determination of amounts 1o be recognised as intemally developed software

» Determination of the recoverable amount in relation Lo impairment assessments

The identification of intangible assets arising from business combinations is considered as part of the acquisition and based on contractual
relationships, technologies and brands in place in the acquired business. Measuring the fair value of these assets reg uires assumptions and
judgements around eapected future revenues, appropriate discount rates and the appropriate duration over which henefits are evpected to ba
derived.

The determination of useful life requires judgement in respect of the length of time that the Group expects to derive benefits from the asset and
considers for example expected duration of contractuat relationships for investment management contracts acquired in business combinations
and when techaology is enpected to become obsolete for technology based assets. The amontisation paried for each of the Group's intangible
asset categories is as follows:

» Investmant management contracts acquired through business combinations - between 10 and 17 years
» Customer contracts acquired through business combinations - between 5 and 7 years
» Technology acquired through business combinations — 6 years

» Internally developed software - generally between 2 and 6 years, but can be up to 10 years. Amartisation commences once the asset is
available for use,

» Purchased software — between 2 and 6 years

The determination of amounts to be recognised as internally developed software requires judgement and assumptions in respect of whether
asscts are tapable of being separated and the oxtent t¢ which developmont costs form part of the separable ageat. Additionally judgement is
required to determine which costs have been incurred in relation to the research phase, which are not capitalised, and which have been incurred
in relation to the development phase of a project, which are capitalised. We consider that costs are directly altributable to the software asset and
can therefore be capitalised, where they would not have been incurred if the software development had not taken place.

Intangible assets including goodwill are assessed forimpairment at each reporting date. If the carrying vatue of an intangible asset exceeds its
recoverable amount then the carrying value is written down to the recaverable amgunt.

The recoverable amount for intangible assets excluding goodwill is currently its value in use. In assessing value in use, expected future cash
flows are discounted to their present value using a pre-tax discount rate. Judgement is required in assessing both expected cash flows and an
appropriate discount rate which is based on current market assessments of the time value of money and the risks associated with the asset.

In relation to investment management contracts acquired in business combinations, the most significant judgements relate to assumptions for
the institutional and life client contracts cash-generating units, The key assumptions for these cash-generating units are future changes in assets
under management due to net flows and market movements, forecasted operating profit margins and the discount rate. Future changes to assels
under management duc to net flows and market mavements are based on forecasted infermation for the next five years and thereafter assume no
further net flows. The remaining economic life of these intangible assets is between 8 and 13 years and therefore the projected cash flows used
to determine value in use cover a pertod of lenger than five years. The operating profit margins are based on current experience and the discount
rates reflect the level of rigk for the relevant contracts.

The investment management and customer contracts impairment charge of £9min 2016 (2015: £5m) relates to the ingtitutional client contracts
cash generating unit and primarily reflects lower than forecast net inflows for the Absolute Return Governmeni Bond Fund. Following the
impairment the remaining carrying value of the institutional cliont contracts at 31 December 2016 is £25m (2015: £36m). The recoverable
amount at 31 December 2016 was calculated using a discount rate of 14% (2015: 14%) and an operating margin of 50% (2015: 40%).
Increasing the discount rate by 2% or decreasing the operating margin by 5% would result in an additional impairment loss of £2m or £3m
respectively. The current carrying value assumes no future inflows into the Absolute Return Government Bond Fund.

The carrying value of the life client contracts at 31 December 2016 is £58m (2015: £66m), Increasing the discount rate by 2% or decreasing the
operating margin by 5% would not result in an impairment loss and therefore would have no impact on profit after tax. The remaining
amortisation period of the life contracts is 8 years.

Goodwill allocated to the Standard Life lnvestments cash-generating unit is significant in comparison with the total value of goodwill. The
recoverable ameunt of this cash-generating unit is based on fairvalue less costs of disposal. The key assumption used to measure fairvalue is a
pricefearnings ratio which is derived from market price/earnings ratios of similar businesses o Standard Life Investments. This fair value
measurement would be categorised as level 3 in the fair value hierarchy. A reasonably possible change in the price/earnings ratio would not
result in an impairment.
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17. Deferred acquisition costs

The Group incurs costs to obtain and process new business, These are accounted for as follows:

Pensions and Savings ~ insurance and participating Investment contracts

Acquisition costs incurred in issuing insurance or participating investment contracts are not deferred where such costs are borne by a with profits
fund that was subject to the Prudential Regulation Authority (PRA) realistic capital regime. For other participating investment contracts,
incremental costs directly attributable to the issue of the contracts are deferred, For other insurance contracts both incremental acquisition costs
and cther indirect costs of acquiring and processing new business are deferred.

Deferred acquisition costs are amortised in proportion to projecled margins over the period the relevant contracts are expected to remain in
force. Afterinitial recognition, deferred acquisition costs are reviewed by category of business and written off to the extent that they are no longer
considered to be recoverable.

India and China - insurance contracts

The Group's pulicy fur acquisition costs incurred on insurance contracts issued by overseas subsidiarics is to apply the policy used in the iscuing
enlity’s local statutory or regulatary reporting or, where local reporting did not explicitly or implicitly defer acquisition costs at the time the
overseas subsidiary was first consolidated, to adjust those policies to apply a policy similar to that described above for non-participating
insurance contracts.

Non-participating investment contracts and asset management contracts

Incremental costs directly attributable to securing rights to receive fees for asset management services either sold with unit linked investment
contracls or in glher assel nianagernent services contracts, are deforred. Where such costs arce borne by a with profits fund that was subject to
the PRA's realistic capital regime, deferral is limited to the level of any related deferred income.

Deferred acquisition costs are amontised over the life of the ¢ontracts as the related revenue is recognised. After initial recognition, deferred
acquisition costs are reviewed by category of business and are written off to the extent that they are no longer considered to be recoverable.

Trail or renewal commission on non-participating investment contracts where the Group does not have an unconditional legal right to avoid
payment is deferred at inception of the contract and an offsetting liability for contingent commission is established.

2016 2015

Notes £m fm

At 1 January 646 771
Additions during the year 7 51 83
Amortisation charge 7 (96) (124)
Impairment charge 7 - 73
Foreign exchange adjustment 50 (11)
At 31 December 651 646

The amount of deferred acquisition costs expected to be recovered after more than 12 months is £566m (2015: £558m). Included in deferred
acquisition costs above are costs deferred on investment contracts (deferred origination costs) amounting to £389m (2015: £411m),

Included within the impairment charge of £73m for the year ended 31 December 2015 is £59m in relation to an impairment of deferred acquisition
costs in Hong Kong primarily as a result of a review of expense and reserving assumptions following regulatory change. The key non-economic
assumptions used in the impairment testing of Hong Kong deferred acquisition costs were those relating to future persistency and expenses. The
remaining impairment charge of £14m related to impairment of deferred acquisition costs in Singapore resulting from the closure of the business.
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8. Group financial statements continved

18. Investments in associates and joint ventures

Associates are entities where the Group can significantly influence decisions made relating to the financial and operating policies of the entity
but dees not control the entity. For entities where voting rights exict, significant influence is presumed where the Group holds between 20% and
50% of the voting rights.

Qur judgement is that the Group also has significant influence overinvestment vehicles where, through its role as investment manager, it has
power over the investment decisions of the vehicle. A a result the Group classifies all Group managed investment vehicles which are not
subsidiaries and in which the Group holds an investment as associates even though it may hold less than 20% of the voting rights of the
investment vehicle, Where the Group has an investment in an associate, a portion of which is held by, or is held indirectly through, a mutual
fund, unit trust or simifar entity, incfuding investment-linked insurance funds, that portion of the investment is measured at fair value through
profit orloss.

Joint ventures are strategic investments where the Group has agreed to share control of an entity’s financial and operating policies through &
shareholders’ agreement and decisions can only be taken with unanimous consent.

Associates, other than those accounted far at fair value through profit orloss, and joint ventures are accounted for using the equity method from
the date that significant influence or shared contral, respectively, commences until the date this ceases with consistent accounting policies
applied throughout.

Under the equity method, investments in associates and joint ventures are initially recognised at cost and include any goodwill identified on
acquisition, The carrying value is adjusted for the Group's share of post-acquisition profit or loss and other comprehensive income of the
associate or joint venture, which are recognised in the consolidated income statement and other comprehensive inceme respectively. The
carrying value is also adjusted for any impairment losses.

2016 2015

Notes £m £m

Investments in associates and joint ventures accounted for using the equity method 569 292
Investments in associates measured at FVTPL 21 7,376 5,425
Loans to associates and joint ventures 21 3 2
Total Investments in associates and joint ventures 7,948 5,719

The level of future dividend payments and other transfers of funds to the Group from associates and jeint ventures accounted for using the equity
method could be restricted by the regulatory solvency and capital requirements of the asseciate or joint venture, and certain local foreign currency
transaction restrictions.

(3a)  Investments in associates
The following are particulars of the Group's principal assaciates, which are both unlisted:

HDFC Standard Life Insurance HDFC Asset Management
Company Limited Company Limited
Country of incorporation and reglstration Indla India
2016 2015 2016 2015
fm £m £m Em
Summarised financial information of associate:
Revenue 2,844 1,961 175 127
Profit after tax 99 72 58 46
Cther comprehensive income/{expense) (5) . - .
Total assets 10,199 7,529 345 267
Tolal liabilities 9.776 7.228 180 131
Net assets 423 301 . 165 136
Interest held 35% 26% 40% 40%
Share of net assets 148 78 66 54
Carrying value of assoclate 363 115 111 87
Dividends received B 5 8 7

In April 2016 the Group acquired an additional 9% of the issued share capital of HDFC Standard Life Insurance Company Limited (HDFC Life). Refer to
Note 1 for further details.

On 8 August 2016, HDFC Life announced that it had agreed terms with Max Life Insurance Company Limited {Max Life), Max Financial Services
Limited (Max FS} and Max India Limited (Max India) for the combination of the life insurance businesses of HDFC Life and Max Life, The transaction is
intended to be cffected through a composite scheme of arrangement and remains subject to regulatory, court and other necessary approvals. The
aim is to complete the transaction within the next 12 months,

Under the proposed transaction Max Life will merge into Max FS and HOFC Life will then issue new shares to sharehotders of Max FS in exchange and
as consideration for the life insurance business of Max Life. Following completion of the transaction, the shares of HDFC Life will list on the Bombay
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Stock Exchange and the National Stock Exchange of India, subject to the approval of these stock exchanges and the Securitles and Exchange Board

of India.

Completion of the proposed transaction would result in the Group's current holding of 35% in HDFC Life beceming 24.1% of the enlarged HDFC

Life

entity at completion (bascd on current shareholdings). As a result, if the transaction is completed, the Group expects to recognise a dilutien gain in
the consolidated income statement, with a corresponding increase in the ¢arrying value of its investment in HDFC Life, The amount of the dilution

gain will be dependent on a number of factors including the share price of Max FS at completion, foreign exchange rates and the profit or loss

reported by HOFC Life until completion of the transaction. The Group will remain the second largest sharehoider in the enlarged HOFC Life entity. The

dilution gain is not expected to give rise {0 a tax charge.

The Group's interest in HDFC Life has been built up over time to its current level of 35% (2015: 26%). The difference between the carrying value
this associate and the Group's current share of net assets is due to additional investments being made at fair value rather than book value,

HODFC Asset Management Company Limited manages a range of mutual funds and provides portfolio management and advisory services. The
Greup's share of post-acquisition movements in reserves of HDFC Asset Management Company Limited which have been recognised directly in

equity, have not baen reflected in the carrying value of the associate. As a result there is a difference between the canrying value of the associate and

the Group's share of net assets.

of

The year end date for HDFC Asset Management Company Limited and HDFC Life is 31 March which is different from the Group's year end date of

31 December, For the purposes of the preparation of the Group’s consalidated financial statements, financial information as at and for the 12
months ended 30 September and 31 December is used for HOFC Asset Management Company Limited and HDFC Life respectively.

The Group also has investments in associates measured at FVTPL of £7,376m (2015: £5,425m), none of which are considered individually material

to the Group as the investments are primarily held by unit linked funds. These associates have no significant contingent fiabilities to which the
Group is exposed and there are no restrictions that would prevent the transfer of funds to the Group (2015: none).

(b} Investments in joint ventures
The following are particulars of the Group's principal joint venture which is unlisted:

Heng An Standard Life Insurance Company

Country of incorperation and registration China
2016 1015
£m £m
Summarised financial information of joint venture:
Revenue 254 194
Profit after tax 15 8
Other comprehensive income/({expense) (15) 3
Total assets 1,212 963
Total liabilities 1,035 807
Net assets 177 156
Interest hetd 50% 50%
Current share of net assets 88 78
Carrying value of joint venture 88 78
Dividends received -
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8. Group financial statements centinued

19. Investment property

Property held for long-term rental yields or investment gain that Is not occupied by the Group and property being constructed or developed for
future use as investment property are classified as investment property. Investment property is initially recognised at cost and subsequently
measured at fair value. Gains or losses arising from changes in fair vatue are recognised in the consolidated income statement.

2016 2015

Notes £m £m

At 1 January 9,991 9,041
Reclassified as held for sale during the year (191) (87)
Additipns — acquisitions? 1,624 595
Additions — subsequent expenditure 131 267
Net fair value (losses)/gains 4 (302) 452
Disposals {1,337) (290)
Transferred to owner occupied property 20 (28) -
Foreign exchange adjustment 44 (8)
Qther (3) 21
At 31 December 9,929 9,991

The fair vatue of investment property can be analysed as:

Freehold 7.2711 7.137
Long leasehold 2,658 2,788
Short leasehold - 66
9,929 9,991

t Additions ~ acquisitions inctudes £1,289m (2015: £nil) selating to the merger of property investment vehicles.

The rental income arising from investment property during the year from continuing operations amounted to £555m (2015: £487m). Direct operating
expenses (included within other administrative expenses) from continuing operations arising in respect of such rented property during the year
amounted to £75m {2015: £70m).

Valuations are provided by independent qualified professional valuers at 31 December or as at a date that is not more than three months before
31 December. Where valuations have been undertaken at dates prior to the end of the reporting period, adjustments are made where approptiate to
reflect the impact of changes in market conditions between the date of these valuations and the end of the reporting period.

Future minimum lease rental receivables in respect of non-cancellable operating leases on investment properties were as follows:

2016 2018

£m £m

Mot later than one year 477 478
Laterthan one year and no later than five years 1,529 1,563
Later than five years 4,028 4,105
Total uperating lease receivables 6,034 6,146

Estimates and assumptions

Determination of the fair value of investment property is a key estimate. The methods and assumptions used to determine fair value of
investment property are discussed in Note 43,
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20. Property, plant and equipment

Property, plant and equipment consists primarily of property owned and occupied by the Group and the computer equipment used to carry out
the Group's business and is initially recognised at cost.

Owner occupied property is ravalued at each reporting date to the fair value as provided by the most recent independent valuation less any
subsequent accumulated depreciation, The useful life of owner occupied property is considered as between 30 and 50 years. These properties
are deprecialed down ta their estimated residual values over their useful life and therefore depreciation is only charged if the residual value
expected at the end of the propenty’s useful life is lower than the fair value.

Equipment is subsequently measured at cost less depreciation. Depreciation is charged to the income statement over 2 to 15 years depending
on the length of time the Group expects to derive benefit from the asset.

Owner occupied
property Equipment Total

Notes £m £m fm
Cost orvaluation
At1]anuary 2015 138 130 268
Additions . 8 8
Disposals and adjustments? (92) - (92)
Revaluations 4 - 4
Impairment {gsses reversed? 7 5 - 5
At 31 December 2015 55 138 193
Additions 1 9 10
Transferred from investment property 19 28 - 28
Reclassified as held for sale (8) . (8)
Disposals and adjustments? (22) (10) (32)
Revaluations 5 - 5
Impairment losses recognised 7 (1) - Q)
Foreign exchange adjustment - 1 1
At 31 December 2016 58 138 196
Accumulated depreciation
At 1 January 2015 - (82) 82)
Depreciation charge for the year 7 - (16} (16)
Impairment loss recognised 7 - (4) (4)
At 31 December 2015 - (102) (102)
Depreciation charge for the year 7 - (18) (14)
Dispusals and adjustments? - 9 9
At 31 December 2016 - (107) {107)
Carrying amount
At 1 anuary 2015 138 48 186
At 31 December 2015 55 36 91
At 31 December 2016 58 31 89

' For the year ended 31 December 2016 £4m (2015: £nil} of disposals and adjustments relates to equipment with net book value of £nil whichis no longe in use,

r The impainnent losses reversed in sespect of owner occupied propenty for the year ended 31 December 2015 arose due 1o changes In the market value of a number of properties relative to their
original deemed cost,

If owner occupied property was measured using the cost model, the historical cost before impairment would be £93m (2015: £76m). As the
expected residual value of owner occupied property is in line with the current fair value, no depreciation is currently charged.
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8. Group financial statements continved

2l. Financial investments

Management determines the classification of financial investments at initial recognition. Financial investments which are not derivatives and are
not designated at fair value through profit or loss (FVTPL) are classified as either available-for-sale (AFS) or loans and receivables. The
classification of derivatives is set outin Note 23,

The majority of the Group's debt securities and all equily securities and interests in pooled investment funds are designated at FVTPL as they are
part of groups of assets which are managed and whose performance is evaluated on a fair value basis. These investments are recognised af fair
value with changes in fair value recognised in invostment return in the censolidated income statement. Commercial real estate loaps are

included within debt securities designated at fair value.

All ather debt securities are classified as AFS and are recognised at fair value with changes in fair value recognised in other comprehensive
income. Interest is credited to the consolidated income statement using the effective interest rate method. On disposal of an AFS security any

gains or losses previously recognised in other comprehensive income are recognised in the conseolidated income statement {recycling).

The accounting palicies for other financial investments are detaited in the separate related notes indicated below,

Designated as at

fair value through Hetd for Available- Loans and

profit or loss trading for-sate recelvables Totat
2016 Notes £m £m £m £m £fm
Investments in associates and joint ventures 18 7,376 3 7.379
Loans 22 - - 205 295
Derivative financial assets 23 - 3,534 - 3,534
Equity securities and interests in pooled
investment funds 41 83,307 - - . 83,307
Debt securities 41 67,312 621 - 67,933
Receivables and gther financial assets 24 10 1,245 1,255
Cash and cash equivalents 27 - 7,938 7,938
Total 158,005 3,534 621 9,481 171,641

Designated as at
falr value through Held for Available- Loans and

profit or loss trading for-sale recelvables Total
2015 Notes £m £m £m £m £m
Investments in associates and joint ventures 18 5,425 2 5,427
Loans 22 - 811 811
Derivative financial assets 23 - 2,444 2,444
Equity securities and interests in pooled
investment funds 41 71,679 - - 71,679
Debt securities 3| 65,914 - 743 - 66,657
Receivables and other financial assets 24 15 - 1,432 1,447
Cash and cash equivalents 27 - - 9,640 9,640
Total 143,033 2,444 743 11,885 158,105

The amaount of debt securities expected to be recovered or settled after more than 12 months is £55,591m (2015: £46,814m). Duc to the nature of
equity securities and interests in pooled investment funds, there is no fixed term associated with these securities.

Estimates and assumptions

Determination of the fair value of private equity investments and those debt securitics categorised as level 2 in the fair value hierarchy is a key
estimate. The methods and assumptions used to determine fair value of these assets are discussed in Note 43,
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22. Lloans

Loans are initially measured at fair value and subsequently measured at amortised cost, using the effective interest method, less any impairment
tosses,

2016 2015

Notes £m £m

Loans secured by mortgages 43(e) 73 87
Loans and advances to banks with greater than three manths te maturity from acquisition date 220 rrd!
Loans secured on policies 2 3
Loans 41 295 811

Loans with variable rates and fixed interest rates are £52m and £243m respectively (2015: £67m and £744m respectively). Loans that are expected
to be retovered after more than 12 months are £88m (2015: £138m).

Z23. Derivative financial instruments

A derivative is a financial instrument that is typically used to manage risk and whose value moves in response to an underlying variable such as
interest or foreign exchange rates, The Group uses derivative financiat instruments in order to match contractual liabilities, to reduce the risk
from potential movements in foreign exchange rates, equity indices, property indices and interest rates, to reduce credit risk or to achieve
efficient portfolio management. Certain consolidated investment vehicles also use derivatives to take and alter market exposure, with the
objective of enhancing performance and controlling risk,

Management determines the classification of derivatives at initial recognition. All derivative instruments are classified as held for trading except
those designated as part of a hedging relationship. Held for trading derivatives are measured at fair value with changes in fair value recognised
in the consolidated income statement,

UsIng derivatives Lo manage a parlicularexposure is referred to as hedging. For a derivative to be considered as pant of 3 hedging relationship its
purpose must be formally documented at inception. In addition, the effectiveness of the hedge must be initially high and be able to be reliably
measyred on a regular basis. Derivatives used to hedge variability in future cash flows such as revenue receivable in a foreign currency are
designated as cash flow hedges while derivatives used to hedge currency risk on investmenis in foreign operations are designated as net
investment hedges.

Where a derivative qualifies as a cash flow or net investment hedge, hedge accounting is applied. The effective part of any gain or loss resulting
from the change in fair value is recognised in olher comprehensive income, and in the cash flow or net investment hedge reserve in equity, while
any ineffective par is recognised immediately in the consclidated income statement. If a derivative ceases to meet the relevant hedging criteria,
hedge accounting is discontinued.

For cash flow hedges, the amount recognised in the cash flow hedge reserve is transferred Lo the consolidated income statement (recycled) in
the same period or periods during which the hedged item affects profit or loss and is transferred immediately if the cash flow is no longer
expected to occur. For net investment hedges, the amount recognised in the net investment hedge reserve is transferred to the consolidated
income statement on disposal of the investment.

UOIEULIOU] JB1URUY

2016 2015

Contract Fair value Falr value Contract Fair value Fair value

amount assets {fabilities amount assets liabilities

Notes £m £m £m £m £m Em

Cash flow hedges 9 - - 10 - -
Net investment hedges 6 - - 5 - -
Held for trading 35 119,926 3,534 965 153,277 2,444 1,254
Derivative financial instruments 41 119,90 3,534 965 153,292 2,444 1,254

Derivative assets of £2,460m (2015: £2,098m) are expected to be recovered after more than 12 months. Derivative liabilities of £215m (2015:
£475m) are expected to be settled after more than 12 months.

(a)  Cashflow hedges

Ferward foreign exchange contracts with an aggregate notional principal amount of £9m (2015: £10m} and a net fair value asset position of less
than £1m (2015: less than £1m) were designated as hedges of future ¢ash flows arising from revenue receivable in foreign currency. The cash flows
from these instruments are expected to be reported in the consolidated income statement for the following year, In 2016 and 2015, the
ineffectiveness recognised in the consolidated income statement that arises from these cash flow hedges was less than £1m,
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8. Group financial statements continued

(b) Net investment hedges

Forward forcign exchange contracts with 2 notional principal amount of £6m (2015: £5m) and a net fair value liability position of less than £1m
(2015: less than £1m) were designated as net investment hedges and gave rise to losses for the year of less than £1m (2015: less than £1m), which
have been deferred in the net investment hedge translation reserve. The effectiveness of hedges of net investments in foreign operations is
measured with reference to changes in the spot exchange rates. Any ineffectiveness, together with any difference in value attributable to forward
points, is recognised in the consolidated income statement. In 2016, the losses recognised in the consolidated income statement were less than
£1m (2015: less than £1m). During 2015 £110m was fransferred to retained eamings through the consolidated income statement due to the

disposal of the Canadian business on 30 January 2015.
(c) Held for trading

Derivative financial instruments classified as held for trading include those that the Group holds as economic hedges of financial instruments that
are measured at fair value. Held for trading derivative financial instruments are also held by the Group to match contractual liabilities that are

measured at fair value or to achieve efficient portfolic management in respect of instruments measured at fair value.

2016 2015
Contract Fair value Fair value Contract Fairvalue Fair value
amount assets liabilities amount assels liabilities
£m f£m £m fm £m fm
Equity derivatives:
Futures 5,907 33 88 12,684 18 129
Variance swaps 17 27 22 28 25 20
QOptions 3,397 571 8 4,752 661 3
Total retum swaps 2,313 3 38 3,652 18 50
Bond derivatives:
Futures 34,125 247 96 8,908 13 52
Interest rate derivatives:
Swaps 22,604 762 148 81,160 748 458
Floors 44 B - 63 11 -
Options . -
Swaptions 5,980 1,097 - 7,139 704 5
Foreign exchange derivatives:
Forwards 42,228 704 506 30,860 203 497
Futures - - . -
Options 1 - 1,276 11
Other derivatives:
inflation rate swaps 2,032 27 41 1,108 5 26
Credit default swaps 1,278 55 18 1,647 38 3
Derivative financial instruments held for trading 119,926 3,534 965 153,277 2444 1,254
(d) Maturity profile
The maturity profile of the contractual undiscounted cash flows in relation to derivative financial instruments is as follows:
Within 1 2-5 6-10 11-15 16-20 Greater than
year years years years years 20 years Total
2016 fm £m £m £m £m £m £m
Cash inflows
Derivative financial assets 23,319 448 355 172 221 744 25,259
Derivative financial liabilities 14,060 11 1 14,072
Total 37,379 459 355 172 222 744 39,331
Cash oytflows
Derivative financial assets (22.175) 2 {4} (16) (11) - {22,208)
Derivative financial liabilities (14,821) (46) (23) (14} (32 (147} {15,083)
Total {36,996) (48) 27 (30) {43) (147)  {37,291)
Net derjvative financial instruments cash inflows 383 411 328 142 179 597 2,040
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Cash inflows and outflows are presented on a net basis where the Group is required to settle cash flows net.

Within 1 2-5 6-10 11-15 16-20  Greaterthan
year years years years years 20 years Total
2015 £m £m £m £m £m £m £m
Cash inflows
Derivative financial assets 9,288 453 469 86 96 503 10,895
Derivative financial liabilities 20,003 10 3 2 20,018
Total 29,291 463 472 86 96 505 30,913
Cash outflows
Derivative financial assets (8,831) (3 (15 (32} {490) (9,371)
Derivative financial liabilities {20,695) {107) (44) (24) (33) (494) (21,397)
Total (29,526) (1190) (59 (56) (523) (494) (30,768)
Net derivative financial instruments cash
(outflows)/inflows {235) 353 413 30 (427) 11 145
Estimates and assumptions
Determination of the fair value of over-the-counter derivative financial instruments is a key estimate, The methods and assumptions used to
determine fair value of over-the-counter derivative financial instruments are discussed in Note 43.
24. Receivables and other financial assets
2016 2015
Notes £m £m
Amounts receivable on direct insurance business 82 83
Amounts receivable on reinsurance contracts 1 1
Outstanding sales of investment securities 196 58
Accrued income 223 224
Cancellations of units awaiting settlement 317 265
Collateral pledged in respect of derivative contracts 30 448
Property related assets 156 169
Contingent consideration asset 10 15
Other 240 184
Receivables and other financial assets 1,255 1,447
The carnrying amounts disclosed above reasonably approximate the fair values as at the year end.
The amount of receivables and other financial assets expected to be recovered after more than 12 menths is £77m (2015: £69m).
25. Other assets
2016 1015
£m £m
Prepayments 41 36
Other 53 53
Other assets 94 89
The amount of other assets expected to be recovered after more than 12 months is £4m (2015: £26m).
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8. Group financial statements continued

26. Assets and liabilities held for sale

Assets and liabilities held for sale are presented separately in the consclidated statement of financial position and consist of operations and
individuat non-current assets whose carrying amount will be recovered principally through a sale transaction and not through continuing use.

Operations held for sale, being disposal groups, are measured at the lower of their carying amount and their fair value less disposal costs, No
depreciation or amortisation is charged on assels in a disposal group once it has been classified as held for sale,

Operations held for sale relate ta newly established investment vehicies which the Group has seeded but is actively seeking to divest from, For
these investment funds, which do not have significant liabilities or nan-financiat assets, financial assets continue to be measured based on the
accounting policies that applied before they were classified as held for sale.

Certain amounts seeded into funds are classified as investments in associates at FVTPL. Investment property and owner occupied property held
for sale relates to property for which contracts have been exchanged but the sale had not completed during the current financial year.
Investments in assaciates at FVTPL and investment propesty held for sale continue te be measured based on the accounting policies that applied
before they were classified as held for sale.

2016 2015
£m Em

Assets of operations held for sale
Investment vehicles 27 207
Investments in associates at FVTPL - 33
lnvestment and owner occupied property! 236 87
Assets held for sale 263 327
Liabilitles of operatiens held for sale N 83

+ Consists of £228m investment property (2015; £87m) and £8m owner occupied property (2015: Enil).

The assets and liabilities of operations held for sale at 31 December 2015 primarily related to the assets and liabilities of a consolidated
infrastructure fund and its subsidiaries. The Group no longer has control of this fund at 31 December 2016, The assats and liabilities were hald in
the Pensions and Savings segment.

27. Cash and cash equivalents

Cash and cash equivalents include cash at bank, money at call and short notice with hanks, and any highly liquid investments {including reverse
repurchase agreements) with less than three months to maturity from the date of acquisition, and are measured at amortised cost. For the
purposes of the consolidated statement of cash flows, cash and cash equivalents also include bank overdrafts which are included in other
financial liabilities on the consolidated statement of financial position.

2016 2015

£m fm

Cash at bank and in hand 753 824
Moncy at call, term deposits and debt instruments with less than three months to

maturity from acquisition 7,185 8,816

Cash and cash equivalents 7,938 92,640

2016 2015

Nates Em £m

Cash and cash equivalents 7,938 9,640

Bank overdrafts 39 (38) (49)

Total cash and cash equivalents for consolidated statement of cash flows 7,900 9,591

Cash at bank, moncy at call and shoert notice and deposits are subject 1o variable interest rates.
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28. Issued share capital and share premium

Shares are classified as equity instruments when there is no contractual obligation to deliver cash or other assets to another entity on terms that
may be unfavourable. The Company’s share capital cansists of the number of ordinary shares in issue multiplied by their nominal value. The
differente between the proceeds received on issue of the shares and the nominal value of the shares issued is recorded in share premium,

(3}  Issued share capital
The movement in the issued ordinary share capital of the Company was:

2016 2016 2015 2015 2015
Issued shares fully pald 12 2/9p each £m 10p each 12 2/9p each fm
At 1 January 1,969,937,375 241 2,394,373,744 - 239
Shares issued in respect of share incentive plans 460,194 - 169,283 194,329
Shares issued in respect of share options 8,486,868 1 642,089 10,046,128 2
New shares issued immediately prior to share
consolidation - - 6 -
Share consolidation - - (2,395,185,122) 1,959,696,918 -
At 31 December 1,978,884,437 242 - 1,969,937,375 241

On 13 Maich 2015, the Company uideilook a share consalidation of the Company's share capital. Nine new ordinary shares of 12 2/9 pence each
were issued for each holding of 11 existing ordinary shares of 10 pence each. As a result, the number of shares inissue reduced from
2,395,1385,122 {u 1,959,696,918. All ordinary shares in issue in the Company rank pari passu and carry the same voting rights to receive dividends
and other distributions declared or paid by the Company.

The Cunyrany care issue shares to satislfy awards granted under employee inceative plans which have been approved by charcholdore, Details of the
Group’s employee plans are provided in Note 47.

(b} Return of value

668,370,013 ‘B" shines were issued for nil consideration with a nominal value of 73 pence cach on 19 March 2015, resulting in atotal of £428m
being credited to the ‘B’ share capital account. At the same time £488m was deducted from the share premium account, On 20 March 2015 the

‘B’ shares were redeemed at 73 pence each. An amount of £488m was deducted from the B’ share capital account and £488m was transferred from
retained earnings to the capital redemption reserve.

1,726,815,109 'C’ shares were issued for nil consideration with a nominal value of 0.0000001 pence each on 19 March 2015. Anamount of £1.73
was credited to the ‘C’ share capital accouni. On 2¢ March 2015 a dividend of 73 pence per share became payable at a total cost of £1,261m and
this amount has been recorded as a deduction from retained earnings. On the same date, the ‘C’ shares were automatically reclassified as deferred
shares. The Company subsequently purchased the deferred shares for an aggregate consideration of one pence.

On 17 June 2016 the Company’s capital redemption reserve was cancelled in accordance with section 649 of the Companies Act 2006 resulting in a
transfer of £488m to retained earnings.

{c) Share premium

2016 2015

£m £m

1 January 628 1,115
Issue of ‘B’ shares - (488)
Shares issued in respect of share options 6 1
31 December 634 628

29. Shares held by trusts

Shares held by trusts relates to shares in Standard Life pl¢ that are held by the Employee Share Trust (EST) and the Unclaimed Asset Trust (UAT).

The EST purchases shares in the Company for delivery to employees under employee incentive plans. Purchased shares are recognised as a
deduction from equity at the price paid for them. Where new shares are issued to the EST the price paid is the nominal value of the shares. When
shares are distributed from the trust their corresponding value is released to retained earnings,

In July 2006 Standard Life demutualised and former members of the mutual company were allocated shares in the new listed Company. Some
former members were yet to £laim their shares and the UAT held these on their behalf. There was an off-setting obligation to deliver these shares
which was also recognised in the shares held by trust reserve. The shares and the off-setting obligation were both measured at £nil. The claim
entitlement period for the UAT expired on 9 July 2016. Shares remaining in the UAT after ¢ July 2016 continue to be measured at £nil.
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8. Group financial statements continued

The number of shares held in trust at 31 December 2016 was as follows:

2016 2015
Number of shares held in trust
Employee Share Trust 1,287,431 1,637,419
Unclaimed Asset Trust 12,999,801 14,709,934

On expiry of the claim period on 9 July 2016, the entitlement to the unclaimed shares remaining in the UAT transferred to the Company. Unclaimed
shares, and unclaimed cash referred to in Note 30, will be used to fund the charitable activities of the Standard Life Foundation.

30. Retained earnings
The following table shows movements in retained earnings during the year. The movements are aggregated for both continuing and discontinued
operations.

2016 2015
Notes £m £m
At 1January 2,162 1,816
Recognised in comprehensive income
Recognised in profit for the year attributabie to equity holders 368 1,423
Recognised in other comprehensive income
Remeasurement gains on defined benefit pension plans 37 162 148
Share of other comprehensive income/(expense) of associates and joint ventures (10) 2
Aggregate tax items recognised in other comprehensive income 2 5
Total items recognised in comprehensive income 522 1,578
Recognised directly in equity
Dividends paid on ordinary shares (370) (343)
Redempticn of ‘B’ shares 28 - (488)
Dividends paid on ‘C’ shares 28 - (1,261)
Dividends due on unclaimed shares not held in the Unclaimed Asset Trust - (93}
Transfer from equily compensation reserve for vested employee share-based payments 3 23 32
Transfer from other reserves on disposal of a subsidiary - 827
Cancellation of capital redemption reserve 31 488 -
Shares distributed by employee and other trusts 7} 2
Expiry of unclaimed asset trust ¢claim period 41
Aggregate tax items recognised in equity %) 5
Total itemns recognised directly in equity 171 (1,232)
At 31 December 2,855 2,162

In addition to unclaimed shares, which are referred to in Note 29, the UAT holds cash in relation to unclaimed cash enlitlements arising from both
cash entitlements which were allecated to eligible members of the mutual company at the date of demutualisation and dividends raceived on
shares held in the UAT, On expiry of the UAT claim period on 9 July 2016, the entitlement to the unclaimed assets remaining in the UAT transferred to
the Group. The expiry resulted in the derecognition of a liability of £41m o eligible members in relation to their cash entillements, which was
recognised directly in retained earnings in equity.
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31. Movements in other reserves

In July 2006 Standard Life demutualised and during this process the merger reserve, the reserve arising on Group reconstruction and the special
reserve were created.

Merger Reserve: At demutualisation in July 2006 the Company issued shares to former members of the mutual company. The difference between
the nominal value of these shares and their issue value was recognised in the merger reserve, The reserve comprises compenents altaching to
each subsidiary that was transferred to the Company at demutualisation based on their fair value at that date. On disposal orimpairment of such
a subsidiary the related component of the merger reserve is released to retained earnings.

Reserve arising on Group reconstruction: The value of the shares issued at demutualisation was equal to the fair value of the business at that
date. The business's assets and liabilities were recognised at their book vatue at the time of demutualisation. The difference between the book
value of the business’s net assets and its fair value was recognised in the reserve arising on Group reconstruction. The reserve comprises
compoenents attaching to each subsidiary that was transferred to the Company at demutualisation. On disposal of such a subsidiary the retated
compenent of the reserve arising on Group reconstruction is released to retained eamings.

Special reserve: Immediately following demutualisation and the related initial public offering, the Company reduced its share premium reserve
by court arder giving rise to the special reserve. Dividends can be paid out of this reserve.

The following tables show the movements in other reserves during the year. The movements are aggregated for both continuing and discontinued
operations,

Revaluation Avallable-
of owner Foreign for-sale Equity Reserve arising Capital
occupied currency financlal Merger compensation  Special on Group redemption
property translatlon assets reserve reserve  reserve reconstruction reserve  Total
2016 Notes £m £m £m £m £m Em £m £m £m
At 1 January - (€4] 1 2,080 53 241 {1,879) 488 977
Recognised in other comprehensive
income
Fairvalue gains on available-for-sale
financial assets - - 17 - - - - . 17
Revaluation of owner occupied preperty 20 5 - - - - - - - 5

Exchange differences on translating

foreign apecations . 173 . - . - . - 173
With profits funds; Asseciated UDS

movement recagnised In other

comprehensive income 33 [$3] (62) . - . - - - 67)
Aggregate tax eflect of items recognised
in other comprehensive income . - (3 . - . - . 3)

Total ltems recognised in other
comprehenslve income - 111 14 . - - - - 125

Recognised directly in equity
Reserves credit for employee share-

based payment schemes - - . - 30 - - - e
Transler to retained eamings for vested ’

employee share-based payments 30 - - - - (23) - - - 23
Cancellation of capital redemption

reserve 28 . - . - . - - (488) (488)
Aggregate tax effect of items recognised

directly in equity - . - . (3} . - . {3)
Total items recognised direcily within

equity - - - . 4 . - (488)  (484)
At 31 December - 104 15 2,080 57 241 {1,879} - 618
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8. Group financial statements continued

Revaluation Available- Reserve
of owner Cash Foreign Net  for-sale Equity arising on Capital
occupied Aow currency  Investment  financial Merger compensation Speclal Group redemption
property hedges translation hedge assets resasve reserve reserve reconstruction reserve  Total
2015 £m £m £m £m £m £m £m £m £m £m fm
At 1 January 20 3 110 54 13 3,108 52 241 {2,100} - 1,501
Recognlsed in other
comprehensive income
Fair value gains on cash ftow
hedges - 57 57
Net invesiment hedge 56 56
fair value gains on available-
for-sale financial assets 7 7
Revaluation of owner
occupied propeny 4 - - 4
Exchange differences on
translating foreign operations (58) - . (68)
With profits funds: Associated
UDS movement recognised in
other comprehensive income ) 1 (3
Aggregale tax effect of items
recognised in other
comprehensive income - 2} (2}
Items transfemed to profit or
loss on disposal of
subsidiaries - {60) {50} (110) (17) (237)
Total items recognised in
other comprehensive income - {3 117 (54) e - - - - - (186)
Recognlsed directly in equity
Redemption of ‘B’ shares - - - 488 488
Reserves credit for employee
share-based payment
schemes 34 34
Transfer to retained eamings
for vested employee share-
based payments . (32) (32)
Transfer to UDS on sale of
owner otcupied property (14) - - (14)
With profits funds: Associated
UDS movement recognised in
equity 14 14
Transfer between reserves on
disposal of subsidiaries (20) {1.028) - - 1 (827
Aggregate tax effect of items
recognised directly in equity - {1} {n
Totalitems recognised
directty within equity (20) - - - - (1,028) 1 - 221 488 (338)
Al 31 Dacember - . N - 1 2,080 53 241 {1,879) 488 977
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32. Non-cantrolling interests and third party interest in consolidated funds
(3) Non-controlling interests
The movement in non-cantrolling interests during the year was:

2016 2015

Em fm

At 1 January 347 278
Profitin the year attributable to non-controlling interests 51 62
Net contributions (66) 44
Distributions {45) (35)
Foreign exchange differences on translating foreign operations 10 (2)
At 31 December 297 347

Included in non-controlling interests of £297m (2015: £347m} are non-controlling interests of Standard Life European Private Equity Trust plc
(SLEFET), which was ienaimed Slandard Life Private Cquity Trust plc on 1 February 2017, of £251m (2015: £210m) whichis considered material to
the Group, Non-controlling interests own 45% (2015: 46%) of the voting rights of SLEPET. The profit atlocated to non-controlling interests of SLEPET
forthe year ended 31 December 2016 is £49m (2015: £31m). Dividends paid to non-controlling interests of SLEPET during the year ended

31 December 2016 were £4m (2015: £5m),

Summarised financial information for SLEPET prior to intercompany eliminations is provided in the following table. The summarised financial
information is for the years ended 30 September 2016 and 2015 which is SLEPET's financial reporting date and is considered indicative of the
interest that non-controlling interests of SLEPET have in the Group's activities and cash flows. The financial statements of SLEPET for the years ended
30 Seplember 2016 and 2015 have been adjusted for market movements and any other significant events or transactions for the three months to

31 Decembey for the purposes of consolidation into the Group’s consolidated financial statements for the years ended 31 December 2016 and 2015
respectively.

2016 2015
SLEPET 30 September £m fm
Statement of financial position:
Total assels 540 439
Total liabilities 7
tncome statement:
Revenue 119 53
Profil after tax 107 47
Total comprehensive income 107 47
Cash flows:
Cash flows from operating activities 5 8
Cash flows from investing activities 73 22
Cash flows from financing activities (13) (20)
Net increase in cash equivalents 65 10

There are no protective rights of non-controlling interests which significantly restrict the Group's ability to access or use the assets and settle the
liabilities of the Group.

{b} Third party interest in consolidated funds
The movement in third party interest in consolidated funds during the year was:

2016 2015

£m fm

At 1 [anuary 17,196 15,805
Change in liability for third party interest in consolidated funds 296 531
Met contributions and movements between classifications of investments (559) 1,166
Distributions (298) (267)
Foreign exchange differences on translating foreign operations 200 [61)]
At 31 December 16,835 17,196
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8. Group financial statements continued

33. Insurance contracts, investment contracts and reinsurance contracts

)] Classification of insurance and investment contracts

The measurement basis of assets and liabilities arising from life and pensions business contracts is dependent upon the classification of those
contracts as either insurance or investment contracts.

Insurance contracts

A contract is classified as an insurance contract only if it transfers significant insurance risk. Insurance risk is significant if an insured event could
cause aninsurer to pay significant additional benefits to those payable if no insured event occurred, excluding scenarios that lack commercial
substance. A contract that is classified as an insurance contract remains an insurance contract until all rights and obligations are extinguished or
expire,

Investment contracts
Life and pensions business contracts that are not ¢lassified as insurance coniracls are classified as investment contracts.

Participating contracts

The Group has written insurance and invesiment contracts which cantain discretionary participating features (e.g. with profits business). These
contracts provide a cantractual right to receive additional benefits as a supptement to guaranteed benefits. These additional benefits are based
on the performance of with profits funds and their amount and timing is at the discretion of the Group. These contracts are referred to as
participating insurance contracts if they contain a feature that transfers significant insurance risk and otherwise as participating investment
contracts.

Hybrid contracts

Generally, life and pensions business product classes are sufficiently homogeneous to permit a single classification at the levei of the product
class. However, in some cases, a product class may contain individual contracts that fall across multiple classifications (hybrid contracts). For
certain significant hybrid contracts the product class is separated into the insurance element, a nen-paricipating investment element and a
participating investment element, so that each element is accounted for separately.

Embedded derivatives
Where a coniract contains a feature that meets the definition of both an insurance contract and a derivative, the centract is classified in its
entirety as an insurance contract.

The following table summarises the classification of the Group's significant types of life and pensions business contracts as described in Note 3.

Participating insurance  Non-participating Insurance Particlpating investment Mon-participating investment

Reportable segment contracts contracts contracts contracts
Pensions and Savings Germany unitised with UK & Ireland annuity-in- UK & Ireland unitised with UK & Ireland unit linked
profits deferred annuity payment contracls  profits pension contracts pension contracts

contracts . . . .
Certain UK & [reland unit Certain UK & Ireland unit
UK & Ireland unitised with linked investment bonds linked investment bends

profits life contracts UK deferred annuity

contracts

Germany unit linked
deferred annuity contracts

India and China Hong Kong unit linked life
contracts

Delails of the accounting policies for non-participating investment contracts are given in Note 34,

(i) Income statement presentation — insurance and participating investment contracts

For insurance contracts and participating investment contracts, IFRS & Insurance Contracts permits the continued application, forincome
statement presentation purposes, of accounting policies that were being used at the date of transition to IFRS, except where a change is deemed
to male the financiak statements more relevant to the cconomic decision-making needs of users and no less reliable, ormore reliahle, and no
less relevant to those needs. Therefore the Group appiies accounting policies determined in accordance with the Association of British Insurers
Statement of Recommended Practice issued in 2005 (ABI SORP) as described below.

Premiums reccived on insurance contracts and participating investment contracts are recognised as revenue in the consalidatad income
statement when due for payment, excepl for unit linked premiums which are accounted for when the corresponding liabilities are recognised. For
single premium business, this is the date from which the policy is effective. For regular (and recurring) premium contracts, receivables are
established at the date when payments are due.

Claims paid on insurance contracts and paricipaling investment contracts are recognised as expenses in the consolidated income statement.
Maturity claims and annuities are accounted forwhen duge for paymont, Surronders are accounted forwhen paid ar, if eardier, on the date when
the poticy ceases to be included within the calculation of the insurance liability. Death claims and all other claims are accounted for when
notified.

When a policyholder exercises an option within an investment contract to utilise withdrawal proceeds from tha invectmant contract to sacure
future benefits which contain significant insurance risk, the related investment contract liability is derecognised and an insurance contract
liability is recognised. The withdrawal proceeds which are used to secure the insurance contract are recognised as premium income.

Ciaims payable include the direct costs of settlement. Reinsurance recoveries are accounted for in the same period as the related claim.

160 Standard Life 2016




The change in insurance and participating investment contract liabilities, comprising the full movement in the corresponding liabilities during the
period, is recognised in the consolidated income statement. This also includes the movement in unallocated divisible surplus (UDS) in the
period. However, where movements in assets and liabilities which are aitributable to pariicipating policyho!ders are recognised in other
comprehensive income, the change in UDS arising from these movements is not recognised in the consolidated income statement as it is also
recognised in other comprehensive income.

(i) Measurement - insuzance and participating investment contract liabilities

Forinsurance contracts and participating investment contracts, IFRS & fnsurance Contracts permits the continued application, for measurement
purpases, of accaunting palicies that were being used at the date of transition to IFRS, except where a change is deemed to make the financial
statements more relevant to the economic decision-making needs of users and no less reliable, or more reliable, and no less relevant to those
needs. Therefore the Group applies accounting policies determined in accordance with the ABI SORP as described below. As was permitted
under the ABI SORP, the Group adapts local regulatory valuation methods, adjusted for consistency with asset measurement policies, for the
measurement of liabilities under insurance contracts and participating investment contracts issued by overseas subsidiaries.

{iv) Measurement - participating contract liabilities
Participating contract liabilities are analysed into the following components:

» Participating insurance contract liabilities

» Panticipating investment contract liabilities

» Present value of future profits on non-participating contracts, which is treated as a deduction from gross participating contract liabilities
» Unallocated divisible surplus

The policy for measuring each component is noted below,

Participating insurance and investment contract liabilities

Participating contract liabilities arising under ¢contracts issued by with profits funds which were within the scope of the Prudential Regulation
Authtity (PRA) realistic Lapital regime pior 1o the inroduction of Solvency Il are measurcd on the PRA realistic basis that was used in the PRA
realistic capitai regime. Under this approach, the value of participating insurance and participating investment coniract fiabilities in each with
profits fund is calculated as:

» With profits benefits reserves (WPBR) for the fund as determined under the PRA realistic basis, plus
» Future policy related liabilities (FPRL) for the fund as determined under the PRA realistic basis, less
» Any amounts due to equity holders included in FPRL, less

¥ The puition of fulue peofits on non-participating contracts included in MRL not duc to cquity holders, where thic partion ¢an be separately
identified

The WPBR is primarily based on the retrospective calculation of accumulated asset shares. The aggregate value of individual policy asset shares
reflects the actual premium, expense and charge history of each policy. The net investment return credited to the asset shares is consistent with
the return achieved on the assets netionally backing participating business. Any mortatity deductions are based on published monality tables
adjusted where necessary for experience variations. For those asset shares on an expense basis, the allowance for expenses attributed to the
asset share is, as far as practical, the appropriate share of the actual expenses incurred or charged to the fund. For those on a charges basis, the
allowance is consistent with the charges for an equivalent unit linked policy. The FPRL comprises other components such as a market consistent
stochastic valuation of the cost of options and guarantees.

The Group's principal with profits fund is the Heritage With Profits Fund (HWPF) operated by Standard Life Assurance Limited (SLAL). The
participating contracts held in the HMWPF were issued by a with profits fund that fell within the scope of the PRA realistic capital regime. Under the
Scheme of Demutualisation (the Scheme), the residual estate of the HWPF exists to meet amounts which may be charged 10 the HWPF under the
Scheme. However, to the extent that SLAL's board is satisfied that there is an excess residual estate, it shal! be distributed over time as an
enhancement to final bonuses payable on the remaining eligible policies invested in the HWPF. This planned enhancement to the benefits under
with profits contracts held in the HWPF is included in the FPRL under the PRA realistic basis, resulting in a realisti¢ surplus of nil. Applying the
policy noted above, this planned enhancement is therefore included within the measurement of panicipating contract liabilities,

The Scheme provides that cenain defined cash flows (recourse cash fows) arising in the HWPF on specified blocks of UK and Ireland business,
hoth panicipating and non-participating, may be tansletred out of that fund when they emerge, being transferred to the Shareholder Fund (SHF)
or the Proprietary Business Fund (PBF} of SLAL, and thus accrue to the ultimate benefit of equity holders of the Company. Under the Scheme,
such transfers are subject to certain consiraints in order to protect policyholders, The Scheme also provides for additional expenses to be
charged by the PBF to the HWPF in respect of Germany branch business in SLAL.

Under the PRA realistic basis, the discounted value of expected future cash flows on participating contracts not reflected in the WPBR is included
in FPRL (as a reduction in FPRL where future cash flows are expected to be positive). The discounted vatue of expected future cash lows on non-
participating contracts nol reflected in the measure on non-participating liabilities is recognised as a separate asset (where future cash flows are
expected to be positive). The Scheme requirement to transfer future recourse cash flows out of the HWPF is recognised as an addition to FPRL.
The discounted value of expected future ¢cash Aows on non-participating contracts can be apportioned between those included in the recourse
cash flows and those retained in the HWPF for the benefit of policyholders.

Applying the policy noted above:

» The value of participating insurance and participating investment contract liabilities is reduced by future expected (net positive} cash flows
arising on participating contracts

» Future expected cash flows on nen-participating contracts are not recognised as an asset of the HWPF. However, future expected cash flows on

non-participating contracts that are not recourse cash flows under the Scheme are used to adjust the value of participating insurance and
participating investment contract liabilities.
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8. Group financial statements continves

Some participating contract liabilities arise under contracts issued by a non-participating fund with a with profits investment element then
transferred to a with profits fund within SLAL that fell within the scope of the PRA’s realistic capital regime. The with profits investment element of
such contracts is measured as described above. In particular the expected future cash flows included in the FPRL reflect the transfer of charges to
the non-participating fund only to the extent that solvency of the with profit fund on the realistic basis is maintained. Any liability forinsurance
features retained in the non-participating fund is measured using the gross premium method applicable to non-participating contracts {see
policy (V).

Present value of future profits (PVFP) on non-participating contracts held in a with profits fund

This applies only 1o the HWPF as no other with profits funds hold non-participating contracts. An amount is recognised for the PVFP on non-
participating contracts since the determination of the realistic value of liabilities for with profits contracts in the HWPF takes account of this value.
The amount is recognised as a deduction from liabilities. As this amount can be apportioned between an amount recognised in the realistic value
of with profits ¢ontract liabilities and an amount recognised in UDS, the apportioned amounts are reflected in the measurement of participating
contract liabilities and UDS respectively.

Unallocated divisible surplus (UDS)

The UDS comprises the difference between the assets and all other recognised liabilities in the Group's with profits funds. This amount is
recognised as a liability as it is not considered to be allocated to shareholders due to uncertainty regarding transfers from these funds to equity
holders.

In relation to the HWPF, amounts are considered to be allocated to equity holders when they emerge as recourse cash flows within the HWPF.
As a result of the policies for measuring the HWPF's assels and all its other recognised liabitities:

» The UDS of the HWPF comprises the value of future recourse cash flows in participating contracts (but not the value of future recourse cash
flows on non-participating contracts), the value of future addltional expenses to be charged on Germany branch business and the effect of any
measurement differences between the Realistic Balance Sheet value and IFRS accounting policy value of all assets and all liabilities other than
paricipating contract liabilities recognised in the HWPF

» The recourse cash flows are recognised as they emerge as an addition to equity holders’ profits if positive or as a deduction if negative. As the
additional expenses are charged in respect of the Germany branch business, they are recognised as an addition to equity holders’ praofits.

v) Measurement - non-participating insurance contract liabilities

Pensions and Savings
The liability for annuity in payment contracts is measured by discounting the expected future annuity payments together with an appropriate
eslimate of future expenses at an assumed rate of interest derived from yields on the underlying assets.

Other non-participating insurance contracts are measurad using the gross premium method. In general terms, a gross premium valuation basis is
one in which the premiums brought into account are the full amounts receivable under the contract. The method includes explicit estimates of
premiums, expected ¢laims and costs of maintaining contracts. Cash flows are discounted at the valuation rate of interest determined to refteci
conditions at the reporting date in accordance with Prudential Regulation Authority (PRA) requirements that existed at 31 December 2015,

India and China
The Group’s poticy for measuring liabilities for non-participating insurance contracts issued by overseas subsidiaries is to apply the valuation
technique used in the issuing entity's local statutory or regulatery reporting.

(vi) Measurement - liability adequacy test

The Group applies a liability adequacy test at each reporting date to ensure that the insurance and participating contract liabitities (less related
deferred acquisition costs) are adequate in the light of the estimated future cash Aows. Thic tact is perfarmed by comparing the camrying value of
the liability and the discounted projections of future cash flows.

If a deficiency is found in the liability {i.e. the carrying value amount of its insurance liabilities is less than the future expected cash flows), that
deficiency is provided for in full. The deficiency is recognised in the concolidated income statement.

(vii} Reinsurance contracts

Contracts with reinsurers are assessed to determine whether they contain significant insurance risk. Contracts that do not give riseto a
significant transfer of insurance risk to the reinsurer are considered financial reinsurance and are accounted for and disclosed in a manner
consistent with financial instruments.

Contracts that give rise to a significant transfer of insurance rick to the reinsurer are assessed to determine whother thoy contain an alemant that
docs not transfer significant insurance rislk and which can be measured separately frem the incurance component, Where such elements are
present, they are accounted for separately with any deposit element being accounted for and dicclocod in 2 manner consistont with financial
instruments. The remaining elements, or where no such separate elements are identified, the entire centracts, are classified as reinsurance
contracts.

Reinsurance contracts are measured using valuation techniques and assumptions that are consistent with the valuation techniques and
assumptions used in measuring the undertying policy benefits and taking into account the terms of the reinsurance contract.

Reinsurance rocoveries due frem reinsurers and reinsurance premiums due to reinsurers under reinsurance contracts that are contractually due
at the reporting date are separately recognised in receivables and other financial assets and otherfinancial liabilities respectively unless a right
of offset exists, in which cace the net amount is reponied on the consolidated statement of financial position.

162 Standard Life 2016




(3)  Insurance contracts and participating investment contracts

2016 2015

£m fm

Man-participating insurance contract liabillties 23,422 21,206
Participating contract liabilities:

Participating insurance contract liabilities 15,151 14,283

Participating investment contract liabilities 15,537 14,716

Unallocated divisible surplus 585 €55

Participating contract liabilities 31,273 29,654

{b)  Change in liabilities and reinsurance contracts
The movement in insurance contract liabilities, participating investment contract liabilities and reinsurance contracts during the year was as follows:

Participating  Non-participating Participating  Total insurance
insurance contract  Insurance contract investment contract and panticipating Reinsurance
Liabilities liabilltles flabillties contracts contracts Net

2016 £m £m £m £m Em £m
At 1 January 14,283 21,206 14,716 50,205 (5.515) 44,690
Expected change (1,335) (662} (881) {2,878) 374 (2,504)
Methodology/modelling changes (45) 1 3 (41) 53 12
Effect of changes in

Economic assumptions (465) 1,901 194 1,630 (384) 1,246

Non-economic assumptions (23) (104) 47 (80} 50 (30}
Effect of

Economic experience 1,193 413 1,426 3,032 41 3,073

Non-economic experience 88 (358) (106) (376} 6 (370)
New business - 794 34 828 . 828
Total change in contract liabilitles (587) 1,985 717 2,115 140 2,255
Foreign exchange adjustment 1,455 231 104 1,790 {11) 1,779
At 31 December 15,151 23,422 15,537 54,110 (5.386} 48,724

Due to changes in economic and non-economic factors, certain assumptions used in estimating insurance and investment contract liabilities have
been revised, Therefore, the change in liabilities reflects actual perfermance over the year, changes in assumptions and, to a limited extent,
improvements in modelling techniques.

Non-2conomic assumptions net of reinsurance decrease of £30m primarily relates to changes in mortality assumptions for non-participating
insurance contract liabilities.

Economic assumptions reflects changes in fixed income yields, leading to lower valuation interest rates for non-participating business, and other
market muvements. Economic assumptions also include the effect of a change in the discount rate used to meacure the liability for non-participating
inswance contract liabilities wesulling fium a change in the way asaets are hypothecated between participating and non participating business in
the HWPF, This change has resulted in an increase in non-participating insurance contract liabilities, fully offset by a decrease in participaling
liabilities.

Participating  Non-partlcipating Participating  Total insurance
insurance contract  insurance contract investment and participating Relnsurance
Llizbilities liabitities contract liabilities contracts contracts Net

2015 £m £m £m £m £m £m
At 1 January 15,397 21,841 15,10 52,429 (6,036) 46,393
Expected change {1,042) (808) (902} (2.752) 388 (2.364)
Methodalogy/modelling changes 17 19 22 14 (3} 11
Effect of changes in

Economic assumptions 148 (6491) an (360) 101 259

Non-economic assumptions (225) 47 182 (50) g (82)
Effect of

Economit experience 315 129 152 596 11 607

Non-economic experience 107 (378) 142 (129 15 {114)
New business 37 964 27 1,028 - 1,028
Total change in contract Uabllities (643) (612} (438) (1,693} 520 (1,173)
Foreign exchange adjustment (471) {23) {37) (531} 1 (530)
At 31 December . 14,283 21,206 14,716 50,205 (5,515) 44,690
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8. Group financial statements continued

{c} Movement in campeonents of unallocated divisible surplus {UDS}
The movement in UDS was as follows:

2016 2015

£m £m

At 1 )anuary 655 688
Change in UDS recognised in the consclidated income statement 53 (117)
Change in UDS recognised in other comprehensive income 67 3
Foreign exchange adjustment (190) 81
At 31 December 585 655

(d} Expected settlement and recovery

An indication of the term to contracted maturity/repricing date for insurance and investment contract liabilities is given in Note 41, Reinsurance
contracts are generally structured to match liabilities on a class of business basis. This has a mixture of terms. The reinsurance assets are therefore
broadly expected to be realised in line with the settlement of liabilities (as per the terms of the particular treaty) within a reinsured class of business.

Estimates and assumptions

The determination of the valuation interest rates, longevity and mortality assumptions, and expense assumptions are all key accounting

estimates,
The principal assumptions are shown in the following tables:
(i} Non-participating insurance contracts

Pensions and Savings

For nen-participating insurance contracts, the assumptions used to determine the liabilities are updated at each reporting date to reflect recent
experience. Material judgementis required in calculating these liabilities and, in particular, in the choice of assumptions aboul which there is
uncertainty over future experience. These assumptions are determined as appropriate estimates at the date of valuation. The basis is considered
prudent in each aspect. In particutar, options and guarantees have been provided for on prudent bases.

The principal assumptions for the main UK non-participating insurance contracts are as follows:

Valuation interest rates
The valuation interest rates used are determined in accordance with the Prudential Regulation Autharity's Integrated Prudential Sourcebook that
existed at 31 December 2015. The process used to determine the valuation interest rates used in the calculation of the liabilities comprises three

stages: determining the current yield on the assets held after allowing for risk and tax, hypothecating the assets to various types of policy and

determining the discount rates from the hypothecated assets.

For corporate bonds, a deduction is made for the risk of default which varies by the quality of asset and the credit spread at the valuation date.
The yield for each category of asset is taken as the average adjusted yield weighted by the market value of each asset in that category except for
UK and Ircland annuity business and Germany non-participating insurance business within the PBF whete the internal rate of return of the assets

backing the liabilities is used.

The valuation interest rates used are:

Non-participating 2016 2015
1. Business held within the PBF
Annuities: Individual and group
Life 2.06% 3.05%
Pensions 2.06% 3.05%
Linked to RPI (1.55%) (0.47%})
2. Business held within the HWPF
Annuities: Individual and group
Non-linked
Life 0.20% 2.30%
Pensions: reinsured externally 1.55% 2.35%
Pensions: not reinsured externally 1.15% 2.80%
Deferred annuities 1.15% 2.80%
Linked to RPI
Reinsured externally {1.85%) (0.60%)
Noi reinsured externally {2.10%) (0.45%)
Deferred annuities (2.10%}) (1.00%)

164 Standard Life 2016




Mortality rates

The future mortality assumptions are based on historical experience, with an allowance for future mortality improvement in annuities. The
Gruup's vwr intality eaperience is regularly assessed and analysed, and the larger industry- wide investigations are also taken into account.

Mortality tables used

2016

2015

Annuities
Individual and group in deferment

Individual after vesting (business written after 10 July 2006)
Individual after vesting (business written prior to 10 July 2006)
Group after vesting (business written after 10 july 2006)

Group after vesting (business written prior to 10 July 2006)

Mates: 64.7% AMCO0
Females: 65.7% AFCO0
Males: 91.2% RMCO0Q
Females: 99.9% RFCO0
Males: 95.7% RMC00
Femazles: 104.7% RFCOQ
#ales: 109.8% RMVQ0
Females: 118.3% WAQOQ
Males: 109.3% RMV0O
Females: 120.1% WAQO

Males: 67.0% AMCOO
Females: 65.2% AFCO0
Males: 92.6% RMCO0
Females: 100.3% RFCO0
Males: 97.1% RMC0O0
females: 104.0% RFCO0
Males: 112.1% RMV00
Females: 119.9% WAQQ
Males: 111.6% RMVQO
Females: 120.8% WAQQ

In the valuation of the liabililies in respect of annuities and deferred annuitics issucd in the UK, allowance is made for future improvements in the
rates of mortality. For 2016, this is based on the Standard Life Assurance Limited (SLAL) parameterisation of the CMI_2014 model with long-term
improvement rates of 1.8% for males and 1.5% for females. The Continuous Mortality Investigation Bureau (CMI) is a body funded by the UK
insurance and reinsurance industry that produce industry standard mortality tables and projection bases for mortality improvements. CM1_2014
is a model that was published towards the end of 2014.

At 2015, this was based on the Standard Life Assurance Limited (SLAL) parameterisation of the CMI_2013 model with long-term improvement
rates of 1.8% for males and 1.5% for females. CMI_2013 is 2 model that was published towards the end of 2013.

The SLAL parameterisation of the CMI_201 3 and CMI_2014 models make the following changes relative to the ‘core’ model:

» Blends period improvements between ages 60 to 80 to the long-term improvement rate over a 15 year period (compared with a 20 year period
in the core CMI model)

» Assumes that cohort improvements dissipate over a 30 year period, or by age 90 if earlier {ompared with a 40 year period, or by age 100Q il
earlier, in the core CMI model)

» For contingent spouses' benefits an assumption is also made with regard to the proportions married, based on SLAL's historic experience

Expenses

The assumptions for future policy expense levels are determined from the Group's recent expense analyses. No allowance has been made for

potential expense improvement and the costs of projects to improve expense efficiency have been ignored. The assumed future expense levels

incorporate an annual inflation rate allowance of 3.79% (2015: 3.12%) for UK business derived from the expected RPlimplied by current
investment yields and an additional allowance for earnings inflation.

For non-participating immediate and deferred annuity ¢ontracts, an explicit allowance for maintenance expenses is included in the liabilities, An
allowance forinvestment expenses is reflected in the valuation rate of interest.

In calculating the |iabilities for unitised regular premium non-participating insurance contracts, the administration expenses are assumed to be
identical to the expense charges made against each policy. Similar assumptions are made, where applicable, in respect of mortality, morbidity
and the risk benefit charges made to meet such costs.

Withdrawals
for non-participating insurance business appropriate allowances are made for withdrawals on certain term assurance contracts.

Ireland
The assumptions for business in reland are derived in a similar manner to those above.

(ii) Sensitivity analysis
Referto Note 41 for sensitivity analysis for the shareholder business.
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8. Group financial statements continved

34. Non-participating investment contracts

Unit linked non-participating investment contracts are separated into two components being an investment management services component
and a financial liability. All fees and related administrative expenses are deemed to be associaled with the investment management services
companent {refer to Note 5, Note 17 and Note 38). The financial liability component is designated at FVTPL as it is implicitly managed on a fair
value basis as its value is directly linked to the market value of the underlying portfolio of assets.

Contributions received on non-participating investment contracts are treated as policyholder deposits and not reported as revenue in the
consolidated income statement.

Withdrawals paid out te policyhelders on non participating investment contracte are treatad as a reduction to policyhalder depnsits and not
recognised as expenses in the consolidated income statement.

Investment return and related benefits credited in respect of non-participating investment contracts are recognised in the consolidated income
statement as changes in investment contract liabilities.

The change in non-participating investment contract liabilities was as follows:

2016 2015
Notes £m fm

At 1 Januvary 92,894 88,207
Contributions 10,776 12,561

Account balances paid on surrender and other terminations in the year (10,737) (10,564)
Change in non-participating investment contract liabilities recognised in the

consolidated income statement 8,768 3,363
Recurring management charges (473) (450)
Foreign exchange adjustment 835 (223)
At 31 December 35 102,063 92,894

35. Financial liabilities

Management determines the classification of financial liabilities at initial recognition. The majority of the Group’s financial liabilities are
designated as fair value through profit or loss (FYTPL). The methods and assumptions used to determine fair value of financial liabilities
designated at FVTPL are discussed in Note 43, Financial liabilities which are not derivatives and not FVTPL are financial liabilities measured at

amortised cosl.

Designated as at
falr value through

Financial liabilities
measured at

profit ortoss  Held for trading amortised cost Total
2016 Notes £m £m £m £m
Non-participating investment contract liabilities 41 102,059 - 4 102,063
Deposits received from reinsurers 41 - - 5,093 5,093
Third party interest in consolidated funds 41 16,835 - - 16,835
Subordinated liabitities 36 - - 1,319 1,319
Derivative financial liabilities 23 - 965 - 965
QOther financial liabilities 39 15 3,901 3,916
Total 118,909 965 10,317 130,191

Deslignated as at Financial Uabilities
fairvalue through measured at

profit orlass  Meld for trading amartised cost Total
2015 Notes £m £m £m Em
Non-participating investment contract liabilities 41 92,890 - 4 92,894
Deposits received from reinsurers 41 - - 5.134 5,134
Third party interest in consolidated funds 41 17,196 . - 17,196
Subordinated liabilities 36 - 1,318 1,318
Derivative financial liabilities 23 1,254 - 1,254
Other financial liahilities 39 - 2,900 2,900
Total 110,086 1,254 9,356 120,696
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36. Subordinated liabilities

Subordinated liabilities are debt instruments issued by the Company which rank helow its other obligations in the event of liguidation but above
the share capital. All of the Group’s subordinated liabilities are classified as liabilities on the consolidated statement of financial position as
discussed further below. Subordinated liabilities are initially recognised at the value of proceeds received after deduction of issue expenses.
Subsequent measurement is at amortised cost using the effective interest rate method.

2016 2015
Principal Carrying Principal Carrying
amount value amount value
Notes £m £m fm £m
Suboerdinated notes
5.5% Sterling fixed rate due 4 December 2042 500 499 500 499
Subordinated guaranteed bonds
6.75% Sterting fixed rate perpetual 500 502 500 502
Mutual Assurance Capital Securities
6.546% Sterling fixed rate perpetual 300 318 300 317
Total subordinated liabilities 41 1,319 1,318

The difference between the fair value and carrying value of the subordinated liabilities is presented in Note 43.

The principal amount of all subordinated liabilities is expected to be setiled after more than 12 months and accreed interest of £37m (2015; £37m)
is expected to be settled within 12 moanths.

Amounts due under the perpetual subordinated guaranteed bonds and Mutual Assurance Capital Securities (MACS) are classified as liabilities. This
classification is determined by the interaction of these arrangements with a £100 internal subordinated loan note issued by Standard Life Assurance

UDITEULIOLI RIS

Limited {(SLAL) to the Company on 10 July 2006. There is no fixed redemption date for the internal loan note, but interest payments cannot be
deferred and must be paid on the date they become due and payable. Under the terms for the subordinated guaranteed bonds and MACS any
interest defarred on these instruments becomes immediately due and payable on the date of an interest payment in respect of the internal loan
note. The existence of the internal loan note therefore removes the discretionary nature of the interest payments on the subordinated guaranteed
bonds and MACS, and results in theirclassification as liabilities. Under 1AS 32 Financial Instruments: Presentation, if the Group were to cancel the
internal 1oan note then this would result in the reclassification of these perpetual instruments from liabilities to equity instruments at that point.

A description of the key features of the Group's subordinated liabilities is as follows:

5.5% Sterling fixed rate

6.75% Sterling fixed rate

6.546% Sterling fixed rate

Principal amount £500,000,000 £500,000,000 £300,000,000

Issue date 4 December 2012 12 July 2002 4 November 2004

Maturity date 4 December 2042 Perpetual Perpetual
4 December 2022 and on every

Callable at par at option of the interest payment date (semi- 12 July 2027 and on every fifth 6 January 2020 and on every

Company from

annually) thereafter

anniversary thereafter

anniversary thereafter

If not called by the Company
interest will raset to

4.85% over the five year gilt rate
(and at each fifth anniversary)

2.85% overthe gross redemption
yield on the appropriate 5 year
benchmark gilt rate

2.7% over the gross redemption
yield on the appropriate 1 year
benchmark gilt rate

Solvency |l own funds treatment

Tier 2

Tier 1

Tier 1
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8. Group financial statements cominuved

37. Pension and other post-retirement benefit provisions

The Group operates two types of pension plans:

» Defined benefit plans which provide pension payments upon retirement to members as defined by the plan rules

» Defined contribution plans where the Group makes contributions to a member's pension plan but has no further payment obligations once the
contributions have been paid

The Group's liabilities in relation to its defined benefit plans are valued by at least annual actuarial calcutations. The Group has funded these
liabilities in relation to its principal defined benefit plans by ring-fencing assets in trustee-administered funds. The Group has a further smaller
defined benefit plan which is unfunded.

The statement of financial position reflects a net asset or net liability for each defined benefit pension plan. The liability recognised is the present
value of the defined benefit obligation (estimated future cash flows are discounted using the yields on high quality corporate bonds) less the fair
value of plan assets, if any. If the fairvalue of the plan assets exceeds the defined benefit obligation, a pension surplus is only recognised if the
Group considers that it has an unconditional right to a refund. The amount of surplus recognised will be limited by tax and expenses. Qur
judgement is that, in the UK, an authorised surplus tax charge is not an income tax. Consequently, the surplus is recognised net of this tax charge
rather than the tax charge being included within deferred taxation.

For the UK defined benefit plan, the Group considers that it has an unconditienal right te a refund of a surplus, assuming the gradual settlement
of the plan liabilities over time until all members have left the plan. The plan trustees can purchase annuities to insure member benefits and can,
for the majority of benefits, transfer these annuities {0 members. The trustees cannot unconditionally wind up the plan or use the surplus to
enhance member benefits without employer consent. Qur judgement is that these trustee sights do not prevent us from recognising an
unconditional right to a refund and therefore a surplus.

The IASB are expected to publish an amendment to pension accounting (IFRIC 14) during 2017. This amendment, once effective in future
accounting periods, may impact the recognition of the UK pension fund surplus. Management will consider the implications of the amendment
once it has been published.

Net interest income (if a plan is in surplus) or interest expense (if a plan is in deficit) is calculated using yields on high guality corporate bonds
and recogniscd in the consolidated income statement, A current service £ost is also recognised which represents the expected present value of
the defined benefit pension entitlement earned by members in the period.

Remeasurements, which include gains and losses as a result of changes in actuarial assumpiions, the effect of the limit on the plan surplus and
returns on plan assets {other than amounts included in net interest) are recognised in other comprehensive income in the period in which they
occur. Remeasurements are not reclassified to profit or loss in subsequent periods.

For defined contribution plans, the Croup pays contributions to separately administered pension plans. The Group has ne further payment
obligations once the contributions have been paid, The contributions are recognised in current service cost in the consolidated income
statement as staff costs and other employee-related costs when they are due,

Defined benefit Defined cantribution

UK The Group’s largest defined benefit plan is for employees based in the UK. it closed to new Since April 2016 the Group contributes
entrants in November 2004 and changed from a final salary basis to a revalued career average  12% of pensionable salary to each
salary basis in 2008. employee’s plan plus a further employer

contribution {matching employee
contributions) of up to 4%, Prior to this
the Group contributed 9% of pensionable
The defined benefit plan is governed by a lrustee board which comprises both employer and salary to each employee’s plan.
employee nominated trustees and an independent trustee. The plan is subject to the statutory  Separate arrangements exist for some
funding objective requirements of the Pensions Act 2004. The objective requires that the planis employees e.g. those in the executive job
funded to at least the level of its technical provisions (an actuarial estimate of the assets needed family.

to provide for benefits already built-up under the plan). The trustees perform regular valuations

to check that the statutory funding objective continues to be met.

The UK staff defined benefit pension plan was closed to future accrual in Apri! 2016, Since April
20186, all UK employees accrue pension through a defined contribution plan.

The trustees, after consulting with the employer, prepare statements of funding and investment
principles and, based on the Funding valuation, set out future contributions in a schedule of
contributions including a recovery plan, if needed, to restore funding to the level of the technical
provisions. No recovery plan is currently required.

In their tast formal valuation, as at 31 December 2013, the trustees measured the ratio of plan
assets to technical provisions to be 112%. The valuation as at 31 December 2016 is currently
being completed.

The trustees set the plan investment strategy lo protect the ratio of plan assets to the trustees’
measure of technical provisions. This investment strategy does not aim to protect the 1AS 19
surplus or the ratio of plan assets to the IAS 19 measure of liabilities. Falling bond yields over the
period, in part due to the result of the EU referendum on 23 June 2016, have led to a significant
increase in the 1AS 19 surplus. However, the ratio of plan assets to the IAS 19 liabilities has
remained relatively stable.
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Defined benefit Defined contribution

Other  The defined benefit plan for employees based in Ireland has been closed to new entrants from  The Group contributes 9% of members’
31 December 2009, with future accrual from that point on a career average revalued earnings pensionable salaries to a group Aexible
{CARE) basis. retirement plan.

At the last actuarial valuation effective 1 January 2016 the plan was 70% funded on an ongoing
basis.

The Group also operates a small unfunded defined benefit plan for employees in Germany.

Plan regutations
The plans are administered according to local regulations in each country, Responsibility for the governance of the plans rests with the relevant
trustee boards {or equivalent). Trustee boards comprise a mixture of company nominated, member nominated and independent representatives,

Contributions to defined benefit plans

2016 2015

£m 4]

UK 2 3
Other 2 1
Canada - 1

Expected contributions to the defined benefit plans in 2017 are £4m.

(a) Analysis of amounts recognised in the consolidated income statement
The amounts recognised in the consolidated income statement for defined contribution and defined benefit plans are as follows:

2016 2015

Notes fm £m

Current service cost (49) (80
Interest income 33 30
Administrative expenses (3) (2)
Expense recognised in the consolldated income statement 8 (19) (52)

Contributions made to defined contribution plans are included within current service cost, with the balance altributed to the Group’s defined benefit
plans.

During 2015 the terms of a plan amendment to the UK defined benefit plan were agreed which resulted in closure to future accrual from April 2016.
This plan amendment did not generate a past service cost. Eligible members of the defined benefit plan received an additional contribution of 6% of
pensionable salary into the defined contribution plan in April 2015 and April 2016. These contributions were accrued over the vesting peried and are
included in current service cost and in the cost of defined contribution plans in Note 8.

(b} Analysis of amounts recognised in the consolidated statement of financial position

2016 2015

UK Other Total UK Other Totat

£m £m £m £m fm £m
Present value of funded obligation (3,207) (117) (3.324) (2,525} (85) (2,610)
Present value of unfunded obligation - (10) {10) . 8 (®
Fair value of plan assets 4,927 72 4,999 3,936 60 3,996
Effect of limit on plan surplus {627} - (627) (514) - (514)
Net asset/{liability} 1,093 (55 1,038 897 (33) B64

The UK plan surplus is considered to be recoverable as a right to a refund exists. The surplus has been reduced to reflect an autherised surplus
payments charge that would arise on a refund.
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8. Group financial statements continued

(c) Movement in the net defined benefit asset

Present value Falr value of Effect of limit on
of obligation plan assets Total plan surpluses Totat
2016 £m £m £m £m £m
At 1 January (2,618) 3,996 1,378 (514) 864
Total expense
Current sérvice cost (16) - (16) . (16)
Interest (expense)/fincome (93) 144 51 (18) 33
Administrative expenses {3) 3) - (3}
Total (expense)fincome recognised in consolidated income
statement (112) 144 32 (18) 14
Remeasurements
Return on plan assets, excluding amounts included in
interest income 1,036 1,036 - 1,036
Gain from change in demographic assumptions . - - -
Loss from change in financial assumptions (812) - (812) - {812)
Experience gains 33 - 33 - 33
Change in effect of limit on plan susplus - - (95) (95}
Remeasurement {losses)/gains recognised in other
comprehensive income (779) 1,036 257 (95) 162
Exchange differences (15) 9 ()] (6)
Employer contributions . 4 4 ) 4
Benefit payments 190 (190} - - -
At 31 December (3,334) 4,999 1,665 (627) 1,038
Present value Falr value of Effect of limit on
of obligation plan assets Total plan surpluses Total
2015 £m £m £m fm £m
At 1 January (2,922) 4,052 1,130 {414) 716
Total expense
Current sepvice cost (53) (53) (53)
Interest (expense)/income (101} 131 30 30
Administrative expenses (2} - (2 (2)
Total expense recognised in consolidated income statement (156) 131 (25) - (25)
Remeasurements
Return on plan assets, excluding amounts included in
interest income 73) {73) (73)
Gain from change in demographic assumptions - - - -
Gain from change in financial assumptions 225 . 225 225
Experience gains 115 115 - 115
Change in effect of limit on plan surplus - (100} (100)
Remeasurement gains/(losses) recognised in other
comprehensive income 340 (73) 267 (100) 167
£xchange differences 5 (3) 2 2
Employer contributions 4 4 4
Benefit payments 115 {115) . .
At 31 December (2,618) 3,996 1,378 {(514) BG4

(d)  Defined benefit plan assets

Invosiment strategy is directed by the relevant trustee boards who pursue different strategies decording to the choracteristics and maturity profile of
each plan’s liabilities. Assets and liabilities are managed holistically to create a portfolio with the dual objectives of return generation and liability

management, This is achieved through a diversified multi-asset absolute return strategy seeking consistent positive returns, and hedging
technigues which protect liabilities against movements arising from changes in interest rates and inflation expectations. Derivative financial

inctruments support both of these objectives and may lead to increased or decrcascd exposures to the physical assel categones disclosed below.

To provide more information on the approach used to determine and measure the fairvalue of the ptan assets, the fair value hierarchy has been
used as defined in Note 43. Those assets which cannot be classified as level 1 have been presented together as level 2 or 3,
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The distribution of the fair value of the assets of the Group's funded defined benefit plans at 31 December 2016 is as follows:

UK Other Total
2016 2015 . 2016 7015 2016 2015
£m Em £m £m £m £m

Assets measured at fair value based on level 1 inputs
Derivatives 16 7 - 16 7
Equity securities and interests in pooled investment funds 982 850 54 48 1,036 898
Debt securities 3,357 2,029 - 3,357 2,029
Total assets measured at fair vatue based on level 1 inputs 4,355 2,886 54 48 4,409 2,934
Assets measured at fair value based on (evef 2 or 3 inputs
Derivatives 324 (9} (3} 324 12
Equity securities and interests in pooled investment funds 163 185 - 163 185
Debt securities 190 589 - 190 589
Qualifying insurance policies 5 4 - 5 4
Total assets measured at Fair value based on level 2 or 3
inputs 682 769 - (3 682 766
Cash and cash equivalents 186 281 18 15 204 296
Liability in respect of collateral held {292) - (292}
Other (4} - - 4}
Total 4,927 3,936 72 60 4,999 3,996

Investment strategy risks include underperformance of the absolute return strategy and underperformance of the liability hedging strategy. As the
trustees set investment strategy to protect their own view of plan strength (not the 1AS 1% positian), changes in the |AS 19 liabilities (e.g. dueto
movements in corporate bond prices) may not atways resull in a similar movement in plan assets. Further information on risks is provided in section
{g) of this note. The £3,547m (2015: £2.6183m) of debt securities includes £3,357m (2015 £2,068m) government bonds (including conventional
and index-linked). OF the remaining £190m (2015: £550m) debt securities, £169m (2015: £532m) are investment grade corporate bonds or

centificates of deposit.

Defined benefit plans also use pooled investment vehicles to access a variety of asset classes in an efficient way. The underlying assets of the
pooted investment vehicles include, but are not limited to, cash, equity securities, property, debit securities and absolute return gartfolios,

(e) Estimates and assumptions

Determination of the valuation of plan liabilities is a key estimate as a result of the assumptions made relating to both economic and non-

ecenomic factors.

The principal economic assumptions for the UK plan which are based in part on current market conditions are shown below:

2016 2015

% %

Discount rate 2.70 3.70
Rates of inflation

Consumer Price Index (CPI) 2.2% 2,15

Retail Price Index (RPI) 3.25 3.15

The most significant non-ecanomic assumption is post-retirement longevity which is inherently uncertain. The assumptions (along with sample

expectations of life) are illustrated below:

Normal Retirement

Expectation of life from NRA
Male age today Female age today

2016 Table Improvements Age (NRA) NRA 40 NRA 40

Advanced parameterisation of CM1 2011 &0 30 32 32 34
Plan specific basis morntality improvements model — adjusted to
(calibrated by Club Vita) assume thatimprovements continue to increase
reflecting membership in the short-term before declining toward an
demographics ultimate long-term rate of 1.375%

Expectation of life from NRA
Normal Retirement Male age today Female age today

2015 Table Improvements Age (NRA) NRA 40 NRA 40

Advanced parameterisation of CMI 2011 60 30 32 32 34
Plan specific basis montality improvements model — adjusted to
(calibrated by Club Vita) assume that improvements continue to increase
reflecting membership in the short-term before declining toward an
demographics ultimate long-term rate of 1.375%
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8. Group financial statements continued

{f} Duration of defined benefit obligation
The graph below provides an illustration of the undiscounted expected benefit payments included in the valuation of the UK plan obligations.

2016 2015
Weighted average duration years years
Current pensioner 19 17
Non-current pensioner 29 27

{g9) Risk

{g)(  Risks and mitigating actions

The Group's consolidated statement of financial position is exposed to movements in the defined benefit plans’ net asset. In particular, the
consolidated statement of financial position could be materially sensitive to reasonably likely movements in the principal assumptions for the UK
plan. By offering post retirement defined benefit pension plans the Group is exposed to a number of risks, An explanation of the key risks and
mitigating actions in place for the UK plan is given below.

Asset volatility
Failure of the asset strategy to keep pace with changes in plan liabilities would expose the plan to the risk of a deficit developing, which could
increase funding requirements for the Group.

Yields/discount rate
Falls in yields would in isolation be expected to increase the defined benefit plan liabilities.

The UX plan uses both bonds and derivatives to hedge out yield risks on the plan’s funding basis, ratherthan the IAS 19 basis, which is expected to
minimise the ptan’s need to rely on support from the Group.

Inflation
Rises in inflation expectations would in isolation be expected to increase the defined benefit plan liabilities.

The UK plan uses both bonds and derivatives to hedge out inflation risks on the plan’s funding basis, rather than the IAS 19 basis, which is expected
to minimise the plan’s need to rely on support from the Group.

In the UK plan pensions in payment are generally linked to CPI, however inflationary risks are hedged using RPl instruments due to lack of availability
of CPl linked instruments. Therefore, the plan is exposed to movements in the actual and expected long-term gap between RPl and CPI.

Life expectancy
Increases in lifo expectancy beyond those currently assumed will lead to an increase in plan liabilities, Regular reviews of longevity assumptions are
performed to ensure assumptions remain appropriate.
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(g)(1)  Sensitivity to principal assumptions

The sensitivity of the UK defined benefit plan’s net assats to the principat assumptions is disclosed below.

2016 2015
(Increase)/decrease Increasef{decrease} (Increase)/decrease Increase/(decrease)
In present value of  In fairvalue of plan in present value of  in fairvalue of plan
Change In assumption obligation assets obligation assets
£m £m £m £m

Yield/discount rate Decrease by 1% {1,040) 1,768 (729) 1,312

Increase by 1% 739 (1,226) 526 (896)
Rates of inflation Decrease by 1% 629 {1,089) 459 (823)

Increase by 1% (912) 1,553 (635) 1,178
Life expectancy Decrease by 1 year i - 55

Increase by 1 year (101) - (55)

38. Deferred income

Where the Group receives fees in advance {fronl-end fees) for services it is providing, including investment management services, these fees are
initially recognised as a deferred income liability and released to the consolidated income statement on a straight line basis over the period

services are provided.

2016 2015
Notes £m fm
At 1 January 236 276
Additions during the year 5 15 25
Amortised to the consolidated income statement as fee income 5 (61) (63}
Foreign exchange adjustment 8 (2)
At 31 Gecember 198 236
The amount of deferred income expected to be settled after more than 12 months is £148m (2015: £178m).
39. Other financial liabilities
2016 2015
Notes £m fm
Amounts payable on direct insurance business 368 340
Amounts payable on reinsurance contracts [ 7
Qutstanding purchases of investment securities 300 180
Accruals 379 403
Creatian of units awaiting settlement 251 174
Cash collateral held in respect of derivative contracts 41 2,016 1,166
Bank overdrafts 27 38 49
Propeny related liabilities 246 223
Contingent consideration liabilities 43 15
Other 297 358
Other financial liabilities 3,916 2,900
The amount of other financial liabilities expected to be settted after more than 12 months is £211m (2015: £79m}.
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8. Group financial statements continued

40. Provisions and other liabilities

Provisions arc obligations of the Group which are of uncertain timing or amount. They are recognised whan the Group hag a present obligation ag
a result of a past event, it is probable that a loss will be incurred in settling the obligation and a reliable estimate of the amount can be made.

(a}  Provisions

The movement in provisions duning the year is as follows:

Provision for annulty

sales practices Legal provisions

Other provisions

Total provisions

2016 £m £m £m £m
At1January 14 34 48
Charged/{credited) to the conselidated income statement

Additional provisions 175 . 18 193

Release of unused provision (1} (1) (2)
Used during the year . (16 (16)
Foreign exchange adjustment . 3 1 4
At 31 December 175 16 36 227

Legal provisions

Other provisions

Total provisions

2015 £m £m £m
At 1)anuary 1 19 20
Charged/(credited) to the consolidated income statement
Additiona! provisions 13 16 29
Retease of unused provision - -
Used during the year (1} (1)
At 31 December 14 34 48

Other provisions comprise obligations in respect of compensation, staff entitlements, vacant property and reorganisations.

The amount of provisions expected to be settled after more than 12 months is £106m (2015: £35m).

Provision for annuity sales practices relating to enhanced annuities
The Group has established a provision of £175m (2015: £nil) for annuity sales practices relating to enhanced annuities.

On 14 October 2016, the Financial Conduct Authority (FCA) published the findings of its thematic review of non-advised annuity sales practices.
Standard Life has been a participant in that review. The FCA looked at whether firms provided sufficient information to their customers about their

potential eligibility for enhanced annuities.

At the request of the FCA, Standard Life will conduct a review of non-advised annuity sales {with a purchase price above a minimum threshold) te
customers eligible to receive an enhanced annuity from 1 July 2008 until such date as Standard Life can demonstrate its compliance with the

applicable regulatory standards, The purpose of this roview is to identify whether these customers received sufficient information abeut enhanced
annuities to make the right decisions about their purchase, and, wheore appropriate, provide redress to cuctomers who have suffered loss ag a result
of not having received sufficient information. Standard Life has been working with the FCA regarding the process for conducting this past business
review.

The Group has provided for an estimate of the redress payable o customers, which may comprisce both lump sum payments and enhancements to
future annpuity payments, the costs of conducting the review and other related expenses.

The Groyp has in place liability insurance and is seeking for up to £100m of the financial impact of the provision to be mitigated by this insurance.
Discussigns are ongoing with our insurers and, as a result, no insurange recovery has been recognised as an asset in these financial statements:

The Group expects the majority of the outflows associated with this provision, including outflows relating to establishing any reserves for future
annuity payments, to have occurred by the end of 2018.

The Group has not provided for any possible FCA-levied financial penatty refating to the review. Disclosure of related contingent liabilitics is included
in Note 435,
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Estimates and assumptions

The key assumptions in relation to the provision for annuity sales practices are:
» The number of customers entitled to redress

» The amount of redress payable per customer

» The costs of conducting the review

The number of customers entitled to redress has been estimated based on:

» The number of customers in the review population
» The estimated percentage of these customers eligible for an enhanced annuity
» The estimated percentage of these eligible cuslemers that Jid nol eceive sufficient infomation from Standard Life about enhanced annuities

The FCA thematic review noted that, for the indusiry as a whole, between 39% and 48% of customers who bought a standard annuity may
potentially have been eligible for an enhanced annuity, and the provision assumes 43.5% of customers were eligible for an enhanced annuity.

The assumption of the percentage of eligible customers that did not receive sufficient information from Standard Life about enhanced annuities
and suffered loss as a result is based on a sample of Standard Life customers reviewed as part of the FCA thematic review,

The FCA thematic review noted, for the industry as a whole, a plausible range of lost income for customers who were entitled to enhanced
annuities but purchased standard annuities to be between £120 and £240 per annum for an average annuity purchase price of £25,000. The
provision assumes lost income of £180 per annum for an average annuity purchase price of £25,000. Assumptions relating to future annuity
payments are consistent with other annuity reserving assumptions.

The costs of conducting the review relate to administrative expenses per case and wider project costs. The costs are based on our high level
planning.

At this stagc there is significant uncertainty relating to the amount of redress payable and the expenses of the review. Sensitivitics are provided
in the table below.

Assumption . Change in assumption Consequentiat change in provision
Percentage of customers eligible for an Percentage changed by +/-4.5 (e.g. 43.5%
enhanced annuity increased to 48%) +/-£11m

Percentage of eligible customers that did not
receive sufficient information from Standard

Life about enhanced annuities Percentage changed by +/-5 +/- £9m
Lost income per annum for an average annuity

purchase of £25,000 +/- £60 +/- £43m
Costs per case of conducting the review +{- 20% of the cost percase +f- £7m

{b}) Other liabilities
The amount of other lizbilities expected to be settled after more than 12 months is £nil (2015: £nil).
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8. Group financial statements continued

41. Risk management

{a) Overview

(2)(©) Application of the risk management framework

The consistent application of effective and pre-emptive risk management across the business protects the value of Standard Life in the short term
while encauraging the devetopment of long-term value. The Group ensuras that:

» Well informed risk-reward decisions are taken in pursuit of the business plan objectives

» Capitalis delivered to arcas where most value ¢an be created fram the risks taken

The Group's approach ta risk management, delivered through the Enterprise Risk Management (ERM) framewark, is well embedded in the business.
The ERM framework enables a risk-based approach to managing the business and integrates concepts of strategic planning, operational
management and internal control, and is set out in more detail in the Strategic Report.

For the purposes of managing risks to the Group’s financial assets and financial liabilities, the Group considers the following categories:

Risk Definltion

The risk that arises from the Group’s exposure to market movements which could result in the value of income, or the value of

financial assets and lizbilities, or the cash flows relating 1@ these, fluctuating by differing amounts,

The risk of exposure to loss if a counterparty fails to perfarm its financial obligations, including failure to perferm those

obligations in a timely manner.

The risk that arises from the inherent uncertainties as to the occurrence, amount and timing of future cash flows due to

Demographic demographic experience differing from that expected. This class of risk inctudes risks that meet the definition of insurance
risk under IFRS 4 /nsurance Contracts and other financial risks.

The risk that expense levels are higher than planned or revenue falls below that necessary to cover actual expenses. This can
arise from an increase in the unit costs of the company or an increase in expense inflation, either company specific or relating

Market

Credit

nse . "y s . " d
Expe to economic conditions. This risk will be present on contracts where the Group cannot or will not pass the increased costs
onto the customer. Expense risk can reflect an increase in liabilities or a reduction in expected future profits.
Liquidity The risk that the Group is unable to realise investments and other assets in order to settle its financial obligations when they

fall due, or ¢an do so only at excessive cost.

The risk of adverse consequences for the Group's business resulting from inadequate or failed internal processes, people or
systems, or from external events. This includes conduct risk as defined below.

The risk that through our behaviours, strategies, decisions and actions the Group, or individuals within the Group, do not do
the right thing and/or do not behave in a manner which:

» Pays due regard to treating our customers and clients fairly

Operational

Conduct
» |s consistent with our disclosures and setting of customer and client expectations
» Supports the integrity of financial markets
Strategle Risks which threaten the achievement of the strategy through poor strategic decision-making, implementation or response to

changing circumstances.

There are a range of sources of risk affecting these risk categories and the principal risks and uncentainties that affect the business model are set out
in detail in the Risk management section of the Strategic report.
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Risk segments
The assets and liabitities on the Group's consolidated statement of financial position can be split into four categories {risk segments) which give the
shareholder different exposures to the risks listed previously. These categories are:

Shareholder business
Shareholder business efers ta the assets and ligbilities to which the sharcholder is directly exposed. For the puposes of this note, the shareholder
refers to the equity holders of the Company.

Participating business

Participating business iefers to the assets and liabilities of the participating funds of the lifc operations of the Group. It includes the liabilitios for
insurance features and financial guarantees contained within contracts held in the HWPF that invest in unit linked funds. It does not include the
liabilities forinsurance features contained in contracts invested in the GWPF or GSMWPF. Such liahilities are included in shareholder business.

Unit linked funds

Unit {inked funds refers to the assets and liabilities of the unit linked funds of the life operations of the Group. It does not include the cash flows
(such as asset management charges or investment expenses) arising from the unit linked fund contracts or the liabilities fer insurance features or
financial guarantees contained within the unit linked fund contracts. Such cash flows and liabilities are included in shareholder business or
participating business.

Third party interest in consolidated funds and non-controlling interests

Third party interest in consolidated funds and non-controlling interests refers to the assets and liabilities recorded on the Group's consolidated
statement of financial pusition which belong to third parties. The Group controls the cntities which own the assets and liabilities but the Group does
not own 100% of the equity or units of the relevant entities.

The following table sets out the link between the reportable segments set out in Notes 2 and 3 and the risk segments.

Risk segment

Reporiable segment Shareholder business Participating business Unit linked fundst
Pensions and Savings SLAL — SHF SLAL — HWPF SLAL - PBF unit linked funds
SLAL — PBF (excluding unit linked SLAL - GWPF SL Intl unit linked funds
funds) SLAL - GSMWPF
SLS SLAL - UKSMWPF
SLCM
Vebnet Group
5L Intl {excluding unit linked funds)
Standard Life Investments SLIH and allits subsidiaries nfa nfa
india and China SLA (excluding unit linked funds) nfa SLA unit linked funds

Interests in indian and Chinese
associates and joint ventures

Other Company nfa nfa
SLAL = Standard Life Assurance Limited HWPF = Heritage With Profits Fund

SLIH = Standard Life investments (Haldings) Limited PBF = Proprietary Business Fund

SL In2l = Standard Life Inzernational Designated Activity Company GWRF = German With Profits Fund

SLA = Standard Life (Asia) Limited GSMWPF = German Smoothed Managed With Profits Fund

515 = Standard Life Savings Limited {inctuding Elevaie} SHF w Shareholdes Fund

SLCM = Standard Life Client Management Limited UKSMWPF = UX Smoothed Managed With Profits Fund

+ As discussed in Note 4 and above, unit linked funds does not inctude cash flows arising from unit linked fund contracts of the liabilities fos insuzance features or financial guzraniees cortained
within the unit linked fund contracts. Such cash flows and liahilities are Included in shareholder or participating business.
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8. Group financial statements contirved

The tabte below sets out how the sharehalder is exposed to market, credit, demographic and expense, and liquidity risk at the reporting date, arising
from the assets and liabitities of the four risk segments:

Risk

Shareholder business

Panticipating business

Unit linked funds

Third party interest in
consolidated funds and non-
controlling Interests (TPICF & NCI)

Market

The shareholder is directly
exposed to the impact of
movements in equity and
property prices, interest rates
and foreign exchange rates on
the value of assets held by the
shareholder business and the
associated movements in the
value of liabilities.

The shareholderis exposed to
the market risk that the assets
of the with profits funds are not
sufficient to meet their
obligations. If this situation
occurred the shareholder would
be exposed to the full shortfall
in the funds.

Assets are managed in
accordance with the mandates
of the particular funds and the
financial risks associated with
the assets are borne by the
policyholder. The shareholder's
expasure arnises from the
changes in the value of future
fee based revenue earned on
unit linked funds due to market
movements.

The shareholder is not exposed
to the market risk from assets in
respect of TRICF & NCI since the
financial risks of the assets are

borne by third parties.

Credit

The shareholder is directly
exposed to credit risk from
halding cash, debt securities,
loans, derivative financial
instruments and reinsurance
assets and the associated
movement in the value of
liabilities.

The shareholderis exposed to
the credit risk on the assets
which could cause the with

Assels are managed in
accordance with the mandates
of the particular funds and the

profits funds to have insufficient financial risks associated with

resources to meet their
obligations. If this situation
occurred the shareholder would
be exposed to the full shortfall
in the funds.

the assets are expected to be
borne by the policyholder. The
shareholder's exposure is
limited to changes in the vatue
of future fee based revenue
earned on unit linked funds due
to market movements.

The shareholderis not exposed
to the credit risk from assets in
respect of TPICF 8 NCl since the
financial risks of the assets are
borng by third parties.

Demographic
and expense

The shareholder is exposed to
longevity and mortality risk on
annuity contracts held by
Pensions and Savings, and
mortality risk on contracts held
in non-participating funds by
Pensions and Savings, and
India and China including those
containing insurance features
that are invested in unit linked
funds orin the GWPF or
GSMWPF, The shareholder is
also exposed to expenses and
persistency being different from
expectation on these contracts.

The shareholder receives
recourse cash flows and certain
other defined payments in
accordance with the Scheme of
Demutualisation and other
relevant agreements. The
recourse ¢ash flows are based
on several different
components of which some are
sensitive to demographic and
expense risk.

The shareholder is exposed to
demographic and expense risk
arising on components of a unit
linked fund contract, butitis
not the assets or liabilities of
the fund which gives rise to this
exposure,

TPICF & NCI are not exposed to
demographic and expense risk.

Liquidity

The shareholder is directly
exposed to the liquidity risk
from the shareholder business.

With profits funds are normally
expected to meet their
obligations through liquidating
assets held in the respective

Unit tinked funds are normally
expected to meet their
obligations through liquidating
the underlying assets in which

with profits fund. If a with profits they are invested. If a unit

Fund cannot meet its
cbligations as they fall due, the
shareholder wilt be required to
provide liguidity to meet the
policyholder claims and
benefits as they fall due.

linked fund ¢annot meet its
obligations in this way, the
shareholder may be required to
meet the obligations to the
policyhalder.

The shareholder is not exposed
to the liquidity risk from these
liabilities, since the financial
risks of the obligations are
bome by third parties,

The sharcholder is exposed to operational, conduct and strategic risks arising across the four rislk segments and any losses incurred are typically
bore by the shareholder.

The sharcholder is also exposed to certain risks relating to defined benefit pension plans operated by the Group. These risks are explained in Nolc

37.

178
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(a){li) Consolidated financial position by risk segment
The table that follows provides an analysis of the consolidated statement of financial position showing the Group's assets and liabilities by risk
segmen!. This categorisation has been used to present the information in this note.

Shareholder Participating
business business Unit linked Funds TPICF & NCI? Total
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m £m £m £m £m fm £fm fm £m fm
Intangible assets 572 566 - . - - 572 566
Deferred acquisition costs 613 602 38 44 - - - 651 646
Investments in associates and joint
ventures 602 313 847 531 5,605 4,561 894 314 7,948 5719
Investment propernty - 1 1,716 2,167 5,727 5,947 2,486 1,876 9,929 9.9%1
Property, plant and equipment 31 36 30 55 28 - - - 89 21
Pension and other post-retirement
henefit assets 1,093 897 - - - - 1,093 897
Deferred tax assets 42 35 - - - . - - 42 35
Reinsurance assets 50 53 5,336 5,462 - - - 5,386 5,515
Loans 52 75 134 340 102 307 7 89 295 811
Derivative financial assets 19 9 2,211 1,478 1,025 716 279 241 3,534 2,444
Equily securities and interests in
pooled investment funds at FVTPL 58 52 8,478 8,187 67,452 56,307 7,319 7,133 83,307 71,679
Debt securities
Al FVTP), 7,763 6,833 28,193 25,913 25,885 26,782 5,471 6,379 67,332 65,914
Al available-for-sale 621 743 - . . 621 743
Receivables and other financial assets 515 495 97 99 533 644 110 209 1,255 1,447
Current tax recoverable 15 27 15 19 128 115 8 7 166 168
Other assets 59 51 13 15 13 18 4 5 94 89
Assets held for sale 27 50 224 82 12 73 - 122 263 327
Cash and cash equivalents 963 691 1,336 1,960 4,636 5,311 1,003 1,678 7,938 9,640
Total assets 13,095 11,529 48,668 46,352 111,151 100,788 17,581 18,053 190,495 176,722
Non-participating insurance contract
liabilities 6,192 5197 9,796 9,556 7,434 6,453 . 23,422 21,206
Non-participating investment contract
liabilities 4 4 - - 102,059 92,890 - - 102,063 92,894
Participating insurance contract
liabilities - 15,151 14,283 - - 15,151 14,283
Participating investment contract
liabilities - 15,537 14,716 . 15,537 14,716
Unallocated divisible surplus - 585 655 585 655
Deposits received from reinsurers - 5,093 5,134 5,093 5,134
Third party interest in consolidated
funds - . - - 16,835 17,196 16,835 17,196
Subordinated liabilities 1,319 1,318 - - - - 1,319 1,318
Pension and other post-retirement
benefit provisions 55 33 - - - - - 111 33
Deferred income 154 185 44 51 - - - . 198 236
Deferred tax liabilities 124 114 65 58 70 33 . 259 205
Current tax liabilities 35 32 %) 5 78 66 9 10 113 113
Derivative financial liabilities 12 16 39 88 714 836 200 314 965 1,254
Other financial liabilities 913 867 2,036 1,385 T4u5 532 222 116 3,916 2,900
Provisions 225 46 2 2 - - 227 48
Other liabilities 51 49 13 15 37 19 12 16 113 99
Liabilities of operations held for sale - - - 37 - 46 - 83
Total Uabilities 8,084 7,861 48,352 45,985 111,137 100829 17,278 17,698 185851 172,373
Net inter-segment assets/(liabilities) 336 334 (316} (367) (14) 41 (6) (8 - -
Net assets 4,347 4,002 - - 297 347 4,644 4,349
' Third pary interest in consolidated funds and non-¢ontralling interests.
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8. Group financial statements continued

{b) Market risk
As described in the table an page 178, the shareholder is exposed te market risk from the shareholder and participating businesses and as a result
the following quantitative market risk disclosures are provided in respect of the financial assets of tho shareholder and participating businesses.

Quantitative market risk disclosures are not provided in respect of the assets of the unit linked funds since the shareholder is not exposed to market
risks from these assets. The shareholder's exposure to market risk on these assets is limited to variations in the value of future fee based revenue
earned on the ¢oRIracts as fees are based on a percentage of the fund value. The sensitivity to market rick analysis includes the impact on those
statement of financial position items which are affected by changes in future fee based revenue due to the market stresses changing the value of
assets held by the unit linked funds. The shareholder is also not exposed to the market risk from the assets held by third party interest in
consolidated funds and non contralling interests and therefore they have been excluded from tho following quantitative dizclosures.

The Group manages market risks through the use of a number of controls and technigues including:

» Defincd lists of permitted sccuritics and/or application of investment constraints and portfolio limits

» Clcarly defined investment benchmarks for policyholder and sharchelder funds

» Stochastic and deterministic asset/liability modelling

» Active use of derivatives to improve the matching characteristics of assets and liabilities and to reduce the risk exposure of a portfolio
» Setting risk limits for main market risks and managing exposures against these appetites

The specific controls and techniques used to manage the market rigks in the sharcholdor and panticipating businecses are discussed below:

Shareholder business

Assets in the shareholder business are managed against benchmarks that ensure they are diversified across a range of asset classes, instruments
ond geographies, A combination of limits by name of issuer, sector and credit rating aro used whare relevant ta raduce congantration risk among the
assets held.

Participating business
The assets of the participating business are principally managed to support the liabilities of those funds and are appropriately diversified by both
asset class and geography.

The key considerations in the asset and liability management of the participating business are:

» The economic liability and how this varies with market conditions

» The need to invest the assets in a manner consistent with participating policyholders' reasonable expectations and, where appropriate, the
Scheme of Demutualisation and the Principles and Practices of Financial Management (PPFM)

» The need to ensure that regulatory and capital requirements are met
In practice, an element of market risk arises as a consequence of the need to balance these considerations, for example, in certain instances

participating policyholders may expect that equity market risk will be taken on their behalf and derivative instruments may be used to manage these
risks.

{b)(i) Elements of market risk
The main elements of mirket risk to which the Group is exposed are equity risk, property rick, interect rate risk and foreign currency rick, which are
discussed on the following pages.

As a result of the diversity of the products offered by the Group and the different regulatory environments in which it operates, the Group employs a
range of methods of asset and liability management across its business units.

Information on the methods used to determine fair values for each major category of financial instrument and investment property measured at fair
value is presented in Note 43 and Note 19.

{b)(}(D) Group exposure to equity risk

The Group is exposed to the risk of adverse equity market movements which could resultin losses. This applies to daily changes in the market
values and returns on the holdings in its equity securities portfalio. The Group’s sharehotders are exposed to the following sources of equity risk:
» Direct equity shareholdings in the shareholder business and the Group’s defined benefit pension plans

» Burnthrough from the with profits funds where adverse movements in the market values and returns on holdings in the equity portfolios of these
funds mean the assets of the with profits funds are not sufficient to meet their obligations

» The indirect impact fram changes in the value of equities held in funds from which management charges are taken

Exposures to equilty securities are primarily controlled through the use of investment mandates including constraints based on appropriate equity
indices.
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The table below shows the shareholder and participating businesses’ exposure to equity markets. Equity securities are analysed by country based

on the ultimate parent country of risk.

Sharehotder business Participating business Total

2016 2015 2016 2015 2016 20158
£m £m £fm fm £m fm
UK 10 3,545 3,540 3,551 3,550
Australia 21 20 22 20
Belgium - 1 63 27 63 28
Canada - 49 39 49 39
Denmark 2 1 172 126 174 127
Fintand 2 1 44 85 46 26
France 4 3 461 412 465 415
Germany 3 3 495 467 498 470

Greece - 1 1
Ireland 1 1 183 187 184 188
Italy 1 2 73 142 74 144
Japan 1 1 124 118 125 119
Mexico - - 1 - 1
Netherlands 2 2 335 291 337 293
Norway - 19 24 19 24
Portugal 65 59 65 59
Russia - - 3 - 3
Spain 1 1 127 125 128 126
Sweden 2 1 204 165 206 166
Switzerland 2 2 453 601 455 603
us 22 10 1,680 1,506 1,702 1,516
Other 8 13 241 177 249 190
Total 58 52 8,355 8,115 8,413 8,167

In addition to the equity securities analysed above, the shareholder business has interests in poaled investment funds of £nil {2015: £nil) and
investments in associates at FVTPL of £30m (2015: £19m). The participating business has interests in pooled investment funds of £123m (2015:

£72m) and investments in associates at FVTPL of £847m (2015: £531m).

{b)(i){ii) Group exposure to prapenty risk

The Group is exposed to the risk of adverse property market movements which could result in losses. This applies to changes in the value and retum

on holdings in investment property. This risk arises from:

» Burnthrough from the with profits funds where adverse movements in the markel values and returns on investment property in these funds mean

the assets of the with profits funds are not sufficient to meet their obligations

» The indirect impact fram changes in the value of property held in funds from which management charges are taken

Exposures Lo property holdings are primarily controlled through the use of portfolio limits which specify the proportion of the value of the total

property portfolio represented by:

» Any one property or group of properties

» Geographic area

» Property type

» Development property under construction

The shareholder business is not exposed to significant property price risk.
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8. Group financial statements continued

The table below analyses investment property held by the participating business by country and scctor:

Participating business

Office fndustrial Retall Other Total

2016 2015 2016 2015 2016 2015 2016 2015 1016 2015

£m fm £m £m £m £m £m Em £m £m

UK 404 703 206 230 841 938 6 [ 1,457 1.877
Belgium 12 12 - - g . - . 21 12
France - - - - - - 2 1 2 1
Germany 85 26 6 5 18 15 - - 109 46
Ireland - - - - - - 32 26 32 26
Netherlands 64 48 31 26 - - - . 95 74
Spain - 131 - - - - - - - 131
Total 565 920 243 261 B&8 953 40 33 1,716 2,167

There is no direct exposure to residential property in the shareholder and participafing businesses.

{bY{{ii} Group exposure to interest rate risk
Interest rate risk is the risk that arises from exposures to changes in the shape and level of yield curves which could result in tosses due to the value
of financial assets and liabilitics, or the cash flows relating to these, fluctuating by different amounts.

The main financial assets held by the Group which give rise to interest rate risk are debt securities, loans and cash and cash equivalents, The main
financial liabilitics giving risc to interest rate risk printipally comprise non unit linked insurance, participating and non participating investment
contract ligbilities and subordinated liabilitics. Derivative financial instrurents held by the Group also give rise to interest rate risk,

Sharehalder business

Under the Group’s ERM frameworl, Group companics are required to manage their interest rate exposures in line with the Group's qualitative risk
appelite statements and quantitative risk limits. Group companies typically use a combination of cash flow and duration matching technigues to
manage their interest rate risk at an entity level, Hedging is used to mitigate the risk that burnthrough may arise from the with profits funds under
certain cirgumstances where adverse interest rate movements could mean the assets of the with profits funds are not sufficient to meet the
obligations of the with profits funds.

Participating business

Duration matching is used to minimise the interest rate risk that arises from mismatches between participating contract liabilities and the assets
backing those liabilities. Cash flow matching is used to minimise the interest rale risk that arises in the participating business from mismatches
between non-participating insurance contract liabilities and the assets backing those liabilities. A combination of debt securities and derivative
financial instruments are held to assist in the management of interest rate sensitivity arising in respect of the cost of guarantees.

The sensitivity of profit after tax to ¢changes in interest rates for both the shareholder business and the participating business is included in the profit
after tax sensitivity to market risk table, shown in section (b)(ii).

(YD (V) Group exposure to foreign currency risk

The Group’s financial assets are generally held in the local currency of its operational geegraphic locations, principally to assist with the matching of
liabilitics, However, foreign currency risk arises where adverse movements in currency exchange rates impact the valuc of revenues reccived from,
and the value of assets and liabilities held in, currencies other than the local currency. The Group can be exposed to foreign currency risk through the
need to meet the expectations of particular groups of poticyholders or to improve the Group's risk profile through diversification. The Group manages
this rick through the use of limits on the amount of fereign currency rislc that is permitted.

The tabtes below summarise the sharehalder and panticipating businesses’ exposure to foreign currency risks in Sterling. The tables exclude inter
segment assets and liabilities.

Shareholder business

UK Euro Canadlan Hong Keng us Indian Other Total
Sterling Dollar Dollar Dallar Rupee currencies
2016 2015 2015 2015 2016 2015 2016 015 2016 2015 2016 2015 2016 2015 2016 2015

£m £m £m fm £m £m £m £m £m £m £m fm £m £m £m fm
Total assets 11,360 10,046 %11 956 21 0 53 64 150 117 a7y 202 126 124 13,095 11,529
Toial liabiljties {8.436) (7,357) (558) (s16) (18) (18} (26} (29} (25) (26) - - {21) (15) (9,084} (7861}
Net investment
hedges 6 5 - - - - (6} (5) - - . - - - -
Cash low hedges (9 {10) 9 10 - - - - - . . - - . -
Non designated
derivatives 225 426 {145) {385) - - - 2 (64) 1 13 10 (29) (s4) . .

3146 3,110 217 165 3 2 21 32 61 92 487 212 76 55 4,011 3,668

Other currencies include assets of £9m (2015: £3m}) and liabilities of £7m (2015: £7m) in relation to the fair value of derivatives used to manage
currency risk.

The principal source of foreign currency risk for sharcholders arises from the Group's investments in overseas subsidiaries, joint ventures and
associates,
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Non designated derivatives relate to foreign exchange forward contracts that are not designated as cash flow hedges or net investment hedges.

During 2016 the Group reaffirmed its strategy for hedging foreign currency risks in the sharehotder business. The purpose of this strategy is to
provide a ¢consistent approach to managing foreign exchange risks in the shareholder business. This includes, within certain parameters, minimising
currency volatility within the regulatory capital surplus and reducing the currency risk relating to dividend receipts from cverseas operations. The
Group does not separately hedge translation of reported eamnings from overseas operations in the consclidated financial statements.

Particlpating business

114 Eurg Canadian Hong Kong us Indian Other Total

Sterling Dattar Dollar Dollar Rupee currencles
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m fm £m fm £m Em £m £m £m £m £m fm £m £m £m fm
Total assets 31,119 31,722 14,703 11,846 51 38 28 31 1,796 1,672 7 6 964 1,037 48,668 46,352
Total liabilities (37.547) (36,808) (10,783) (5.137) - - - - 2 2) - - {20} (38)(48,352)}(45,985)

Non desighated

derivatives 1,040 880  (878) (804) - . - - {124)  (35) - . (38} (a1) - -
(5,388) (4.206) 3,042 1,905 51 38 28 31 1,670 1,635 7 6 906 958 316 367

There are no net investment hedges or cash flow hedges in the participating business. Other currencies include assets of £49m (2015: £3m} and
liabilities of £11m (2015: £27m) in relation to the fair value of derivatives used to manage currency risk exposures.

The lereign currency exposures shown above largely reflect the impact of financial assets being denominated in currencies other than the local
currency of the operational geographic location, These exposures arise as a result of asset allocation decisions that are intended to meet the
expectations of particular groups of policyholders or to improve the risk profile through diversification. The investment mandates used to manage
the participating business contain limits to restrict the extent of foreign currency risk that can be taken and currency derivatives are held to provide
economic hedges of some of the above exposures. These are typically short dated forward foreign exchange contracts, however the investment
mandates do not normally require these contracts to be replaced on maturity providing the foreign currency risk is within limits.

(b)(i) Sensltivity to market risk analysis

The Group's profit after tax from cantinuing operations and equity are sensitive to variations in respect of the Group’s market risk exposures and a
sensitivity analysis is presented on the fellowing pages. The analysis has been performed by calculating the sensitivity of profit after tax from
continuing operations and equity to changes in equity security and property prices and (o changes in interest rates as at the reporting date applied
to assets and liabilities other than those ¢lassified as held for sale.

Unit tinked funds

Changes in equity security and property prices and/or fluctuations in interest rates will affect unit linked liabilities and the associated assets by the
same amount. Therefore, whilst the profit impact on unit linked funds is included in the sensitivity analysis where there is an impact on the value of
other statement of financial position items, the change in unit linked liabilities and the corresponding asset movement has not been presented.

Participating business

For the pdricipating business, in paiticular the HWPT and the GWPF, the sk to sharcholders s that the assets of the fund are insufficient to meet
the obligations to policyholders. Given the nature of the Group's participating business, changes in equity security and property prices and/or
fluctuations in interest rates will generally affect participating tiabilities and the associated assets by the same amount. Therefore the change in
participating contract liabilities and the corresponding asset movement has not been presented. However under certain economic scenarios
guarantees in participating contracts could require the shareholder to provide support to the participating business. This is presented as follows:

HWPF

For the HWPF, whilst shareholders are only entitled to the recourse cash flows in respect of this business, there can be potential exposure to the full
impact of any shortfall if the assets of the fund are insufficient to meet policyholder obligations, The recourse cash flows have been determined in
accordance with the Scheme and consider the extent to which shareholders participate in the investment return and surplus of the HWPF, The
Scheme, and in particular the Capital Support Mechanism, requires the financial state of the HWPF to be considered before recourse cash flows are
transferred to the Shareholder Fund and, under certain circumstances, the payment of recourse cash flows can be withheld to support the financial
strength of the HWPF. Therefore, the HWPF has been treated as a whole for the purpose of this sensitivity analysis and only the impact on the
recourse cash flows of the sensitivity tests is presented. When assessing the impact of the sensitivity tests on the recourse cash flows, and in
particular the risk that the assets of the HWPF may be insufficient to meet the obligations to policyholders, dynamic management actions have been
assumed in a manner consistent with the relevant Principles and Practices of Financial Management (PPFM). The sensitivities presented are not
sufficiently severe to have restricted recourse cash flows in 2016 and 2015.

GWPF

For the GWPF, whilst shareholders are entitled to charges from this fund, there can be potentiat exposure to the full impact of any shortfallif the
assets of the fund are insufficienl to meet policyholder obligations. Profit after tax from continuing operations and equity are sensitive to the extent
that the receipt of future charges is nol taken inte account in the measurement of the nen participating contract liabilitiec in the chareholder rigk.
segment in econamic scenarios where the charges are deemed foregone to support the participating liabilities. This sensitivity is included within the
non-participating insurance contract liabilities in the following table.

Limitations
The sensilivity of the Group’s profit after tax from continuing operations and equity is non-linear and larger or smaller impacts should not be derived
from these results.

The sensitivity analysis represents the impact on profit at year end that the changes in market conditions can have. The sensitivity will vary with
time, both due to changes in market conditions and changes in the actual asset mix, and this mix is being actively managed. The results of the
sensitivity analysis may also have been different fram those illustrated had the sensitivity factors been applied at a date other than the reporting
date.
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8. Group financial statements continued

For each sensitivity ‘test’, the impact of a reasonably possible change in a single sensitivity factor is presented, while the other sensitivity factors
remain unchanged. Correlations between the different risks and/or other factors may mean that experience would diffcr from that expected if more
than one risk event occurred simultaneously.

Earnings over a period may be reduced as a consequence of the impact of market movements on charges tevied on unit linked business, and other
with profits fund business. For example, if the tests had been applied as at 1 |anuary, the profit during the year would have varied due to the
different level of funds under management. In illustrating the impact of equity/property risk, the assumption has been made, where relevant, that
expectations of corporate eamings and rents remain unchanged and thus yields change accordingly. The sensitivities take into accaunt the likely
impact on individual Group companies of local regulatory standards under such a scenario.

Profit after tax of continuing operations sensitivity to market risk
Equity markets Property markets interest rates
2016 +10% -10% +20% -20% +10% -10% +20% -20% +1% -1%

Increase/(decrease) in profit after tax from
continuing operaticns £m £m £m £m £m Em f£m £m £m £m

Shareholder business
Pensions and Savings:
Deferred acquisition costs . - - - - . . - . -
Assets backing non-participating liabilities - . - - - - - - (696) 833
Non-participating insurance contract liabilities - - - . . - . - 673 (790)

Non-participating investment contract
liabilities - . - - - - . . . .

Other assets and liabilities - - - - - - - - .
Total Pensions and Savings . - - - - - - - (23) 43
Standard Life Investments 4 (%) 7 (7) - - - - - -
India and China:

Deferred acquisition costs . . . . - - - . - ()

Assets backing non-participating insurance
contract liabilities . - . : ' v : Y - .

Assets backing non-participating investment
contract liabilities . - : - - - . : : -

Non-participating insurance contract liabilities - - . : - - . . - -

Non-participating investment contract
liabilities . - - . . - . . . -

Other assets and liabilities - - . - - - - - 1 1
Total India and China - - B - - - . - 1 (3)
Other 2 @ 4 ) - - - - 2 2
Total shareholder business [ (6) 11 (11) - - - - (24) 42

Participating business
Pensions and Savings:
Recourse cash flow - - : : - . . - . .
Total Pensions and Savings - - - ' N N ) o Z -

Total participating business - . - - - - - - - -
Total 6 {6) 11 (11) - - - - (24} 42

1 The amounts in the lable above are presented net of tax.

* A positive number represents a credit to the consclidazed income statement.
' Theinterest rate sensitlvity is a paralled shift subject to a foor of -30bps.

The Company within other sharcholder business clacsifies certain debt securities as available for-sale (AFS). The Group's sensitivity of profit after tax
from continuing operations to changes in interest rates does not include the impact of changes in interest rates for these AFS assets.
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Equity markets Propernty markets Interest rates

205 +10% 10% +20% -20% +10% -10% +20% -20% +1% -1%
Increase/(decrease) in profit after tax from

continuing operations £m £m £fm £m £m £m £m £m £m £m
Shareholder business

Pensions and Savings:

Defered acquisition costs . . - (5) . :
Assets backing non-paricipating liabilities - - - . . - . - (569) 691
Non-patticipating insurance contract liabilities . - - . . - - . 538  (642)
Non-participaling investment contract

liabilities - . . - _ . -
Other assets and liabilities - . - - - . - - {17) 18
Total Pensions and Savings - - - (5) - - - - (48) 67
Standard Life Investments 3 (3) 7 (7 . . R R . .
India and China:

Deferred acquisition cosls 2 (2) 3 ) : . - - 1 @

Assets backing non-participating insurance
contract liabilities - - - . . - . -

Assets backing non-participating investment
contract liabilities - . . - - - - .
Non-pasticipaling insurance contract liabilities - - - - - - - -

Non-participating investment contract
liabilitieg . . - - - 8 N . .

Other assets and liabilities . . . . - . . _

Total India and China 2 (2) 3 (4) - . - - 1 (2)
Other 3 (3) 6 {6) - - - - - -
Total shareholder business 8 {8) 16 (22) - - - - {47) 65
Participating business

Pensions and Savings:

Recourse cash flow . - - - . - - - -

Total Penslons and Savings - - - - - - - - - -
Total participating business - - - - - - - - - -
Total B (8) 16 (22) . - - - (47) 65

' The amounts in the table above are presented net of taa,
* A posilive number represents a ciedit 10 the consalidated income statement.
¥ The Intorest rmie sensitivity 1 a paralle| shift subject to a Aleor of nil.

Equity sensitivity to market risk on assets and liabilities other than those classified as held for sale

The sharehotder business in the other reportable segment classifies certain debt securilies as AFS. These debt securities are measured at fair value.
Interest is calculated using the effective interest method and recognised in the consolidated income statement. Other changes in fair value and the
related tax are recognised in other comprehensive income, As a result, the sensitivity of the Group's equity to variations in interest rate risk
exposures differs from the sensitivity of the Group's profit after tax from continuing operations to variations in interest rate risk exposures,

The Other segment’s equity sensitivity 1o a 1% increase in interest rates is (£17m) (2015: (£14m)) and to a 1% decrease in interest rates is £17m
{2015: £15m). The sensitivity of the Group's total equity to a 1% increase in interest rates is (£39m) (2015: (£61m)) and a 1% decrease in interest
rates is £57m (2015: £80m).

The sensitivity of the Group’s total equity to variations in equity and property prices for assets and liabilities other than those classified as held for
sale inrespect of each of the scenarios shown in the preceding tables is the same as the sensitivity of the Group's profit after tax.

{c) Credit risk
As described in the table on page 178, the shareholder is exposed to credit risk from the shareholder and participating businesses and as a result
the following quantitative credit risk disclosures are provided in respect of the financial assets of these categories.

Quantitative credit risk disclosures are not provided in respect of the assets of the unit linked funds since the shareholder is not directly exposed to
credit risk from these assets. The unit linked business includes £3,779m (2015; £3,228m) of assets that are held as reinsured external funds links.
Under certain circumstances the shareholder may be exposed to losses relating to the default of the reinsured extemal fund links. These exposures
are actively monitored and managed by the Group and the Group considers the circumstances under which losses may arise to be very remote.

The sharebolder is also nol eaposed Lo he ciedit isk from the assets held by third party interest in consolidated funds and non-contrelling interesis
and therefore these have been exciuded from the following quantitative disclosures,
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8. Group financial statements continued

The Group’s credit risk exposure mainly arises from its investments in its financial instruments. Concentrations of credit risk are managed by setting
maximum exposure limits to types of financial instruments and counterparties. The limits are established using the following controls:

Financial instrument with credit risk

exposure Control
Cash and cash equivalents Maximum counterparty exposure limits are set with reference to inlernal credit assessments.
Derivative financial instruments Maximum counterparty exposure limits, net of collateral, are set with reference to intemal credit

assessments. The forms of collateral that may be accepted are also specified and minimum transfer
amounts in respect of collateral transfers are documented. Refer to (¢)(iii) for further details on collateral.

Debt securities The Group's policy is to set exposure limits by name of issuer, sector and credit rating.

Loans Portfolio limits are set by individual business units. These limits specify the proportion of the value of the
total portfolio of mortgage loans and morigage bonds that are represented by a single, or group of
related counterparties, geographic area, employment status or ecenomic sector, risk rating and loan to
value percentage.

Reinsurance assets The Group's policy is to place reinsurance only with highly rated counterparties, with business units
having to assign internal credit ratings to reinsurance counterparties, The Group is restricted from
assuming concentrations of risk with few individual reinsurers by specifying certain timits on ceding and
the minimum conditions for acceplance and retention of reinsurers.

Other financial instruments Appropriate limits are set for other financial instruments to which the Group may have exposure at
certain times, for example commission terms paid to intermediaries.

Individual business units are responsible for implementing procesces to ensure that credit exposuras aro managed within any limits thal have bean
cstablished and for the reporting of exposures and any limit breaches te the Group Crodit Rick Committee.

The tables that follow provide an analysis of the quality of financial assets that are neither past due norimpaired at the reporting date and are
exposad to credit risk. For those financial assets with credit ratings assigned by external rating agencies, classification is within the range of AAA to
BBB. AAA is the highest possible rating and rated financial assets that fall outside the range of AAA Lo BBB have been classified as below BBB with
rules followed for determining the credit rating to be disclosed when different credit ratings are assigned by different external rating agenties. For
those financial assets that do not have credit ratings assigned by external rating agencies but where the Group has assigned internal ratings for use
in managing and monitoring credit risk, the assets have been classified in the analysis that follows as ‘internally rated'. If a financial asset is neither
rated by an external agency nor ‘internally rated’, it is classified as ‘'not rated’. The total amounts presented represent the Group’s maximum
exposure to credit risk at the reporting date without taking intg account any collateral held. The analysis also provides information on the
concentration of credit risk,

{a() Credit exposure
Assets are deemed to be past due when a counterparty has failed to make a payment when contractually due.

The objective evidence that is taken into account in determining whether any impairment of debt securities has occurred includes:

» A defaylt against the terms of the instrument has occurred
» The issuer is subject to bankeuptcy proceedings oris seeking protection from creditors through bankruptey, individual voluntary arrangements or
similar process

The following tables show the sharcholder and participating businesses’ exposure te credit risk from financial assets analysed by credit rating and
country.

Shareholder business
An analysis of financial assets by credit rating is as follows:

Loansto Recelvables and
assoclates and  Relnsurance Derivative other financial Cash and cash
oint ventures assets Loans financial assets Debt securities assets equlvalents Total

1016 2015 2016 2015 2016 2015 2018 2015 2016 2015 2006 2015 2016 2015 2016 2015
£m fm £m £fm £m £m £m fm £m £m £m fm £m £m £m £m

Neither past due

nor impaired:

AAA - - - - - - - - 481 673 - - 92 32 573 705
AA - - 30 37 - - - - 1,809 1,586 - Y5 | 193 2,060 1,816
A - - 17 13 51 4Q 13 5 3,378 2,830 - - 583 388 4,042 3,276
BB8 - - - . - 33 2 2 1,483 1,349 - - 67 78 1,552 1,462
Below BBB . - - - - . - - 133 118 - - - - 133 118
Not rated 3 2 - . 1 2 4 2 13 1 507 475 - - 528 482
Internally rated - . 3 3 - - - - 1,087 1,019 - - - - 1,090 1,022
Past due - - - - - - - . - - 8 20 - - 8 20
Impaired - - - - - - - - - - - . - - . -
Total 3 2 50 53 52 75 19 9 8,384 7,576 515 495 963 691 9,986 8,901

At 31 December 2016, receivables and other financial assets of £7m (2015: £19m) were past due by less than three months and £1m {2015: £1m)
were past due by three 10 six months,
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An analysis of debt securities by country is as follows:

Government, provincial Qther financial Other
and municipal! Banks institutions corporate Other? Total
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m £m £m fm £m Em £m Em £m £m £m fm
UK 594 527 426 389 1,205 1,335 2,006 1,576 - - 4,231 3,827
Australia - - 107 100 17 . 17 9 - - 141 109
Austria 29 22 - - - - - - - - 29 22
Belgium - - 1 1 - - 23 12 - - 24 13
Canada - - 105 1 - . 1 1 - - 106 2
Denmark - - 26 51 - - 16 15 - - 42 66
Finland - - - 25 - - - - - - 25
France 240 201 344 343 3 347 306 - < 934 850
Germany 31 296 167 131 1 1 285 243 - . 484 671
Greece - - - - - - - . -
Ireland - - - 1 - . 6 - - - & 1
Italy - - 28 27 - - 82 75 - - 110 102
Japan . - 36 26 - - 25 22 - . 61 48
Mexico . 12 . . - - 115 105 . . 115 117
Nethedands 22 21 331 257 - - 35 24 - . 388 302
Norway . - 25 1 . - 42 39 . . 67 40
Portugal . - - - . . - . . . - -
Russia - - - - - - - . - . - -
Spain - . 55 105 - - 45 41 - . 100 146
Sweden - - 115 40 1 1 48 58 - - 164 99
Switzedand - - 55 116 - . 7 7 - . 62 123
us 14 . 226 217 89 133 450 310 - . 779 650
Other 46 37 204 51 58 52 14 12 219 p{o}] 541 353
Total 976 1.116 2,251 1,882 1,374 1,522 3,564 2,855 219 201 8,384 7,576
' Govemmant, provincial and wmunicipal includes debt securities which are issued by or explicitly guaranteed by the national government.
*  This balance primarily consists of securilies held In supranationals,
Participating business
An analysis of financial assets by credit rating is as follows:
Receivables and
Reinsurance Derlvative financlal Debt other financial Cash and cash
assels Loans assels securities assets equivalents Total
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m fm £m £m £m Em £m fm £m f£m £m £m £m fm
Neither past due
nor impaired:
AAA - . - - - - 4,523 4,342 - . 30 64 4,553 4,406
AA 5,329 5,436 60 139 - - 16,595 14,917 - . 337 498 22,321 20,950
A - 19 - 111 1,056 643 4,682 4,214 - - 964 1297 6,702 6,284
BEB - - - - 668 428 1,771 1,673 - - 5 101 2,444 2,202
Below BBB - - - - - - 367 434 - - - - 367 434
Not rated - - 74 90 487 407 - 34 91 B4 - - 652 615
Internally rated 7 7 - - . . 255 299 . - - - 262 306
Past due - . - . . - - . 6 15 - - 6 15
{mpaired - - - - - - - - - . - - - -
Total 5,336 5,462 134 340 2,211 1,478 28,193 25913 97 99 1,336 1,960 37,307 35,252

At 31 December 2016, receivables and other financial assets of £6m (2015: £15m) were past due by less than three months,
Not rated loans of £74m (2015: £90m) relate to mortgages.

The shareholdeis” exposure to credit risk arising from investments held in the HWPF and other with profits funds i< similarin principle to that
described for market risk exposures in section (b). As at 31 December 2016, the financial asse(s of the HWPF include £5,093m (2015: £5,134m) of
assets (primarily debt securities} depasited back under the terms of an external annuity reinsurance transaction, the transaction having been
structured in this manner specifically to mitigate credit rizks associated with default of the reinsurer: Any credit losses and defaults within the
portfolio of assets are borne by the external reinsurer.
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8. Group financial statements continved

An analysis of debt securitias by country is as follows:

Government, pravincial

Other financial

and municlpal’ Banks Institutions Other corporate Other? Total

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m £m £m £m £m fm £m £fm £m fm £m £m
UK 10,952 10,275 885 925 1,934 1,929 1,875 1,730 - 15,646 14,859
Australia 6 206 206 50 31 38 35 - 300 272
Austria 392 235 4 4 10 - - 406 239
Belgium 691 452 10 10 - 57 15 - 758 477
Canada 3 3 67 195 10 8 4 3 - 84 209
Denmark 3 4 23 11 - 14 22 - 40 37
Finland 194 85 69 54 - 4 4 - 267 143
France 2,009 1,708 450 437 29 24 364 331 - 2,852 2,500
Germany 3,118 2,620 196 587 120 122 199 189 - 3,633 3,518
Greece - - - - - - - .
Ireland 25 7 4 9 11 10 18 13 58 39
Italy 49 4 31 27 11 11 46 120 137 162
japan 21 21 172 35 - - 1 - 193 57
Mexico . - - - - 56 58 - 56 58
Nethedands 467 403 328 338 36 42 48 34 - 879 817
Norway - 17 24 6 - 65 63 - 89 86
Portugal - - - - 4 5 - 4 5

Russia - - - - - -
Spain 13 5 4 11 5 5 3B 52 - 60 73
Sweden - 1 367 280 10 12 16 389 303
Switzerdand - 150 103 63 59 62 57 275 219
us 106 107 432 361 151 206 499 437 1,188 1,111
Other 98 85 247 105 48 62 139 116 347 361 879 729
Tatal 18,147 16,032 3,669 3,704 2,488 2,515 3,542 3,301 347 361 28,193 25,913

+ Government, provincial and municipal includes debt securities which are issued by ar explicitly guzranteed by the national govemment,

2 This balance primarily consists of securities held in supranationals.

(i)

Credit spreads

As at 31 December 2016, it is expected that an adverse movement in credit spreads of 50 basis points, with no change to default allowance, would
result in a reduction to profit for the year from continuing operations of £22m (2015: £23m). A further reduction of £58m (2015: £46m} would arise

as a result of a change in assumed default rates of 12.5 basis points per annum {25% of the spread change).

(c)(1)) Collateral accepted and pledged in respect of financial instruments
Collateral in respect of bilateral over-the-counter (OTC) derivative financial instruments and bilateral repurchase agreements is accepted from and
provided to certain market counterparties to mitigate counterparty risk in the event of default. The use of collateral in respect of these instruments is
governed by formal bilateral agreements between the parties. For OTC derivatives the amount of collateral roquired by either party is determined by
the daily bilateral QTC exposure calculations in accordance with these agreemenis and collateral is moved on a daily bacic to encure there is Full
collateratisation. Under the terms of these agreements, collateral is pested with the ownerchip captured under title transfer of the contract, With
regard to either collateral pledged or accepted, the Group may request the return of, or be required to return, collateral to the extent it differs from
that required under the daily bilateral OTC exposure calculations.

Where there is an event of default under the terms of the agreements, any collateral balances will be included in the closc-out calculation of

net counterparty exposure. At 31 December 2016, the Group had pledged £30m (2015: £448m) of cach and £187m (2015: £36m) of securities

as collateral for derivative financial liabilities. At 31 December 2016, the Group had accepted £2,016m (2015: £1,166m) of cash and £808m

{2015: £10m) of securities as collateral for derivatives financial assets and reverse repurchase agreements. None of the securities were sold or

repledged at the year end.

(iv) Offsetting financial assets and liabilities

Financial assets and liabilities are offset and the net amount reported on the consolidated statement of financial position only when thereis a
legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or 10 realise the assel and settle the

liability simultaneously.

The Group doec not offsot financial ascets and liabilities on the consolidated statement of financial position, as there are no unconditional rights to
set off. Consequently, the gross amount of financial instruments presented on the consolidated statement of financial position is the net amount.
The Group’s bitateral QTC derivatives are all subject to an International Swaps and Derivative Association (ISCA) master agreement. ISDA master
agreements and rovorse repurchase agreements entered into by the Group are censidered master netting agreements as thay provide a right of set
off that is enforceable only in the event of default, insolvency, or bankruptcy.

The Group does not hold any other financial instruments which are subject to master netting agreements or similar arrangements.
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The following table presents the effect of master netting agreements and similar arangements.

Gross amounts of financlial
instruments as presented on
the consolldated statement of

statement of financlal position

Related amounts not offset on the consolidated

Financial collateral

financial position Financial instruments pledged/(received) Net position
As at 31 December 2016 £m £m £m £m
Financial assets
Derivatives: 2,654 (558} (2,000} 96
Reverse repurchase
agreements 800 . {804) (4}
Total financial assats 3,454 (558) (2,804) 92
Financial liabilities
Derivatives! {751) 558 186 N
Total financial labilities (751) 558 186 (¢)]

Related amounts not offset on the consolidated
statement of financial position
Gross amaunts of flnancial
instrumentis as presented on
the consolidated statement of Financiat collateral

financial positlon Financial instruments pledged/(received) Net position
As at 31 December 2015 £m ‘ £m £m £m
Financial assets
Derivatives? 1,752 549 (1,176) 27
Total financial assets 1,752 (549) {1,176} 27
Financial liabilities
Derivatives? (1,070) 549 466 (55}
Total financial lizbilities (1,070) 549 466 (55)

' Onty OTC derivalives subject to master netting agreements have been included abave.

(c)v)  Credit risk on loans and receivables and financial liabilities designated as at fair value through profit or loss
{c}(v){i} Loans and receivables
The Group holds a portfolic of financial instruments which meet the definition of loans and receivables under IAS 39 Financial Instruments:
Recognition and Measurementand on initial recognition were designated as at FVTPL. These instruments are included in debt securities on the
consolidated statement of financial position. The Group’s exposure to such financial instruments at 31 December 2016 was £835m (2015: £652m)
of which £116m related to participating business (2015: £140m) and £719m related to shareholder business (2015: £512m), The fair value of these
loans and receivables is calculated using a valuation technigue which refers to the current fair value of other similar financial instruments in addition
to other unchservable market data. During the year, fair value gains of £27m (2015: £4m losses) in relation to these toans and receivables were
recognised in the consclidated income statement, The amount of this movement that is attributable to changes in the ¢redit risk of these
instruments was gains of £9m (2015: £2m).

As described in section (b}, the Group’s ERM framework defines market risk as the risk that arises from the Group’s exposure to market movements,
which could result in the income, or value of financial assets and liabilities, or the cash flows relating to these, fluctuating by differing amounts. The
movement in the fair value of loans and receivables incorporates both movements arising from credit risk and resulting from changes in market

conditions.

{c}(w)(if) Financial liabilities designated at FVTPL
The Group has designated unit linked non-participating investment contract liabilities as at FVTPL. As the fair value of the liability is based on the
value of the underlying portfolio of assets, the movement, during the period and cumulatively, in the fair value of the unit linked non-participating

investment contract liabilities, is only attributable to market risk.
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8. Group financial statements continved

() Demaographic and expense risk
As described in the table on page 178, the shareholder is directly exposed to demographic and expense risk from shareholder business and
participating business and, as a result, quantitative demographic and expense fisk disclosures are provided in respect of these categories,

Demographic and expense risk is managed by analysing experience and using statistical data to make certain assumptions on the risks associated
with the policy during the period that itis in force. Assemptions that are deemed to be financially significant are reviewed at least annually for pricing
and reporting purposes. In analysing demographic and expense risk exposures, the Group considers:

» Historic experience of relevant demographic and expense risks

» The potential for future experience to differ from that expected or observed historically

» The financial impact of variances in expectations

» Other factors relevant to their specific markets, for example obligations to treat customess fairly

Reinsurance and other visk transfer mechanisms are used to manago rick oxposures and are taken into account in the Group's assesement pf
demographic and expense risk exposures.

{d)(i) Elements of demographic and expense risk
The main elements of demographic and expense risk that give rise to the exposure are discussed below.

()@ () Compenents of insurance risk as defined by IFRS 4 /nsurance Contracts

Longevity

The Group defines longevity risk as the risk that policyholders live longer than expected which gives rise to losses for the shareholder. This may arise
from current experience differing from that expected, or the rate of improvement in montality being greater than anticipated. This risk is relevant for
contracts where payments are made until the death of the policyholder, for example, annuities.

Experience can vary as a result of statistical uncertainty or as a consequence of systemic (and previously unexpected) changes in the life expectancy
of the insured portfolio. The profitability of such business will reduce should policyholders live longer than the Group’s expectations and reported
profits will be impacted as and when such variances are recognised in liabilities.

Morbidity
The Group defines morbidity risk as the risk that claims dependent on the state of health of a policyholder are incurred at a higher than expected rate
or, in the casc of income benefits, continue for a longer duration or start carlier than those assumed. This rigk will be present on disability incems,
healthcare and critical iliness contracts. This includes the risk of anti-selection that results in a requirement to pay ¢claims that the Group had not
expected, for example, due to non-disclosure.

Income protection contracts have the risk that claim duration may be longer than anticipated.

Mortality
The Group defines mortality risk as the risk that death claims are at a higher rate or are more volatile than assumed, This risk will exist on any
contracts where the payment on death is greater than the reserve held. This includes the risk of anti-selection that results in a requirement to pay
claims that the Group had not expected, fer example due to non-disclosure.

()i} Other financial risks

Persistency — withdrawals and lapse rates

The Group defines persistency risk as the risk that clients redeem their investments and policyholders surrender, lapse or pay-up their policies at
different rates than assumed resulting in reduced revenue and/or financial losses. This risk may arise if persistency rates are greater or tess than
assumed or if policyholders sclectively lapse when it is beneficial for them. If the benefits payable on lapse or being paid-up are greater than the
reserve held then the risk will be of a worsening of persistency and if benefits are paid out that are lower than the reserve then the risk will bo that
fewer policyholders will lapse or become paid-up.

Persistency risk also reflects the risk of a reduction in expected future profits arising from eary retirements, sumenders « either partial orin full - and
similar policyholder options.

Variances in persistency will affect cquity holder profit to the extent that charges levied against policies are dependent upon the number of policies
in force and/for the average size of those policies. The policies primarily relate to unit linked and unitised with profits business. Profit may alse be at
risk if it is considered necessary, or prudent, to increase liabilities on certain lines of business.

Expenses

The Group defines expense risk as the risl that expense levels will be higher than assumed. This can arise from an increasc in the unit costs of the
Group or its businesses or an increase in expensc inflation, cither Group specific or relating to econamic conditions. This risk will be present on
contracts where the Group cannot orwill not pass the increased costs onia the customer, Expense risk can reflect an increasce in liabilities or a
reduction in expected future profit.

Profit is directly cxposed to the risk of expenses being higher than othenwise expected. It can be further affected il it is considered necessary, or
prudent, to increase provisions to reflect increased expectations of future ¢osts of policy administration,

(d)ii} Sensitivity to demographic and expenses risk analysis
Recognition of profit after tax and the measurement of equity are dependent on the methodology and key assumptions used Le determine the
Group's insurance and investment contract liabilities, as described in Note 33.
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The tables that follow illustrate the sensitivity of profit after 1ax from continuing operations and equity to variations in the key assumptions made in
relation to the Group's most significant demographic and expense risk exposures, including exposure to persistency risk. The vatues have, in all
cases, been determined by varying the relevant assumption as at the reporting date and considering the consequential impacts assuming other
assumptions remain unchanged.

{Decrease)/increase in profit after Longevity Expenses Persistency Morbidity/mortality
tax from continuing operations and equity +5% -5% +10% ~10% +10% -10% +5% -5%
2016 £m £m £m £m £m £m £m £m

Shareholder business
Pensions and Savings:

Reinsurance assets . - - - - 1 (1
Non-participating insurance contract liabilities (136) 128 (8) 8 1 1} . -
India and China

Defesred acquisition costs - - @ - - - . -
Non-participating insurance contract liabilities - . - - - - - .
Non-participating investment contract liabilities - - - - - - - -
Total sharehglder business (136) 128 (12) 8 1 {1) 1 (1)
Participating business

Pensions and Savings:

Recourse cash flows (16) 15 1) 1 - - (2} 2
Total participating business (16) 15 (1) 1 - - ()]

Total {152) 143 (13} 9 1 (1) (1) 1
{Decrease)/fincrease in profit after Lengevity Expenses Persistency Marbldity/mortallty
tax from contlnuing operations and equity +5% -5% +10% -10% +10% 10% +5% 5%
2015 . £m £m £m £m £m £m £m £m
Shareholder business

Pensions and Savings:

Reinsurance assels - - - - - - 1 (1)
Non-participating insurance contract liabilities (111) 104 {7 7 1 (1) 0 1
India and China

Deferred acquisition costs - - (5} 3 (1) 1

Mon-participating insurance contract liabilities - - - - - . - -
Non-participating investment contract liabilities - - - - - - . -
Total shareholder business {111) 104 (12) 10 - - - -
Participating business

Pensions and Savings:

Recourse cash flows (17} 16 3 3 . - (3} 3
Total participating business (17) 16 (3) 3 - - (3) 3
Total (128) 120 (15) 13 - - (3) 3

When the sensitivities presented in the tables above are applied to other with profits funds, there are no significant impacts on net liabilities after
reinsurance, equity or profits for either investment orinsurance coniracts. Amounts in the tables above are presented net of tax and reinsurance,

For the participating business, the tables above illustrate the impact of demographic and expense risk on the recourse cash flows from the HWPF,
which have heen determined in accordance with the Scheme and take into account the need to consider the impact of risk on the financial position
of the HWPF before any recourse cash flows can be transferred to the SHF. The terms of the Scheme provide for the retention of recourse cash fiows
under certain circumstances to support the financial position of the HWPF. Refer to Section (b)(ii).

The shareholder business of Pensions and Savings currently bears longevity risk both on contracts written in the PBF and on contracts written in the
HWPF for which the longevity risk has been transferred to the PBF,

Limitations

The financial impact of certain risks is non-linear and conseguently the sensitivity of other events may differ from expectations based on those
presented in the table. Correlations between the different risks and for other factors may mean that experience would differ from that expected if
more than one risk event occurred simultaneously. The analysis has been assessed as at the reporting date. The resulis of the sensitivity analysis
may vary as a consequence of the passage of time or as a consequence of changes in underlying market or financial conditions. The sensitivity
analysis in respect of longevity risk has been perfermed on the relevant annuity business and presents, for a +5% longevity test, the impact of a 5%
reduction in the underlying mortality rates (and vice versa). It has also been based on instantaneous change in the mortality assumption at all ages,
rather than considering gradual changes in mortality rate.
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8. Group financial statements continved

{e) Liquidity risk
As described in the table on page 178, the shareholder is exposed to liquidity risk from shareholder business, participating business and unit linked
funds and, as a result; the following quantitative liquidity rick disclosures are provided in respect of the financial liabilities of these categories.

The sharchalder is not exposed to the liquidity risk from the assets hetd by third party interects in consolidated funds and nen-controlling interasts
and therefore these have been excluded from the following quantitative disclosures.

Business unit; employ risk management technigues relevant to their product types with the objective of mitigating exposures to liquidity risk. For
annuity, with profits, and unit linked business, liquidity risk is primarily managed by holding a range of diversified instruments which are assessed
against estimated cash flow and funding requirements.

For annuity contracts, assets are held which are specifically chosen with the intention of matching the expocted timing of annuity paymants.
Business units actively manage and monitor the performance of these assets against liability benchmarks and liquidity risk is minimised through
the process of planned asset and liability matching. The Group’s assets are analysed in Section (b)(i) and Section (c}(7) of this Note. For Pensions and
Savings, the reinsurance treaty between the Group and Canada Life International Re provides for the cash settlement of amounts owed by Canada
Life International Re.

For with profits contracts, a portfolio of assets is maintained in the relovant fund< appropriato to the nature and term of the expectad pattern of
payments of liabilities. Within that pertfolio, liquidity is provided by substantial holdings of cash and highly liguid assets (principally government
honds).

Where it is necessary to sell less liquid assets within the relevant portfolios, then any incurred losses are generally passed onto pelicyhelders in
accordance with policyholders' reasonable eapectations, Such lossec are managed and mitigated through actively anticipating net disinvestmont
based on palieyholder behaviour and seeking to execute sales of underlying assets in cuch a way that the cest to policyheldors is minimicod.

For non-participating unit linked coniracts, a core portfolio of assets is maintained and invested in accordance with the mandates of ihe relevant unit
linked funds; Molicyholder behaviour and the trading position of ascet classes are actively manitored, The unit price and valug of any associated
contracts would reflect the proceeds of any sales of assets. IF considered negcescary, defemat terme within the policy conditions applying to the
majority of the Group's contracts are invoked.

Busincss units undertake periodic investigatiens into liquidity requirements, which include concidoeration of cach flows in normal conditions, 35 well
as investigation of scenarios where cash flows differ markedly from those expected (primarily due to extreme policyholder behaviour).

All business units are required to moniter, assess, manage and control liquidity rick in accordance with the relovant printiples within the Greup’s
policy framowaorl:. Oversight is provided bath at a Group level and within the business unit. In addition, all business units benefit frem membership
of a larger Group to the extent that, centrally, the Group:

» Coordinates strategic planning and funding requirements

» Monitors, assesses and oversees the investment of assets within the Group

» Monitars and manages risk, capital requirements and available capital on a group-wide basis

» Maintains a postfelio of committed bank facilities

The Group’s committed bank facilities are currently undrawn.

Liquidity risk is managed by cach business unit in consultation with the Group Treasury function and cach business unitis responsible for the
definition and management of its contingency funding plan.

As a result of the policies and processes established to manage risk, the Group considers the extent of liquidity risk arising from its activities to be
de-minimis.
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(e)i)  Maturity analysis

The tables that follow present the expected timing of the cash flows payable on the amounts recognised on the consolidated statement of financial
position for the participating and non-participating contract liabilities of the Group as at the reporting date. To align with the risk management

approach towards liquidity risk and existing management projections, the analysis that follows facilitates consideration of the settlement

obligations of both insurance and investment coniracts.

Greater
Within 1 2-5 6-10 11-15 16-20 than 20 No defined
year years years years years years maturity Total
2016 £m £m £m £m £m £m £m £m
Shareholder business
Non-participating insurance contract liabilities 330 1,194 1,351 1,139 881 1,297 6,192
Non-participating investment contract liabilities 1 1 1 1 4
Reinsurance liabilities - - -
Total shareholder business 33 1,195 1,352 1,140 B81 1,297 - 6,196
Participating business
Non-participating insurance contract liabilities 618 2,263 2,324 1,685 1,105 1,801 92,796
Participating insurance contract liabilities 1,611 3,603 2,867 2,398 2,376 2,296 15,151
Participating investment contract liabilities 600 2,649 3,484 3,411 2,692 2,701 15,537
Unallocated divisible surplus - 585 585
Total participating business 2,829 8,515 8,675 7,494 6,173 6,798 585 41,069
Unit linked funds
Mon-participating insurance contract liabilities 6,126 669 368 123 69 79 . 7.434
Neon-participating investment contract liabilities 92,951 31,696 26,705 15,024 9,118 8,565 102,059
Total unit linked funds 16,077 32,365 27,073 16,147 9,187 8,644 - 109,493
Total 19,237 42,075 37.100 24,781 16,241 16,739 585 156,758
Greater
Within 1 2-5 6:10 11-15 16-20 than 20 No defined
year years years years years years maturity Total
2015 £m £m fm £m Em £m £m £m
Shareholder business
Non-participating insurance contract liabilities 316 1,078 1,165 949 717 972 5,197
Non-participating investment contract liabilities 1 1 1 1 - 4
Reinsurance liabilities . - -
Total shareholder business 317 1,079 1,166 950 717 972 - 5,201
Participating business
Non-participating insurance contract liabilities 691 2,454 2,387 1,640 1,015 1,369 9,556
Participating insurance contract liabilities 2,044 3,668 2,536 1,939 2,019 2,077 14,283
Participating investment contract lizhilities 582 2,518 3,229 3,174 2,492 2,721 14,716
Unallocated divisible surplus - . - 655 655
Total participating business 3,317 8,640 8,152 6,753 5.526 6,167 655 39,210
Unit linked funds
Non-participating insurange contract liabilities 5,267 630 352 96 46 52 - 6,453
Non-participating investment contract liabilities 9,155 29,418 24,351 14,357 8,083 7.526 92,890
Total unit linked funds 14,422 30,048 24,713 14,453 8,129 7,578 - 99,343
Total 18,056 39,767 34,01 22,156 14,372 14,717 655 143,754
Standard Life 2016 193

UBIBLIOJUI |BI3URUY



8. Group financial statements continued

The analysis that follows presents the undiscounted cash flows payable by remaining contractual maturity at the reporting date for all financial
liabilities, including non-participating investment contract liabilities. Given that policyholders can usually choose to surrender, in part orin full, their
unit linked contracts at any time, the non-participating investment contract unit linked liabilities of Pensions and Savings life and pensions business
presented in the table below have been designated as payable within one year. Such surrenders would be matched in practice, if necessary, by
sales of underlying assots. The Group can delay settling liabilitics to unit linked policyholders to ensure fairness between thosc remaining in the
fund and those |eaving the fund. The length of any such delay is dependent on the underlying financial assets. In this analysis. the maturity within
one year includes liabilities that are repayable on demand.

Within 2.5 6-10 11-15 16-20 Greater than
1 year years years years years 20 years Total
2016 2015 2018 2015 1016 2015 2016 201% 2016 2015 2016 2015 2016 2015

£m £m £m fm £m fm Em fm £m im £m fm Em Em
Sharehelder business
Non-participating investment
contract liabilities 4 4 - - - . - - - - - - 4 4
Subordinated liabilities 81 81 313 324 359 377 290 345 143 208 67F 700 1,857 2,035
Other financial liabilities B76 793 450 37 - 2 - - - - - - 916 832
Total shareholder business 961 878 353 361 359 379 290 345 143 208 671 700 2,777 2,871
Participating business
Other financlal liabilities 2,179 1,317 27 7 6 12 6 6 5 6 85 97 2,308 1,445
Total participating business 2,179 1,317 27 7 [ 12 6 [ 5 6 85 97 2,308 1,445
Unittinked funds
Non-participating investment
contract liabilities 102,059 92,890 - - - - - . - - - - 102,059 92,890
Other linancial liabilities 908 481 11 12 9 10 9 8 9 8 141 16 1,087 535
Total unlt linked funds 102,967 93,371 11 12 9 10 9 8 9 8 141 16 103,146 93,425
Total 106,107 95,566 n 380 374 401 305 359 157 222 897 813 108,231 97,741

The printipal amounts of financial liabilities where the counterparty has no right te repayment are cxcluded from the above analysis along with
interest payments on such instruments after 2Q years. Alsa excluded are deposits received from reinsurers,

Deposits received from reinsurers reflect the liability to repay the deposit reecived from an cxternal reinsurer under the reinsurance transaction
referred to in Section (¢). The timing and amount of the payment of the cash flows under this liability are defined by the terms of the treaty, under
which there is no defined contractual maturity date o repay the deposit as at 31 December 2016 or 31 December 2015.

Refer to Note 23 for the malurity profile of undiscounted cash flows of derivative financial instruments.

The Group also had unrecognised commitments in respect of financial instruments as at 31 December 2016 with a contractual maturity of within one
year and between one and five years of £453m and £nil respectively (2015: £319m and £nil).

(f) Operationat and conduct risk

The Group defines operational risk as the risk of loss, or adverse consequences for the Group's business, resulting from inadequate or failed internal
processes, people or systems, or from external events. This includes conduct risk which is defined as the risk that through our behaviours,
strategies, decisions and aclions the Group, or individuals within the Group, do not do the right thing and/or do not behave in 2 manner which:

» Pays due regard to treating our customers and clients fairly

* |5 consistont with our disclosures and setting of customer and client expectations

» Supports the integrity of financial markets

The policy framework, which includes the Group operational risk policy and the Graup conduct risk policy, is used to support the management of

operational and conduct risks. Business units adopt the relevant minimum standards and limits contained within these policies and are required to
manage risk in accordance with the policies, taking mitigaling action as appropriate to operate within appetites.

The types of operational risk to which the Group is exposed are identified using the foltowing operational risk categories:

» Fraud orirregularities
» Regulatory or legal

» Preducts and practices
» Business interruption
» Supplier failure

» Process execution

» People

» Security

Activilies undertaken to ensure the practical operation of cantrols over financial risls, thot is, market, credit, liquidity aind demugtaphic and eapense
risk, are treated as an operational risk.
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Operational risk exposures are controlled using one or a combination of the following: modifying operations to mitigate the exposure to the risk;
accepting exposure to the risk; or accepting exposure to the risk and controlling the exposure by risk transfer or risk treatment. The factors on which
the level of control and nature of the controls implemented are based include:

» The potential cause and impact of the risk

» The likelihood of the risk being realised in the absence of any controls

» The ease with which the risk could be insured against

» The cost of implementing controls to reduce the likelihood of the risk being realised
» Operational risk appetite

Conirol Self Assessment (CSA) is a monitoring activity where business managers assess the operation of the controls for which they are responsible
and the adequacy of these controls to manage key operational risks and associated business processes, The assessment completed by business
managers is validated and challenged by the risk function in its role of ‘second line of defence’. Independent assurance as to the effectiveness of the
CSA process is provided by Group Internal Audit in its role of ‘third ling of defence’. The results of CSA are reported thraugh the risk governance
structure.

The assessment of operational risk exposures is performed on a qualitative basis using a combination of impact and likelihood, and on a
quantitative basis using objective and verifiable measures, The maximum amount of operational risk the Group is willing to retain is defined using
both gquantitative limits, for example financial impact, and also qualitative statements of principle that anticulate the event, or effect, that needs to
be limited.

The operational risks faced by each business unit and its exposure to these risks forms its operational risk profile. Each business unit is required 1o
understand and review its profile based on a combination of the estimated impact and likelihood of risk events occurring in the future, the results of
CSA and a review of risk exposures relative to approved limits.

The impact of a new product, a significant change, or any one-off transaction on the operational risk profile of each business unitis assessed and
managed in accordance with established guidelines or standards.

ig) Strategic risk

The Group defines strategic risk as those risks which threaten the achievement of the strategy through poor strategic decision-making,

implementation or response to changing circumstances. Strategic risks are considered across the Group through the business planning process. The
strategic risks to which the Group is exposed are reviewed on a regular basis.

47. Structured entities

A structured entity is an entity that is structured in such a way that voting or similar rights are not the dominant factor in deciding who controls
the entity. The Group has interests in structured entities through investments in a range of investment vehicles including:

» Pooled investment funds managed internally and externally, including OEICs, SICAVs, unit trusts and limited partnerships

» Debt securitisation vehictes which issue asset-backed securities

The Group consolidates structured entities which it controls. Where the Group has an investment in, but not control over these types of entities,
the investment is classified as an investment in associate when the Group has significant influence.

The Group also has interests in structured entities through asset management fees and other fees received from these entities.

{a} Consolidated structured entities
As at 31 UVecember U016 and 31 December 2015, die Gioup hias not provided any non-contractual financial or other support to any consolidated
structured entity and there are ng current intentions to do so.

(b} Unconsolidated structured entities
As at 31 December 2016 and 31 December 2015, the Group has not provided any non-contractual financial or ether support to any unconsolidated
structured entities and there are no current intentions to do so.

{b)(i} Investments in unconsolidated structured entities
The following table shows the carrying value of the Group's investments in unconsolidated structured entities by line items in the consolidated
statement of financial position and by risk segment as defined in Note 41.

Shareholder business Participating business  Unit linked funds TPICF & NCI? Total

2016 2015 2016 2015 2016 2015 2016 2015 2016 201%
2016 £m £m £m fm £m fm £m £m £m fm
Investments in associates 28 19 847 531 5.607 4,561 894 314 7,376 5,425
Equity securities and interests in
pooled investment funds - - 122 72 21,421 17,406 2,078 1,425 23,621 18,903
Debt securities 664 576 1,490 1,454 1,317 1,381 167 140 3,638 3,351
Total 692 595 2,459 2,057 28,345 23,348 3,139 1,879 34,635 27,879

+  Third party interest in cansolidaled funds and ngn-controlling inzerests.

The asset value of unconsolidated structured entities which are managed by the Group and in which the Group's holding is classified as an
investment in associate is £41,379m {2015; £28,150m). There are no interests in pooled investment funds managed hy the Group other than those
classified as investments in associates. The total issuance balance relating to unconsolidated structured debt securitisation vehicles in which the
Group has an investment is £57,877m (2015: £54,214m),
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8. Group financial statements continues

The Group's maximum exposure to loss in respect of its investments in unconsolidated structured entities is the canying value of the Group's
investment. As noted in Note 41, the shareholder is not exposed to market or credit risk in respect of investments held in the unit linked funds, and
third party interest in consolidated funds and non-controlling interests risk segments.

Additional information on how the Group manages its exposure to risk can be found in Note 41,

{(b)(I) Other interests in unconsolidated structured entities
For those structured entities which the Group receives asset management or other fees from but has no direct investment, the maximum exposure to
loss is loss of future fees,

Total assets under management of structured entities in which the Group has no direct investments but has other interests in are £12,634m at
31 December 2016 (2015: £11,599m). The fees received in respect of these assets under management during the year to 31 December 2016 were
£61m (2015: £48m).

43. Fair value of assets and liabilities

The Group uses fair vatue te measure the majority of its assets and liabilities. Fair value is the amount for which an asset could be exchangad, or
a liability settled, between knowledgeable willing parties in an arm's length transaction.

Estimates and assumptions

Determination of the fair value of private equity investments, debt securities categorised as level 3 in the fair value hierarchy, over-the-counter
derivatives and investment praperty are key estimates. Further details on the methods and assumptions used to value these investments are set
out in section (d) below. Disclosures regarding sensitivity of level 3 instruments measured at fair value on the statement of financial position to
changes in key assumptions are set out in (d){iv} below.

{a} Determination of fair value hlerarchy
To provide further information on the approach used to determine and measure the fair vatue of certain assets and liabilities, the following fair value
hierarchy categorisation has been used:

» Level 1 - Fair vatues measured using quoted prices (unadjusted) in active markets for identical assets or liabilities. An active market exists where
transactions take place with sufficient frequency and volume to provide pricing information on an engoing basis.

» Level 2 - Fair values measured using inputs other than quoted prices included within level 1 that are observable for the asset or liability, either
directly {i.e. as prices) or indirectly (i.e. derived from prices)

» Level 3 - Fair values measured using inputs that are not based on observable market data (unobservable inputs)

(b) Financial investments and financial liabilities

An analysis of the Group’s financial investments and financial liabilities in accordance with the categories of financial instrument set out in I1AS 39
financial instruments: Recognition and Measurementis presented in Motes 21 and 35 and in¢ludes those financial assets and liabilities held at fair
value,

{cj Non-financial investments

An analysis of the Group's investment praperty and owner occupied property within property, plant and equipment in accordance with 1AS 40
Investment property and INS 16 Propenty, plant and equipmentis presented in Motes 19 and 20 respeclively and includes those assets held at fair
value.

{d} Methods and assumptions used to determine fair value of assets and liabilities

information on the methods and assumptions used to determine fair values for each major category of instrument measured at fair value is given
below. These metheds and assumptions include those used to fair value assets and liabilitiee held for sale, including the individual assets and
liabilities of operations held for sale.

tnvestments In associates at FVTPL, equity securities and interests in paoled Investment funds, and amounts seeded into funds classifled as held
for sale
Investments in associates at FVTPL are valued in the same manner as the Group’s equity securities and interests in panled investment funds.

Equity instruments listed en a recognised exchange are valued using prices sourced fram the primary exchange on which they are lisled. These
instruments are generally considered to be quoted in an active market and are therefore categorised as level ¥ instruments within the fair value
hierarchy.

Unlisled cquitics are valued using an adjusted net asset value. The Group's capesurc 1o unfisted cquity sccuritics primarily relates to private equity
investments. The majority of the Group’s private equity investments are carried out through European fund of funds structures, where the Group
receives valuations from the investment managers of the undeslying funds.

The valuations received from investmenl managers of the underlying funds are reviewed and where appropriate adjustments are made to reflect the
impact of changes in market conditions between the date of the valuation and the end of the reporting period. The valuation of these securities is
largely based on inputs that are not based on observable market data, and accordingly these instruments are categorised as level 3 instruments
within the fair value hierarchy. Where appropriate, reference is made to observable market data.

Where pooled investment funds have been seeded and the investments in the fund have been classified as held for sale, the costs to sell are
assumed to be negligible. The fair value of pooled investment funds held for sale is calculated as equal to the observable unit price.
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Investment property and owner occupied property

The fair value of vestment property and all weener occupied property i based on valuations provided by external property valuation expents. The
fair value of investment property is measured based on each propenty’s highest and best use from & market participant’s perspeclive and considers
the potential uses of the property that are physicaily possible, legally permissible and financially feasible. No adjustment has been made for vacant
possession for the Group's owner occupied property,

In the UK and Europe, valuations are completed in accordance with the Royal tnstitution of Chartered Surveyors (RICS) valuation standards. These
are predominantly produced using an income capitalisation approach. The income capitalisation approach is based on capitalising an annual net
income stream using an appropriate yield. The annual net income is based on both current and estimated future netincome. The yield and future net
inwme used iy delerniined by considering recent transactions invelving property with similar characteristics to the property being valued. Whereit is
not possible to use an income capitalisation approach, for example on property with no rental income, a market comparison approach is used by
considering recent transactiens involving property with similar characteristics to the property being valued. In both approaches where appropriate,
adjustments will be made by the valuer to reflect differences between the characteristics of the property being valued and the recent market
transactions considered.

As income capitalisation and market comparison valuations generally include significant unobservable inputs including unobservable adjustments
to recent market {ransactions, these assets are categorised as level 3 within the fair value hierarchy.

Derivative financial assets and derivative financial liabilitles

The majurity of the Group's deiivalives are over-the-cgunter derivatives which are measured at fair value using a range of valuation models including
discounting future cash flows and option valuation techniques. The inpuls are observable market data and over-the-counter derivatives are
therefore categorised as level 2 in the fair value hierarchy.

Exchange liaded deiivatives ae valued using prices sourced from the relevant exchange. They are considered to be instruments quoted in an active
market and are therefore categorised as level 1 instruments within the fair value hierarchy.

Non-perfunnance risk atising from the credit risk of cach counterparty has been considered on a net exposure basis in ling with the Group's rick
managenent pulicies. Al 31 December 2016 and 31 December 2015 the residuanl credit rislkis considered immaterial and therefere no credit rick
adjustment has been made.

Debt securities

For debt securities, the Group has determined a hierarchy of pricing sources. The hierarchy consists of reputable external pricing providers who
generally use ubservable maikel Jala. Il jprices are not available from these providers or are considered to be stale, the Group has established
proceduies (0 anive al an internal assessment of the fairvalug, These procedures are based largely on inputs that are not based on obserzable
market data. A further analysis by category of debt security is as follows:

» Gavernment, Including provincial and municipal, and supranational institution bonds
These instruments are valued using prices received from external pricing providers wha generally base the price on quotes received from a
number of market participants. They are categorised as level 1 or level 2 instruments within the fair value hierarchy depending upon the nature of
the underlying pricing information used forvaluation purpases.

» Corporate bonds listed or quoted in an established over-the-counter market including asset-backed securitles
These instruments are generally valued using prices received from external pricing providers who generally consolidate quotes received from a
panel of banks into a composite price. As the market becomes less active the quotes provided by some banks may be based on modelled prices
rather than pn actual hansaclivos., These sources are based largcly on observable madiet data, and therefore these instruments are ¢ategoriced
as level 2 ingtiuments within the fai velue hieiarchy, When prices reccived from external pricing providers are based on a single broker indicative
quote, the instruments are categorised as level 3 instruments.
For instruments for which prices are either not available from external pricing providers or the prices provided are considered to be stale, the
Group performs its own assessment of the fair value of these instruments. This assessment is largely based on inputs that are not based on
ohservable market data, principally single broker indicative quotes, and accordingly these instruments are calegorised as level 3 instruments
within the fair value hierarchy.

» Other corporate bonds including unquoted bonds, commercial paper and certificates of deposit

These instruments are valued using models. For unquoted bonds the model uses inputs from comparable bonds and includes credil Spreads
which are obtained from brokers or estimated internally. Commercial paper and certificates of deposit are valued using standard valuation
farmulas. The categorisation of these instruments within the fair value hierarchy will be either level 2 or 3 depending upon the nature of the
underlying nricing information used for valuation purposes.

» Commercial mortgages
These instruments are valued using models. The models use a discount rate adjustment technique which is an income approach. The key inputs
for the valuation models are contractual future cash flows, which are discounted using a discount rate that is determined by adding a spread to
the current base rate. The spread is derived from a pricing matrix which incorporates data on current spreads for similar assets and which may
include an internal underwriting rating. These inputs are generally observable with the exception of the spread adjustment arising from the
Internal underwriting rating. The classification of these instruments within the fair value hierarchy will be either level 2 or 3 depending on whether
the spread is adjusted by an internal undenwriting rating.

Contingent consideration asset and contingent consideration liabilities

A contingent considerativn assel was recoginised during 2014 in respect of a purchase price adjustment mechanism relating to the acquisition of
Ignis. The fairvalue of the asset is calculated using a binomial tree option pricing model, The main inputs are management fee income and expected
probabilities of payouts. These are considered uncbservable and as a result the asset is classified as level 3 in the fair value hierarchy.

Contingent consideration liabilities have also been recognised in respect of acquisitions made during the year. The vatuations are based on
unobservable assumptions regarding expected movements in assets under advice and therefore the liabilities are classified as level 3 in the fair
value hierarchy,
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8. Group financial statements continved

Non-participating investment contract liabitities

The fair value of the non-participating investment contract liabilities is calculated equal to the fair value of the underlying assets and liabilities in the
funds. Thus, the value of these liabilities is dependent on the methods and assumptions set out above in relation to the underlying assets and
liabilities in which these funds are invested. The underlying assets and liabilities are predominately categorised as level 1 or 2 and as such, the
inputs into the valuation of the liabilities are observable, Therefore, the liabilities are categorised within level 2 of the fair value hierarchy.

Liabilities in respect of third party interest in consolidated funds

The fair value of liabilities in respect of third party interest in consolidated funds is calculated equal to the fair value of the underlying assets and
liabilities in the funds. Thus, the value of these liabilities is dependent on the methods and assumptions set out above in relation to the underlying
assets in which these funds are invested. When the underlying assels and liabilities are valued using readily avaitable market information the
liabilities in respect of third party interest in consolidated funds are treated as leve! 2. Where the underlying assets and liabilities are not valued
using readity available market information the liabilities in respect of third party interestin consolidated funds are treated as level 3.

{d)() Fairvalue hierarchy for assets measured at fair vatue in the statement of financial position
The table below presents the Group's assets measured at fair value by leve! of the fair value hierarchy.

Fair value hierarchy

As recognised in the
consolidated
statement of financtal  Classified as

pasition tine item held for sale Tatal Level 1 Level 2 Level 3
2016 2015 2016 2015 2016 2015 2016 2_’015 2016 2015 2016 2015
£m £m £m fm £m fm £m £m £m fm £m fm

Investments in associates at
FVTPL 7.376 5,425 - 33 7,376 5458 7,211 5,370 2 2 163 86
Investment property 9,929 9,991 228 87 10,157 10,078 - - - - 10,157 10,078
Owner occupied property 58 55 8 - 66 55 - - - - 66 55
Derivative financial assets 3,534 2,444 - - 3,534 2,444 844 692 2,690 1,752 - -
Equity securities and
interests in pooled
investment vehicles 83,307 71,679 27 17 B3,334 71696 82,539 70,877 - . 795 81%
Debt securities 67,933 66,657 - - 67,933 66,657 28,721 23,210 38,344 42,660 868 787
Contingent consideration
asset 10 15 - - 10 15 - - - . 10 1%
Total assets at fair value 172,147 156,266 263 137 172,410 156,403 119,315 100,149 41,036 44,414 12,059 11,840

There were transfers of debt securities of £98m from level 1 to level 2 during the year (2015: no transfers). Refer to 4 3(d){iii) for details of movements
in level 3.
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The table that follows presents an analysis of the Group's assets measured at fair value by level of the fair value hierarchy for each risk segment as

set outin Note 41,

As recognised in the

consolidated

statement of financial

Classified as

Fair value hierarchy

positien line item held for sale Total Levell Level 2 Level 3
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£m fm £m £m £m £m £m fm £m fm £Em fm
Shareholder business
Investments in associates at
FYTPL 30 19 . 33 30 52 10 36 2 2 18 14
Investment propery - 1 - - 1 - - - 1
Owner gccupied property - - - - - .
Derivative financial assets 19 9 - 19 9 2 1 17 8 .
Equity securities and interests in
pooled investment vehicles 58 52 27 17 85 69 78 61 - - 7 8
Debt securities 8,384 7,576 - 8,384 7,576 928 1,089 6,704 5858 752 629
Contingent consideration asset 10 15 - 10 15 - - - 10 15
Total shareholder business 8,501 7,672 27 50 8,528 7,722 1,018 1,187 6,723 5868 787 667
Participating business
Investments in associales at
FVTPL 847 53 - . B47 531 702 459 - 145 72
Investment property 1,716 2,167 216 - 1,932 2,167 - 1,932 2167
Owner gccupied property 30 55 8 - 38 55 - - 38 55
Derivative financial assets 2,211 1,478 - - 2,211 1,478 LB0 407 1,731 1,071 - -
Equity securities and interests in
pooled investment vehicles 8,478 8,187 - 8,478 8,187 8,159 7,840 - 319 347
Debt securities 28,193 25,913 - 28,193 25,913 16,994 15,573 11,083 10,198 116 142
Total participating business 41,475 38,331 224 41,699 38,331 26,335 24,279 12,814 11,269 2,550 2,783
Unit linked funds
Investments in associates at
FVTPL 5,605 4,561 - - 5,605 4,561 5,605 4,561 - - - -
Investment property 5,727 5,947 12 68 5,739 6,015 - - 5,739 4,015
Owner occupied property 28 - - - 28 - - - . 28
Derivative financial assets 1,025 716 - - 1,025 716 281 220 744 496 .
Equity securities and interests in
pooled investment vehicles 67,452 56,307 - 67,452 56,307 67,252 56,117 - - 200 190
Debt securities 25,885 26,789 - - 25,885 26,789 9,434 6,053 16,451 20,720 - 16
Taotal unit linked funds 105,722 94,320 12 68 105,734 94,388 82,572 66,951 17,195 21,216 5,967 6,221
TPICF and NCIt
Investments in associates at
FVTPL 894 314 - 894 314 894 314 - .
Investment property 2,486 1,876 - 19 2,486 1,895 . 2,486 1,895
Owner occupied property . - . - - - . -
Derivative financial assets 279 241 - . 279 241 81 64 198 177 -
Equity securities and interesis in
pooled investment vehicles 7,319 7,133 - 7,319 7,133 7.050 6,859 - . 269 274
Debt securities 5,471 6,379 - 5,471 6,379 1,385 495 4,106 5,884
TPICF and NCI* 16,449 15,943 - 19 16,449 15962 9,390 7,732 4,304 6,061 2,755 2,169
Total 172,147 156,266 263 137 172,410 156,403 119,315 100,149 41,036 44,414 12,059 11,840
v Third pany interest in consolidaied funds and non-controlling Interests,
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8. Group financial statements continved

{d){ii) Fairvalue hierarchy for liabilities measured at fair value in the statement of financial position

The table below presents the Group's abilities measured at Fair value by tevel of the fair value hierarchy.

Falr value hierarchy
As recognised in the
consolidated statement of
financial position line item Level 1 Level 2 Level 3
2016 2015 2016 2015 2016 2015 2016 2015
£m fm Em £m £m Em £m £m
Non-participating investment contract liabilities 102,059 92,890 102,059 92,890 -
Liabilities in respect of third party interest in
consolidated funds 16,835 17,196 - 15,607 15,889 1,228 1,307
Derivative financial liabilities 265 1,254 185 184 780 1,070 - -
Contingent tonsideration liabilities 15 - - 15
Total liabilities at falr value 119,874 111,340 185 184 118,446 109,849 1,243 1,307

There veere no transfers between levels 1 and 2 during the year (2015: none). Refer to 43{d){iii) for dotaits of movements in lovol 3.

The table that follows presents an analysis of the Group’s (iabilities measured at fair value by leve( of the fair value hierarchy for each risk segment

as set outin Note 41.

Fair value hierarchy
As recognised in the
consolldated statement of
financial position line item tevel Level 2 Level 3
2016 2015 2016 2015 2016 2015 2016 2015
£m f£m £m fm Em Em £m £m

Shareholder business
Derivative financial liabilities 12 16 1 1 11 15 -
Contingent consideration liabilities 15 - - 15
Total sharehotder business 27 16 1 1 11 15 15
Participating business
Derivative financial liabilities 39 88 20 47 19 41
Total participating business -39 88 20 47 19 41 .
Unitlinked funds
Non-participating investment contract liabilities 102,059 92,890 . 102,059 92,890 -
Derivative financial liahilities 714 836 130 103 584 733 -
Total unit inked Funds 102,773 93,726 130 103 102,643 93,623
TPICF and NCI
Liabilities in respect of third party interestin
consolidated funds 16,835 17,196 - - 15,607 15,889 1,228 1,307
Derivative financial liabilities 200 314 34 33 166 281
TPICF and NCh 17,035 17,510 34 33 15,773 16,170 1,228 1,307
Total 119,874 111,340 185 184 118,446 109,849 1,243 1,307

1 Third pany Interest in consolidated funds and non-controlling intezests.
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(d)iil) Reconciliation of movements in levet 3 instruments
The movements during the year of level 3 assets and liabilities held at fair vatue, excluding assets and liabilities held for sale, are analysed below,

Equity securities Liabilitles In
respect of third
Investments in and Interests in party interest in
assoclates at Investment Owner occupied Pooled Investment consolidated
FVTPL property property funds Debt securities funds
2016 2015 2016 2015 2016 2015 2016 2015 2016 2018 2016 2015
£m £m £m Em £m £m £fm Em £m £m £m fm

At 1 January B6 83 9,991 95,041 55 138 819 836 787 519 (1,307) (1,338)
Reclassified to heid for sale - - (191) (87) (8) - - . - - - -
Total gains/{losses) recognised in the
consolidated income statement 10 1 (302) 452 {1) 5 80 135 34 - 19 (47)
Purchases? 103 16 1,755 862 1 - 109 116 183 360 19) 91)
Settlement - - - . - - - . - - 81 169
Sales (39 (14 1,337 (2900 (22) (3D (242) {2%¢) (97) {(111) - .
Transfers in to tevel 37 - - - - - - 5 28 - 33 -
Transfers out of level 32 - - - . - - (33) - (39) (14) . -
Transfers between investment property
and owner occupied property - - (28) - 28 . - . - - - .
Foreign exchange adjustment 3 - 45 6] - - 57 2 - - (2) -
Total gains recognised on revaluation of
owner occupied property within other
comprehensive income - - - . 5 4 - - - - - .
Other - - (3) 21 - - - - - - - -
At 31 December 163 86 9,929 9,991 58 55 795 819 868 787 (1,228) (1,307

' purchases of investment property for the year ended 31 December 2016 inclides £1,289m (2015: Enil) relating to the merger of property Investment vehicles.
1 Transfers are deemed to have occurred at the end of the calendar quaner in which they arose.

In addition to the above, the Group had a contingent consideration asset with a fair value of £10m at 31 December 2016 {2015: £15m) and
contingent consideration liabilities with a fair value of £15m {2015: £nil). There were no settlements during the year. Movements in the fair value of
¢ontingent consideration assets and liabilities are recognised in other income in the consolidated income statement.

As a1 31 December 2016, €115 uf tolal fosses fiom continuing operations (2015: £418m gaing) were recognised in the consolidated income
statement in respect of assets and liabilities held at fair value classified as level 3 at the year end. OF this amount £137m losses (2015: £460m
gains) were recognised in investment return, £1m losses {2015: £5m gaing) were recognised in other administrative expenses and £19m gains
(2015: £47m losses) were recognised in change in liability for third party interest in consolidated funds.

Transfers of equity securities and interests in pooled investment funds and debt securities into level 3 generally arise when external pricing
providers stop providing a price or where the price provided is considered stale. Transfers of equily securities and interests in pooled investrment
funds and debt securities out of tevel 3 arise when acceptable prices become available from external pricing providers.

(d)iv) Sensitivity of level 3 Instruments measured as at falr value on the statement of financial position to changes in key assumptions

Effect of changes of significant unohservable assumptions to reasonable possible alternative assumptions

For the majority of level 3 investments, other than commercial mortgages and unguoted corporate bonds, the Group does not us¢ internal models to
value the investments but rather obtains valuations from external parties. The Group reviews the appropriateness of these valuations on the
following basis:

» Forinvestment property and owner occupied property {including property that is classified as held for sale), the valuations are obtained from
external valuers and are assessed on an individual property basis. The principle assumptions will differ depending on the valuation technique
employed and sensitivities are determined by flexing the key inputs listed in the following table using knowledge of the investment property
market.

» Private eguity fund valuations are provided by the respective managers of the underlying funds and are assessed on an individual invesiment
basis, with an adjustment made for significant movements between the date of the valuation and the end of the reporting period. Sensitivities are
determined by comparison 1o the private equity market.

» Unquoted corporate bonds are valued using internal models on an individual instrument basis, Sensitivities are determined by adjusting
internally estimated credit spreads.

» Commercial morgage vatuations are ublained from internal models on an individual instrument basis. Sensitivitics are determined by adjusting
the spread added to the current base rate.,

The shareholder is directly exposed to movements in the value of level 3 investments held by the shareholder business {to the extent they are not
offset by upposite movements in investment and insurance contract liabilities). Movements in level 3 investments hetd by the other risk sogments
are oflsei by an uppusite movenent in investmen and insurance contract liabilities and therefore the chareholder ic not directly exposed te such
movements unless they are sufficiently severe to cause the assets of the participating business to be insufficient to meet the obligations to
policyholders.

Changlng unobservable inputs in the weasureinent of the fair value of level 3 financial assets to reasonably possible alternative assumptions would
rot have a significant impact on profit for the year or total assets.
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8. Group financial statements continued

The table below presents quantitative information about the significant unobserrable inpuls for leval 3 instruments:

Fair vatue
2016 £m valuation technique Uncbservable input Range (weighted average)
Investment property and owner accupied 9,567 Income capitalisation Equivalent yield 3.6%10 9.1% (5.4%)
property
Estimated rental value £29t0 £2,422 (£336)
persquare metre per annum
investment property 596 Income capitalisation Equivalent yield 4.6%to 7.1% (5.7%})
(hotels)
Estimated rental value per  £990 to £13,750 (£5.462)
rOOm per annum
Investment property and owner occupied 60 Market comparison Estimated value per square £210 £12,807 (£4,081)
property metre
Equity securities and interests in pooled 958 Adjusted net asset value Adjustment to net asset N/A
investment funds and investments in value!
associates al FVTPL
{private equity investments}
Debt securities 45 Discounted cash flow Credit spread 1.9% 10 2.6% (2.1%)
(commercial mortgages)
Debt secutities 373 Discounted cash flow Credit spread 0.2%1t0 4.3% (1.9%)
{(unquoted corporate bonds)
Debt securities 11 Discounted cash flow Credit spread 1.3% (1.3%)
(infrastructure loans)
Debt securities 33 Single broker Single broker indicative N/A
{other) price?
Fairvalue
2015 €m Yaluation technique Unobservable Input Range (welghted average)
Investment property and owner occupied 9,496 Income capitalisation Equivalent yield 2.1%10 15.5% (5.2%)
property
Estimated rental value £310 £2,422 (£346)1
per square metre per annum
Investment property 515 Income capitalisation Equivalent yield £.6% to 7.2% (5.9%)
(hotels)
Estimated rental value per  £995 1o £13,748 (£5.632)
room perannum
Investment property and ewner occupied 122 Market comparison  Estimated value per square £2to £14,604 (£4,246)
propenty melre
Equity securities and interests in pooled 905  Adjusted net asset value Adjustment to net asset N/A
investment funds and investments in valuel
associates at FVTPL
(private equity investments)
Debt securities 382 Discounted cash flow Credit spread 1.9% 0 2.6% (2.2%)
(commertial morigages}
Debt securities 270 Discounted cash flow Credit spread 0.2%to 4.0% (1.9%)
{unquoted corporate bonds)
Debt securities 135 Single broker Single broker indicative NfA

{other)

price?

' AGroup level adjustment is made for significan: movements in private cquity values,

*  Debt secusities which are valued using single broker indicative quotes are disclosed in level 3 in the fai: vatue hierazchy, Mo adjustment is made to these prices.

1 Restated.
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{e})  Assets and liabilities not carried at fair value

The 1able below presents estimated fan values by level of the fair value hicrarchy of assets and liabilities whose carrying value doos not approximate
fairvalue. Fairvalues of assets and liabilities are based on observable market inputs where available, or are estimated using other valuation
technigques.

As retognised inthe
consolidated
statement of financial

position line {tem Fair value Level 1 Level 2 Level 3
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

Notes £m £m £m £m £m fm £m £m £m Em
Assets
Loans secured by mortgages 22 73 87 86 84 - 86 84 .
Liabilities - . -
Nen-participating investment contract
liabilities 35 4 4 4 4 - - 4 4
Suberdinated notes 36 499 499 530 530 . $30 530 -
Subordinated guaranteed bonds 36 502 502 577 579 . §77 579 -
Mutual Assurance Capital Securities 36 318 317 334 345 - 334 345 -

The estimated (air vatues for subordinated liabilities are based on the quoted market offer price. The estimated fair values of the other instruments
detailed above are calculated by discounting the expected future cash flows at current market rates.

It is not passible to reliably calculate the fair value of participating investment contract liabilities. The assumptions and methods used in the

calculation of these liabilities are set out in Note 33. The canying value of participating investment contract liabilities at 31 December 2016 was
£15,537m (2015: £14,716m). The carrying value of all other financial assets and liabilities measured at amortised cost approximates their fair

value.

44. Statement of cash flows

The tables below provide further analysis of the balances in the statement of cash flows,

(a) Change in operating assets

2016 2015

£m fm

investment property (116) (1,061)
Equity securities and interests in pooled investment funds (11,131) (889)
Debt securities 63 (2.508)
Derivative financial instruments (1,331) 1,063
Reinsurance assets 140 518
Investments in associates and joint ventures (1,305) (1,042}
Receivables and other financial assets and other assets 118 (281)
Deferred acquisition costs 45 114
Loans 497 (593)
Assets held for sale 25 (1,930
Change in operating assets {12,995) (6,607)

{b) Change in operating liabilities

2016 2015

£m fm

Other financial liabilities, provisions and other liabilities 1,209 (820)
Deposits received from reinsurers (41) (507)
Pension and other post-retirement benefit provisions (19) 21
Deferred income (46) (38
Insurance contract liabilities” 1,393 {630)
Investment contract liabilities 9,051 4,945
Change in tiability for third party interest in consolidated funds 1,379 285
Liabilities held for sale - 786
Change in operating liabilities 12,926 4,042
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8. Group financial statements continued

{c) Other non-cash and non-operating items

2016 2015

£m Em

Gain on sale of subsidiaries exctuding transaction costs and provision recognised on disposal - (1,136)
Gain on disposal of property, plant and equipment 1 (6)
Depreciation of property, plant and equipment 14 16
Amortisation of intangible assets 64 51
Impairment losses on intangible assets 20 11
Impairment losses on property, plant and equipment 1 4
Impairment losses reversed gn property, plant and equipment - (5}
Other interest cost 3 7
Finance costs 82 B4
Share of profit from associates and joint ventures (63) {43)
Other non-cash and non-operating items 122 (1,017)

{d) Disposal of subsidiaries
There were no operations dispesed of in the year ended 31 December 2016. The following table sets out the cash inflows from the disposal of the
Canadian business in 2015,

2015
Notes £m
Investment property 1,343
Loans 2,235
Equity securilies and interests in pooled investment funds 12,415
Debt securities ) 11,206
Other assets of operations disposed of excluding cash and cash equivatents 1,354
Non-participating insurance contract liabilities (9.455)
Non-participating investment contract liabilities (15,195)
Other liabilities of operations disposed of (2,702)
Net assets disposed of 1,201
Iltems transferred to profit or loss on disposal of subsidiaries 12 (237)
Gain on sale 12 1,102
Transaction costs 21
Provision recognised on disposal of subsidiaries 13
Total cash consideration 1 2,100
Cash and cash equivalents dispased of 12 (500)
Cash inflow from disposal of subsidiary 1,600

45. Contingent liabilities and contingent assets

Contingent liobilitics arc possible obligations of the Group of which timing and ameunt are subject to significant uncertainty. Contingent
liabilities are not recognised on the consolidated statement of financial position but are distlosed, unless they are considered remote. If such an
obligation becomes probable and the amount can be measured reliably it is no longer considered contingent and is recognised as a liability.

Conversely, contingent assets are possible benefits to the Group. Contingent assets are only disclosed if it is probable that the Group will receive
the benefit: If such a benefit becomes vintually certain it is no longer considered contingent and ic recognised ac an assot.

{a) Annuity sales practices relating to enhanced annuities

As discussed in Note 40, at the request of the Financial Canduct Authority (FCA), Standard Life is conducting a past business review of non-advised
annuity sales. The purpose of the review is to identify whether relevant customers received sufficient information about enhanced annuities to make
the right decisions about their purchase, and where appropriate provide redross to customers who have suffered loes as a result of not having
received sufficient information. In relation to this review, the FCA is carrying out an investigation and it is possible that the FCA may impose a
financial penalty on Standard Life. At this stage it is not possible to determine an estimate of the financial effect, if any, of this contingent liability.
The Group is also considering whether the FCA’s enhanced annuities review could have implications for other past annuity sales practices.

Mote 40 also provides disclosure of potential insurance recoveries relating to redress payable to customers, the costs of conducting the review and
other related expenses. Any FCA levied financial penallies cannot be covered by such liability insurance.
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(b} Legal proceedings, complaints and regulations
The Group is subject to regulation in all of the temitories in which it operates insurance and investment businesses. In the UK, where the Group
primarily operates, the FCA has broad powers, including powers to investigate marketing and sales practices.

The Group, like other financial organisations, is subject to legal proceedings, complaints and regulatory discussions, reviews and challenges in the
normal course of its business. All such material matters are periodically reassessed, with the assistance of external professional advisers where
appropriate, to determine the likelihood of the Greup incurring z liability. Where it is concluded that it is more likely than not that a material outflow
will be made a provision is established based on management’s best estimate of the amount that will be payable. In some cases it will not be
possible to form a view, for example because the facts are unclear or because furthertime is needed to properly investigate, and no provisions are
held for such matters. It is not possible to predict with certainty the extent and timing of the financial impact of legal proceedings, complaints and
related regulatory mattess.

46, Commitments

The Group has contractual commitments in respect of expenditure on investment property, funding arrangements and leases which will be
payable in future periods. These commitments are not recognised on the Group's statement of financial position at the year end but are
disclosed to give an indication of the Group’s future committed cash flows.

All Group leases are operating leases, being leases where the lessor retains substantially all the risks and rewards of the ownership of the leased
asset.

{a)  Capital commitments

As at 31 December 2016, capital expenditure that was authoerised and contracted for, but not provided and incurred, was £286m (2015: £231m} in
respect of investment property. Of this amount, £220m {2015: £203m} and £66m (2015: £28m) relates to the contractual obligations to purchase,
construct, or develop investment property and repair, maintain or enhance investment property respectively.

{b) Unrecognised financial instruments

The Group has commiited £453m (2015: £343m) in respect of unrecognised financial instruments to customers and third parties. Of this amount
£363m {2015: £291m) is commitied by consolidated private equity funds. These commitments will be funded through contractually agreed
additional investments both by the Group, through its controlling interests, and the funds’ non-controlling interests. The level of funding provided by
each will not necessarily be in line with the current ownership profile of the funds,

{c) Operating lease commitments
The Group has entered into commercial non-cancellable leases on certain preperty, plant and equipment where it is not in the best interest of the
Group to purchase these assets. Such leases have varying terms, escalation clauses and renewal rights,

The future aggregate minimum lease payments under non-cancellable operating leases from continuing operations are as follows:

2016 2015

£m £m

Mot later than one year ’ 32 30
Later than one year and no later than five years 70 69
Later than five years 102 111
Total operating lease commitments 204 210

47. Employee share-based payments

The Group operates share incentive plans for its employees. These generally take the form of an award of options or shares in Standard Life plc
{equity-settled share based payments) but can also take the form of a cash award based on the share price of Standard Life plc (cash-settled
share based paymenis}). All the Group's incentive plans have conditions attached before the employee becomes entitled to the award. These can
be performance and/or service conditions {vesting conditions} or the requirement of employees to save in the save-as-you-earn scheme {non-
vesting condition), The period over which all vesting conditions are satisfied is the vesting period and the awards vest at the end of this pericd.

For all share-based payments services received for the incentive granted are measured at fair value.,

Feor cash-settled share-based payment transactions, services received are measured at the fair value of the liability. The fair value of the liability is
remeasured at each reporting date and any changes in fair value are recognised in the consolidated income statement.

For equity-settled share-based payment transactions, the fair value of services received is measured by reference to the fair value of the equity
instruments at the grant date, The fair value of the number of instruments expected to vest is charged to the income statement over the vesting
period with a corresponding credit to the equity compensation reserve in equity.

At each period end the Group reassesses the number of equity instruments expected to vest and recognises any difference between the revised
and original estimate in the consolidated income statement with a corresponding adjustment to the equity compensation reserve.

At the time the equity instruments vest, the amount recognised in the equity compensation reserve in respect of those equity instruments is
transferred to retained earnings.
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8. Group financial statements continved

Share options
(i) Long-term incentive plans
The Group operates the following long-term incentive plans.

Plan Conditions which must be met prior to vesting

Long-term incentive plan

Recipients

Sewvice and performance conditions as set out
in the Directors’ remuneration report
Service and performance conditions as set cut
in the Directors’ remuneration report

Executives and senior management

Executives and senior management of Standard Life
Investments

Standard Life lnvestments Lang-Term
Incentive Plan (Standard Life Investments
LTIP)

Restricted stock plan (RSP}

Service, or service and performance conditions.
These are tailored to the individual award

Executives (other than executive Directors) and
senior management

Afl of the awards are equity-settled other than awards made under the Standard Life investments LTIP in respect of employees in the U4S, france and
Asia which are cash-seitled.

(i} Short-term incentive plan (annual bonus deferred shares}

The majerity of the members of the executive and scnior management including exccutive Directors participate in the Group annual bonus. Under
the terms af the 2016 and 2016 annual hanus, half of any honns earned hy execitive Directors and memhers of the executive team ahove 25% of
salary will be settled in nil €ost options which are deferred for a period of three yoars (two years for the 2015 annual bonaus), subject to the deferred
amount being worth 10% or more of salary. Further details of the annual bonus are set out in the Directors’ remuneration report,

Employees may forfeit some or all of awards made under any of the above share-based payment schemes if they leave the Group prior to the end of
the awards’ vesting periods.

(i) Sharesave (Save-as-you-earn)

The Group operates Save-as-you-earn (SAYE} plans, which allow eligible employees in the UK and Ireland the opportunity to save a monthly amount
from their salaries, aver either a three or five year period, which can be used to purchase shares in the Company. The shares can be purchased at the
end of the savings period at a predetermined price. Employees are granted a predetermined number of options based on the monthly savings
amount and duration of their contract. The conditions attached to the eptions are that the employee remains in employment for three years after the
grant date of the options and that the employee satisfies the monthly savings requirement. Settlement is made in the form of shares.

Share awards

{i) Share incentive plan

The Group operates a share incentive plan, allowing employees the opportunity to buy shares from their salary each month. The maximum purchase
that an employee can make in any year is £1,800. The Group offers to match the number of shares bought up to a value of £50 each month (up to a
value of £25 until May 2016). The matching shares awarded under the share incentive plan are granted at the end of each month. The matching
shares are generally subject to a three year service period.

{a) Options granted
The number, weighted average exercise price and weighted average remaining contractual life for options outstanding during the year are as follows:
2016 2015
Long-term Weighted Long-term Weighted
incentive average incentive average
plans Short-term exercise plans Short-term exercise
{excluding incentlve price for  {excluding intenlive price for
R5P) RSP plan  Sharesave  Sharesave RSP) RSP plan Sharesave Sharesave
Qutstanding at
1 lanuary 28,071,264 2,951,682 537,726 9,108,246 255p 25,131,521 2,732,341 557,301 B,235.878 228p
Granted 19,574,146 1,452,614 387,848 3,036,190 283p 14,096,423 1,423,236 305,253 2,091,965 328p
Forfeited (3,570,503)  (100,580) - (497,778) 279p  (2,516,468) (431.168) (311.887) 260p
Exercised {4,339,160) (477,508) (372,536) (3,365,277) 188p (8,640,212) (772.747) (324,828} (847,383) 198p
Expired - . - - . - 914) 157p
Cancelled - - - (706,102) 312p - {59.413) 267p
Outstanding at
31 December 39,735,747 3,826,208 553,038 7,575,279 290p 28.071,264 2,951,682 537,726 9,108,246 255p
Exercisable at
31 Becember 40,970 25,161 - 302,214 193p 84,517 220p
Weighted average
remaining contractual
life of optlons
outstanding (years) 2 1.35 1.43 2.66 2,18 1.96 1.3 2.34

The exercise price for optionc granted under long term and short torm incentive schemes is nil, Fair value of options granted under the Gioug's
incentive schemes is determined using a relevant valuation technique, such as the Black Scholes option pricing model.
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The following table shows the weighted average assumplions that were considered in determining the fair value of options granicd during the year
and the share price at exercise of options exercised during the year.

Long-term incentive plans

(excluding RSP) RSP Short-term incentive plan Sharesave
Options granted during the
year
Grant date 24 March 2016 Throughout 24 March 2016 7 October 2016
Share price at grant date 349p 340p 349p 355p
Fair value at grant date 349p 340p 349p 56p
Exercise price Nil Nil Nil 280p-283p

The plans include the
entitlement to the receipt of
dividends in respect of
awards that ultimately vest
between the date of grant

The planincludes the
entitlement to the receipt of
dividends in respect of
awards that ultimately vest
between the date of grant

The plans include the
entitlement to the receipt of
dividends in respect of
awards that ultimately vest
between the date of grant

Dividends and the vesting date and the vesting date and the vesting date No dividend entitlement
Option term {years) 3.45 2.17 3.23 3.53
Options exercised during

the year

Share price at time of

exercise 349p 350p 357p 341p

No departures from share option schemes are expected at grant date, with any leavers being accounted for on departure. In determining the fair
value of options granted under the Sharesave scheme the historic volatility of the share price over a period of up to five years and a risk free rate

determined by reference to swap rates was also considered.

The following iable shows the range of exercise prices of options outstanding at 31 December 2016. All options are exercisable for a period of six

months after the vesting date.

2016
Number of options

2015
Number of options

outstanding outstanding
Long-term incentive plans
£nil 43,561,955 31,022,946
Short-term incentive plan
£nil 553,038 537.726
Sharesave
Less than 200p 206,770 2,727,416
200p-320p 5,891,582 4,296,662
321p-400p 1,476,927 2,084,168
Qutstanding at 31 December 51,690,272 40,668,918
{b) Share incentive plan

2016 2015

Number of instruments granted! 503,931 261,123
Share price al date of grant? 333p 431p
Fair value per granted instrument at grant date? 333p 431p

' Intludedin the number af instruments granted are 11,814 (2015: 11,433) rights to shares granted {o eligible employees in Germany and Ausira,

1 Weighied averape.

The fair value of instruments granted under the share incentive plan is calculated by reference to the share price at grant date. The plan includes the
entitlement to the receipt of dividends in respect of awards that ultimately vest between the date of grant and the vesting date. At the grant date all
awards are expected to vest. No departures are expected at the grant date, with leavers being accounted for on departure.
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8. Group financial statements continued

{c) Employee share-based payment expense
The amounts recognised as an expense in Mote 8 for equity-settled share-based payment transactions with employees are as follows:

2016 2015

£m £m

Share options granted under long-term incentive plans 25 29
Share options granted under Sharesave 2 1
Share options granted under short-term incentive plan 2 2
Matching shares granted under share incentive plans 1 1
Expense from continuing operations 30 33
Expense from discontinued operations - 1
30 34

Additionally, the Group incurred an expense for cash-settled share-based payment schemes from continuing operations of £2m in 2016 (2015:
£2m). The liability for cash settled share based payments outstanding at 31 December 2016 is £4m (2015: £3m),

48. Related party transactions

{a) Transactions and balances with related parties

In the normal coursc of business, the Group enters into transactions with related parties that retats te insurance and invgstment management
business.

Transactions with related parties carried out by the Group during the year were as follows:

2016 2015
£m £m
Sales to

Assaciates 2,328 1,018
QOther related parties 66 53
9,394 1,071

Purchases from
Associates 9,782 1,495
Joint ventures 1 9
9,783 1,504

Sales to and purchases from associates primarily relate to transactions with Group managed investment vehicles which are classified as associates
measured at FYTPL.

Sales to and amounts due from other retated panties include management fees received/receivable from non-consolidated investment vehicles
managed by Standard Life Investments and from the Group’s defined benefit pension plans.

The year end balances arising from transactions carried out by the Group with related parties are as foltows:

2016 2015
£m fm

Due from related parties
Associates 16 24
joint ventures 3 2
19 26

In addition to the ameunts shown above, the Group's defined benefit pengion plans have asgets of £1,028m (2015: £579m} invested in investment
vehicles managed by the Group.

(b) Compensation of key management personnel

In 2016 key management personnel includes only Directors of Standard Life plc; in 2015 key management personnel also included certain direct
reports of the Chief Execulive. Detailed disclasures of Directors’ remuneration for the year and transactions in which the Directors are interested are
contained within the audited section of the Directers' remuneration report.

The summary of compensation of key management personnel is as follows:

2016 2015

£m fm

Salaries and other shost-term employee benefits 6 8
Post-employment benefits 1 1
Share-based payments 3 5
Termination benefits - 2
Total compensation of key management personnel 10 16
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{c) Transactions with key management persennel and their close family members
Al transactions between key management and their close family members and the Group during the year are on terms which are equivalent to those
available to all employees of the Group.

During the year 1o 31 December 2016, key management persannel and their close family members contributed £1m (2015: £6m) to preducts sold
by the Group. At 31 December 2016 the total value of key management personnel's investments in Group products was £21m (2015: £19m).

49. Capital management

(a) Capital management policies and risk management objectives

Managing capital is the onguing process of determining and maintaining the quantity and quality of capitat appropriate for the Group and ensuring

capital is deployed in a manner consistent witly the expectations of our stakcholders. For these purposes, the Board considers our key stakeholders
to be the providers of capital (our equity helders, policyholders and halders of our subordinated liabilities) and the Prudential Regulation Authority

(PRA).

There are two primary objectives of capital management within the Group. The {irst abjective is to ensure that capital is, and will continue to be,
adequate to maintain the required level of financial stability of the Group and hence to provide an appropriate degree of security to our stakehelders
- this aspect is measured by the Group's regulatery solvency position. The second objective is to create equity holder vatue by driving profit
attributable to equity holders.

The liquidity and capital managemenlt policy forms one aspect of the Group's overall management framework, Most notably, it operates alongside
and complements the strategic investment policy and the Group risk policies. Integrating policies in this way enables the Group to have a capital
management framewaork that robustly links the process of capital altocation, value creation and risk management.

The capital requirements of each business unit are forecast on a periodic basis and the requirements are assessed against the forecast available
capital resources, In addition, internal rates of return achieved on capital invesied are assessed against hurdle rates, which are intended to
represent the minimum acceptable return given the risks associated with each investment. The capital planning process is the responsibility of the
Chief Financial Qfficer. Capital plans are ultimately subject to approval by the Board.

The formal procedures for identifying and assessing risks that could affect the capital position of the Group are described in the risk management
policies set outin Note 41.

(b) Regulatory capital

(b)(i} Regulatory capital framework

From 1 Januaty 2016, both the consolidated Group and regulated insurance entities within the Group operating in the EU have been required to
measure and menitor their capital resources under the Solvency Il (S} regulatory regime.

The Group's capital position under SH is determined by aggregating the assets and liabilities of the Group recognised and measured on a Sll basis
{being Own funds) and comparing this to the Group’s Sll solvency capital requirement (SCR) to determine surplus capital.

There are a number of differences to the recognition and measurement of the Group's assets and liabilities on a Sl basis compared to IFRS. These
are described in (b)(ii).

The Group's Sl SCR primarily consists of the consolidated 31 SCR for insurance entities {including Standard Life plc) which is calculated on the basis
of management's own regulater-approved internal model. In addition, the Group’s SCR alse includes Sl SCRs far other insurance entities whose
SCRs are calculated on the basis of the standard formula within the Sll regulations, and the capital requirements of other regulated entities in the
Group that are set by their regulator. The SIl SCRs forinsurance entities are calibrated so that the likelihood of a loss exceeding the SIl SCRin one
year is less than 0.5%. The Sll capital resources are also subject to Minimum Capital Requirements,

Surplus capital at individual entity level is assessed for availability to the Group and therefore may be restricted when determining Group own funds.

This regulatory framework can be summarised as follows for the main regulated entities in the Group:

Entlty level Contribution to Greup S position
Standard Life Investments Limited BIPRU? BIPRU!
Standard Life Assurance Limited (SLAL) Sl internal model Sllinternal model
Standard Life International DAC Sl standard formula SlI standard formula
Standard Life pl¢ - Sllinternal model
Standard Life (Asia) Limited Local regime {Hong Kong) Sl standard formula
Heng An Standard Life Insurance Company Limited Local regime (China) Sl standard formula
HDFC Standard Life Insurance Company Limited Local regime (India) Excluded

t Prudential Sourcebook for Banks, Building Societies and lavestment Firms.

(b)(ii) Regulatory capital position (unaudited)
The table below shows the Group’s own funds and solvency capital requirement:

2016 2015

£bn fbn

Own funds 7.2 5.5
Solvency capital requirement {SCR) {4.1) (3.4)
Solvency Il capital surplus 3.1 2.1
Solvency cover 176% 162%

' 2016 based on draft regulatory retums which are not audited. 2015 based on the position on adoption of the Sl regulatory regime at 1 January 2016.
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8. Group financial statements contined

The Group has complied with all externally imposed capital requirements during the year. The Group position can be analysed as follows:

Own funds SCR Surplus
31 December 20161 £bn £bn £bn
SLAL 6.0 3.8 2.2
Restriction an SLAL own funds recognised at Group (0.1) - 0.1)
Other businesses 1.3 0.3 1.0
Group total 7.2 4.1 31

Own funds SCR Surplus
31 December 2015 fbn fbn £bn
SLAL 5.3 31 2.2
Restriction an SLAL own funds recognised at Group (1.1} - (1.1
Other businesses 1.3 0.3 1.0
Group total 5.5 3.4 21

t 2016 based on draft eegulatory reiume which are not audited. 2015 based oa the position on adoption of the SI regulatory regime at 1 January 2016.
The Group's own funds do not take into account capital in subsidiaries that is not deemed to be freely transferable around the Group. The reduction
in unrecognised capitalin SLAL from £1.1bn at 31 December 2015 to £0.1bn at 31 December 2016 is due to methodology and legislative changes.

(b)(iii) Reconciliation of regulatory capital own funds to IFRS equity
A reconciliation of the Group own funds to the equity attributable to equity holders of Standard Life plc on an IFRS basis is as follows:

2016° 20158

£bn £bn

Own funds 7.2 5.5
Add unrecognised Solvency Il capital (availability restriction) 0.2 1.2
Remove with profits funds and pension scheme contribution to own funds! (1.2) {0.7)
Remove subordinated liabilities contribution to own funds? (1.6) (1.5)
Remove value of fee business future profits? (2.9) 29
Add IFRS pension scheme surplus!? 1.1 0.9
Add IFRS DAC, DIR and other intangibles assets and other vatuation differencess 1.5 1.5
IFRS equity attributable to equity holders of Standard Life plc 4.3 4.0

' In determining Group own funds the asset recogniced for a surplug in 3 with prafits fund ora defined benefit pongion schomg ie restrgtad to their capital zequiramante.
+ Subordinated tiabilities provide capital in Sli provided centain conditions are met,
* The measurement of technical provisions in Group own funds reflects the value of future profits on investment fee business which are not included in the meagurement of IFRS liabilisies,

+ Cenalnilems that are recognlsed as assets and liabilities under IFRS are not recognised as assets and liabilities in Group own funds, belng the Group's DAC. DIR and mher imangible assets.
Othervaluation differences are mainty due to differences In the measurement of technical provisions for insurance business.

» 2016 based on draft regulatory retumns which asze nol audited. 2015 based on the position oa adoption of the Sll zegulatosy regime at 1 January 2016.
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50. Related undertakings

The Companies Act 2006 requires disclosure of certain information about the Group's related undertakings which is set out in this note. Related
undertakings are subsidiaries, joint ventures, associates and other significant holdings. In this context significant means either a shareholding

greater than or equal to 20% of the nominal value of any class of shares, or a book value greater than 20% of the Group's assets,

The parliculars of the Company’s 1elaled undertakings at 31 December 2016 are listed below. For details of the Group's consolidation policy refer to

{b) Basis of consolidation in the Presentation of consolidated financial statements section,

The ability of subsidiaries to transfer cash or other assets within the Group for example through payment of cash dividends is restricted only by local
laws and regulations, and solvency requirements. These are not considered significant restrictions on the Group's ability 1o access or use the assets

and settle the liabilities of the Group.

The Group also has invesbingnts in Qualifying Limited Martncrships which are consolidated in these financial statements, For the Qualifying Limited
Partnerships, North American Strategic Partners (Feeder) 2006 Limited Partnership and North American Strategic Partners (Feeder) 2008 Limited
Partnership an exemption from filing annual financial statements with Companies House has been taken in accordance with the Partnership
Accaunting Regulations (2008). The registered head office of all related underniakings is 1 George St, Edinburgh, EH2 2LL unless otherwise stated.

{3) Direct subsidiaries

Name of related undertaking

Share class?

% interest held

30 STMA 1 Limited?

30 STMA 2 Limited?

30 STMA 3 Limited?

30 STMA 4 Limited?

Elevate Portfolio Services Limited:

Focus Solutions Group Limiteds

Standard Life (Asia Pacific Holdings) Private Limiteds
Standard Life Assurance Limited?

Standard Life (London) Limited®

Standard Life (Mauritius Holdings) 2006 Limiteds
Standard Life Employee Services Limited?
Standard Life Finance Limited?

Standard Life Foundation?

Standard Life Investments {Holdings) Limited
Standard Life Oversea Holdings Limited?
Threesixty Support LLP?

Vebnet (Holdings) Limiteds

Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares

Ordinary Shares
Qrdinary B Shares

Ordinary Shares
QOrdinary Shares
Ordinary Shares
Ordinary Shares

N/A
Ordinary Shares
Ordinary Shares

Limited Liability Partnership

Ordinary Shares

100%
100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
100%
100%

(b} Other subsidiaries, joint ventures, associates and other significant holdings

Name of related undertaking

Share class®

% interest held

1825 Financial Planning Limited? Ordinary Shares 100%
28 Ribera del Loira SA® Ordinary Shares 100%
330 Avenida de Aragon SL8 Ordinary Shares 100%
4th Contact Limited? Ordinary Shares 100%
Andaes S.ar.ls Ordinary Shares 60%
Aurora Kaasunjakelu Oy Ordinary Shares 35%
AXA Portfolio Services Limited? Ordinary Shares 100%
Preference Shares
Baigrie Davies & Company Limited? Ordinary Shares 100%
Baigrie Davies Holdings Limited? Ordinary Shares 100%
Bardol Inversiones SL2 Ordinary Shares 60%
Bechtel Properties Limited™ Ordinary Shares 100%
Castlepoint General Partner Limitedt? Ordinary Shares 100%
Castlepoint LP Ordinary Shares 50%
Castlepoint Nominee Limited"? Ordinary Shares 100%
City Road (fersey] Limiteqt? Ordinary Shares 100%
Crawley Unit Trustt? Unit Trust 100%
ESP 2006 Conduit LP Limited Partnership 8%
ESP 2008 Conduit LP Limited Partnership 4%
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8. Group financiaf statements continved

Name of related undertaking

Share class!

% [nterest held

ESP CPPIB European Mid Market Fund

ESP General Partner Limited Partnership

ESP Golden Bear Europe Fund

ESP Il Conduit LP

ESP Il General Partner Limited Parinership

ESP Tidal Reach LP

European Strategic Partners

European Strategic Partners 2006 '8’

European Strategic Partners 2008 '8’

European Strategic Partners II'A'

European Strategic Partners Il '8’

European Strategic Partners I 'C'

European Strategic Partners 1| 'D*

European Strategic Partners Il 'E'

Extraverde Property By

Ezraya Sp z.0.0.15

Falcon Il Pavlova s.r.0.1%

Focus Business Solutions Limited*

Focus Holdings Limited»

Focus Software Limiteds

Focus Solutions EBT Trustee Limiteds

G Park Management Company Limited"
Gallions Reach Shopping Park (Nominee) Limited "
Gallions Reach Shopping Park Limited Partnership
Gallions Reach Shopping Park Unit Trust??

GREF Almeda Park SL8

GREF Jersey Esplanade Limited'?

GREF Jersey Holding Limited!?

GREF Jersey lreland Holding Limited?

GREF Jersey Ireland Property Limiteds?

HDFC Asset Management Company Limited'®
HDFC International Life and Re Company Limited??
HDFC Pension Management Company Limited®
HOFC Standard Life Insurance Company Limited2:
Heng An Standard Life Insurance Company Limited??
High Street Nominee No. 1 Limitedn

High Street Nominee No. 2 Limitedn

Hundred S.awl?

Ibis (748} Limitedn

this (749} Limited®

lceni Nominees (No.2) Limited®

lceni Nominees (No.24) Limited™

Ignis Asset Management Limited

Ignis Carry Partner Limited?

Ignis Cayman GP2 Limited®

lgnis Cayman GP3 Limited»

1gnis Fund Managers Limited

Ignis Investment Management Limited

Ignis Investment Services Limited

Ignis Nominees Limited

Inesia S.A%

Inhoco 3107 Limitedh

Invest Park 3 Sp. z.0.0.

Jones Sheridan Financial Consulting Limited?s
jones Sheridan Holdings Limited?s

Lake Meadows Management Company Limiteds

Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Crdinary Shares
Ordinary Shares
Ordinary Shares
Preference shares
Ordinary Shares
Limited Partnership
Unit Trust

Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary shares
Equity Shares
Equity Shares
Equity Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
QOrdinary Shares
Ordinary Shares
QOrdinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares

1%
50%
3%
46%
46%
1%
73%
9%
4%
1%
1%
69%
1%
1%
60%
60%
60%
100%
100%
100%
100%
100%
100%
100%
100%
60%
60%
60%
60%
60%
40%
35%
35%
35%
50%
100%
100%
100%
100%
100%
100%
100%
100%
100%
60%
60%
100%
100%
100%
100%
100%
100%
60%
100%
100%
100%
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Name of related undertaking

Share class?

% Interest held

Lincoln 5t Marks (One) Limited! Ordinary Shares 100%
Lincoln St Marks (Two) Limited Ordinary Shares 100%
Lothian Devetopment Il (Nederand) By Ordinary Shares 100%
Lothian Development (Il SA¥” Ordinary Shares 100%
Mallard Investments LLP Limited Liability Partnership 35%
Mastscreen Limited?® Ordinary Shares 100%
NASP 2006 General Partner Limited Pantnership Limited Partnership 62%
Nordic Hydro AS® Ordinary Shares 35%
Nerdic Hydro Holding AS? Ordinary Shares 35%
Nordic Power AS# Ordinary Shares 35%
Nordic Power Torsnes AS® Ordinary Shares 35%
North American Strategic Pariners (Feeder) 2006 Limited Partnership 70%
Nerth American Strategic Partners (Feeder) 2008 Limiled Partnership Limited Partnership 100%
North American Strategic Partners 2006 L.P.3¢ Limited Partnership 55%
North American Strategic Partners 2008 L.P.»® Limited Partnership 100%
North American Strategic Partners GP, LPw Limited Partnership 80%
North American Strategic Partners, LP1 Limited Partnership 41%
North East Trusiees Limitedn Ordinary A Shares 100%
Ordinary B Shares
Pace Financial Solutions Limited? Ordinary A Shares 100%
Ordinary B Shares
Ordinary € Shares
Pace Mortgage Solutions Limited: Ordinary A Shares 100%
Ordinary B Shares
PankerInvest S.arls Ordinary Shares 60%
Parnell Fisher Child & Co. Limited? Ordinary Shares 100%
Parnell Fisher Child Holdings timited? Ordinary A Shares 100%
. Ordinary B Shares
Pearson Jones & Company (Trustees) Limited» Ordinary Shares 100%
Pearson Jongs Nominees Limited™ Ordinary Shares 100%
Pearson Jones ple? Ordinary A Shares 100%
QOrdinary B Shares
PLC Poland 20 Sp z.0.0.* Ordinary Shares 60%
PLC Poland 25 Spz.0.0.3* Ordinary Shares 60%
PLC Poland 34 Spz.0.0.% Ordinary Shares 60%
Property Corporate Director 1 LimitedV! Ordinary Shares 100%
Property Corporate Director 2 Limited Crdinary Shares 100%
Ravensbourne Retail Park Limited!: Ordinary Shares 100%
Retail Park HANA a.s.1 Ordinary Shares 60%
Retail Park Ostrava a.s. ¢ Ordinary Shares 60%
Rock Rail East Anglia (Holdings) 1 Limited»? Ordinary Shares 35%
Rock Rail East Anglia (Holdings) 2 Limited»? Ordinary Shares 35%
Rock Rail East Anglia pic»? Ordinary Shares 35%
Rock Rail Moorgate (Holdings} Limited?? Qrdinary Shares 35%
Rock Rail Moorgate plc? Ordinary Shares 35%
Scottish Mutual Investment Managers Limited Ordinary Shares 100%
Scotlish Mutual PEP and ISA Managers Limited? Ordinary Shares 100%
Seabury Assets Fund ple
The Euro VNAY Liquidity Fund® OEIC 99%
The No.1 Funds» OEIC 100%
The Sterling VNAV Liquidity Fund™ OEIC 97%
Select Japan (GK Holdings UK) Limited Qrdinary Shares 60%
Select Japan (TK Holdings UK) Limited Qrdinary Shares 60%
Select Japan G.K. Limited by members 60%
Select Malta Moldings Limited3» Crdinary Shares 60%
Select Property Holdings {(Mauritius} Limited?s Ordinary Shares 60%
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8. Group financial statements continued

Name of related undertaking

Share class!

% interest held

Serin Wealth Limiteds

SL (NEWCO) Limited?

SL Capital ESFILP

SL Capital Infrastructure | LP

S| Capital NASFIALP

Sl Capital NASF | LP3

SL Capital Partners (US) Limited

SL Capital Partners LLP

SL Capital SOF ! Feeder LP

SL Capital SOF [ LP

SL Capital SOF |l Feeder LP

SL Capital SOFIILP

SLA Belgium No. 1. SA?

SLA Germany No. 1 S.ar.l.°

SLA Germany No. 25.ar.l.?

SEA Germany No.3 S.ar.l.®

SLA Ireland No,15.ar.l.?

SLA Netherlands No.1 B.V. 14

SLACOM (No.8) Limited?

SLACOM (No.9) Limited:

SLACOM {No.10} Limited?

SLCP (Founder Partner Ignis Private Equity) Limited
SLCP (Founder Partner Ignis Strategic Credit) Limited
SLCP (General Partner 2016 Co-investment) Limited
SLCP (General Partner CPP} Limited

SLCP (General Partner EC) Limited

SLCP {General Partner Edcastle) Limited

SLCP (General Partner ESF 1) Limited

SLCP (General Partner ESF 1) Limited

SLCP (General Partner ESP 2004) Limited

SLCP {General Partner ESP 2006) Limited

SLCP (Gereral Partner ESP 2008 Coinvestment) Limited
SLCP (General Partner ESP 2008) Limited

SLCP (General Partner ESP CAL) Limited

SLCP {General Partner Europe Vi) Limited

SLCP (General Partner Infrastructure 1} Limited

SLCP (General Partner Infrastructure Secondary ) Limited

SLCP (General Partner NASF |) Limited

SLCP (General Partner NASP 2006) Limited

SLCP (General Partner NASP 2008) Limited

SLCP (General Partner Pearl Private Equity) Limited
SLCP (General Partner Pearl Strategic Credit) Limited
SLCP {General Partner SOF I} Limited

SLCP {General Partner SOF 1)) Limited

SLCP (Genera! Partner SOF 1) Limited

SLCP (General Partner Tidal Reach) Limited

SLCP (General Partner USA) Limited

SLCP (General Partner) Limited

SLCP {General Partner II) Limited

SLCP (Moldings) Limited

SLCP Infrastructure | (Holdings) S.ar.ls

SLCP tnfrastructure |-A S.a r.l?

SLIF Property Investment GP Limited

SLTM Limited

Standard Life Active Plus Bond Trust

Standard Life Agency Services Limited?

Ordinary Shares
Ordinary Shares

Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership

Crdinary Shares

Limited Liability Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership

Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
QOrdinary Shares
Ordinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
QOrdinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Ordinary Shares
Crdinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares

Unit Trust
Ordinary Shares

50%
100%
1%
35%
22%
19%
100%
60%
0.4%
0.3%
1%
0.4%
100%
100%
100%
100%
100%
100%
100%
100%
100%
60%
60%
60%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
35%
35%
100%
100%
100%
100%
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Name of related underiaking Share class’ % interest held
Standard Life (Asia) Limited" Ordinary Shares 100%
Standard Life Assurance (HWPF) Luxembaurg S.a r.l.? Ordinary Shares 100%
Standard Life Charity Fund? N/A 100%
Standard Life Client Management Limited? Ordinary Shares 100%
Standard Life Equity Income Trust PLC28 Ordinary Shares 1%
Standard Life European Private Equity Trust plg Ordinary Shares 56%
Standard Life European Trust Unit Trust 98%
Standard Life European Trust I Unit Trust 100%
Standard Life Global Equity Trust It Unit Trust 100%
Standard Life International Designated Activity Company?# Ordinary Shares 100%
Standard Life International Trust Unit Trust 100%
Standard Life Investment Company
AAA Income Fund QEIC 3%
American Equity Income Fund OEIC 100%
American Equity Unconstrained Fund QEIC 56%
Asian Pacific Growth Fund QEIC 38%
Corporate Bond Fund QEIC £5%
Emerging Market Debt Fund OEIC 78%
European Equity Growth Fund OEIC 44%
Eurgpean Equity Income Fund QEIC 19%
Europe ex-UK Smaller Companies Fund QEIC 23%
Glebal Emerging Markets Equity Fund QEIC 97%
Global Emerging Markets Equily Income Fund QEIC 95%
Glebal Equity Income Fund QEIC 19%
Global Equity Unconstrained Fund OFiC 41%
Global Smaller Companies Fund QEIC 9%
Higher Income Fund QEIC 38%
Investment Grade Corporate Bond Fund OEIC 55%
Japanese Equity Growth Fund QEIC 95%
Short Duration Credit Fund OEIC 71%
UK Equity Growth Fund QEIC 45%
UK Equity High Alpha Fund QOEIC 44%
UK Equity High Income Fund OEIC 44%
UK Equity Recovery Fund QEIC 18%
UK Ethical Fund OEIC 11%
UK Gilt Fung QEIC 8%
UK Opportunities Fund QEIC 70%
UK Smaller Companies Fund OEIC 34%
Standard Life Investment Company Il
Standard Life Investments Corporate Debt Fund QEIC 100%
Standard Life Investments Ethical Corporate Bond Fund OEIC 67%
Standard Life Investments European Ethical Equity Fund OEIC 92%
Standard Life Investments Global Index Linked Bond Fund QEIC 18%
Standard Life Investments Global REIT Fund QEIC 53%
Standard Life invesiments Short Duration Global Index Linked Bond Fund QEIC 44%
Standard Life Investments Short Dated Corporate Bond Fund QEIC 45%
Standard Life Investments UK Equity income Unconstrained Fund OEIC 30%
Standard Life Investments UK Equity Unconstrained Fund OFIC 40%
Standard Life investment Company Il
Enhanced-Diversification Growth Fund OEIC 98%
MyFolic Managed | Fund QEIC 69%
MyFolio Managed || Fund OEIC 66%
MyFolio Managed Il Fund QEIC 75%
MyFolioc Managed IV Fund QEIC 58%
MyFolio Managed V Fund QEIC 69%
MyFolio Managed Income | Fund OENC 41%
MyFolio Managed Income Il Fund QEIC 45%
Standard Life 2016 215

UOJIeWLEOJU) B UBYL



8. Group financial statements continued

Name of related undertaking

Share class’

% Interest held

MyFolio Managed Income Ill Fund

MyFolic Managed Income IV Fund

MyFolic Managed Income V Fund

Myfolio Market | Fund

MyFalio Market Il Fund

MyFolio Market lll Fund

MyFolio Market IV Fund

MyFolio Market V Fund

MyFolio Muiti-Manager | Fund

MyFolio Multi-Manager Il Fund

MyFolio Multi-Manager (Il Fund

MyFolio Multi-Manager IV Fund

MyFolio Multi-ManagerV Fund

Myfolio Multi-Manager Income | Fund

MyFolio Mutti-Manager Income |l Fund

MyFolio Multi-mManager Income |l Fund

MyFolio Multi-Manager Income IV Fund

MyFolio Multi-Manager Income V Fund
Standard Life Investment Funds Limited?
Standard Life Investments Brent Cross General Partner Limited
Standard Life Investments Brent Cross LP
Standard Life Investments (Corporate Funds) Limited
Standard Life Investments Dynamic Distribution Fund
Standard Life Investments European Property Growth Fund L.P.»
Standard Life Investments European Real Estate Club LP?2
Standard Life Investments European Real Estate Club |l LP
Standard Life Investments European Real Estate Club Il LP#
Standard Life Investments (France) SASS
Standard Life Investments (General Partner CRED) Limited!!
Standard Life Investments (General Partner EPGF) Limited
Standard Life Investments (General Partner European Real Estate Club) Limited2s
Standard Life Investments (General Partner European Real Estate Club II) Limited2
Standard Life Investments {(General Partner European Rea! Estate Club lll) Limited?
Standard Life Investments {General Partner GARS) Limited
Standard Life Investments (General Partner GFS) Limited
Standard Life Investments (General Partner MAC) Limited
Standard Life Investments (General Partner PDFI) Limited
Standard Life Investments (General Partner UK PDF) Limited
Standard Life lnvestments (General Partner UK Shopping Centre Feeder Fund LP) Limited:
Standard Life Investments Global Absolute Return Strategies Fund
Standard Life Investments Global Real Estate Fund
Standard Life Investments Global SICAV

Absolute Return Global Bond Strategies Fund*

American Equity Unconstrained Funds¢

Asian Equities Fund*

China Equities Fundse

Continentat European Equity Income Funds®

Emerging Market Corporate Bond Fundso

Emerging Market Debt Funds®

Emerging Market Debt Unconstrained Fundw

Emerging Markets Local Currency Debt Fund %

Enhanced Diversification Global Emerging Markets Equities Funds®

Euro Government All Stocks Fungd+e

European Corporaie Bond Fund«

European Corporate Bond Sustainable and Responsible Investment Fund#

OEIC

QEIC

OEIC

OEIC

OEiC

OEIC

OEIC

OEIC

OEIC

OEIC

OEIC

OEIC

QEIC

QEIC

QEIC

OEIC

QEIC

QEIC

Ordinary Shares
Ordinary Shares
Limited Partnership
Ordinary Shares
Unit Trust

Limited Partnership
Limited Partnership
Limited Partnership
Limited Partnership
Ordinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Crdinary Shares
Qrdinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares
Unit Trust

Unit Trust

SICAV
SICAY
SICAY
SICAV
SICAV
SICAV
SICAV
SICAV
SICAY
SICAV
SICAV
SICAY
SICAV

49%
48%
57%
46%
43%
63%
62%
69%
52%
52%
59%
3%
51%
46%
43%
51%
40%
56%
100%
100%
100%
100%
46%
7%
2%
1%
2%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
78%
60%

80%
©0.01%
10%
65%
5%
89%
0.1%
9%
97%
99%
100%
33%
0.01%
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Name of related undertaking

Share class?

% interest held

European Equities Funds¢ SICAV 73%
Eurcpean Equity Unconstrained Funds® SICAV 88%
European High Yield Bond Fund#® SICAV 35%
European Smaller Companies Fund4® SICAV 44%
Global Absolute Return Strategies Fungso SICAV 27%
Global Bond Fund®e SICAV 76%
Global Corporate Bond Fundse SICAV 46%
Global Emerging Markets Equities Fund+e SICAV 0.03%
Global Emerging Markets Equity Unconstrained Fundée SICAV 89%
Global Equities Fund+ SICAV 89%
Global Equity Unconstrained Fundse SICAV 16%
Global Focused Strategies Fundse SICAV 50%
Global High Yield Bond Fund#* SICAV 78%
Global Inflation-Linked Bond Fund+© SICAV 55%
Global REIT Focus Fund?® SICAV 83%
Indian Equity Midcap Opportunities Fund« SICAV 87%
Japanese Equities Fund# SICAV 87%
Japanese Equity High Alpha Fund® SICAV 0.06%
Total Return Credit Fund®o SICAV 92%
Standard Life Investments Global SICAV I
Enhanced-Diversification Multi Asset Fund*® SICAV 99%
MyFolio Multi-Manager | Fund# SICAV 100%
MyFolio Multi-Manager |t Fund#® SICAY 100%
MyFalio Multi-Manager |l Fund#® SICAV 100%
MyFolio Multi-Manager IV Funds¢ SICAV 100%
MyFolio Multi-Manager V Fund+e SICAV 100%
Standard Life Investments GS (Mauritius Holdings) Limitede Ordinary Shares 87%
Standard Life Investments (Hong Kong) Limitedst Ordinary Shares 100%
Standard Life Investments ICVC plc
Global Real Estate Feeder Fund» OEIC 0.3%
Standard Life Investments - India Advantage Funds Ordinary Shares 100%
Standard Life Investments (Japan) Limited? Ordinary Shares 100%
Standard Life investments (Jersey) Limited:? Ordinary Shares 100%
Standard Life Investments Liability sotutions ICAV
Liability Aware Absolute Return 11l Nominal Profile Fund»? ICAV 0.01%
Liabitity Aware Absolute Return 11l Real Profile Fund® ICAV 0.01%
Standard Life Investments Limited Qrdinary Shares 100%
Standard Life Investments Liquidity Fund plc
Euro Liquidity Fund? OEIC 19%
Sterling Liquidity Fund# OEIC 10%
Standard Life Investments Multi Asset Class Company? Qudinary Shares 100%
Standard Life Investments (Mutual Funds) Limited Qrdinary Shares 100%
Standard Life Investments No. 2 (Hong Kong) Limited#! Ordinary Shares 100%
Standard Life Investments (PDF No. 1) Limited® Ordinary Shares 50%
Standard Life Investments (Private Capital) Limited Ordinary Shares 100%
Standard Life Investments Property Income Trust Limited** Ordinary Shares 4%
Standard Life Investments {Schweiz) AG Ordinary Shares 100%
Standard Life Investments Securities LLC3#* Qrdinary Shares 100%
Standard Life Investments (Singapore) Pte. Ltd4s Ordinary Shares 100%
Standard Life Investments Strategic Bond Fund Unit Trust 67%
Standard Life Investments (Trustee No. 1 UK PDF) Limited Ordinary Shares 100%
Standard Life Investments (Trustee No. 2 UK PDF) Limited Ordinary Shares 100%
Standard Life Investments (Trustee No. 3 UK PDF} Limited Ordinary Shares 100%
Standard Life Investments (Trustee No. 4 UK PDF) Limited Ordinary Shares 100%
Standard Life Investments (Trustee No. 5 UK PDF) Limited Ordinary Shares 100%
Standard Life Investments (Trustee No. 6 UK PDF) Limited Qrdinary Shares 100%
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8. Group financial statements continued

Name of related undertaking

Share class?

% interest held

Standard Life Investments (Trustee No. 7 UK PDF) Limited
Standard Life Investments {Trustee No. 8 UK PDF} Limited
Standard Life Investments (Trustee No. 9 UK PDF} Limited
Standard Life Investments (Trustee No. 10 UK PDF) Limited
Standard Life Investments (Trustee No. 11 UK PDF) Limited
Standard Life Investments (Trustee No. 12 UK PDF) Limited
Standard Life Investments (USA) Limited
Standard Life Investments UK PDF Investment LP
Standard Life Investments UK Property Development Fund L.P.7¢
Standard Life tnvestments UK Real Estate Funds ICVE
Standard Life Investments UK Real Estate Fund
Standard Life Invastments UK Real Estate Trust
Standard Life Investments UK Real Estate Accumulation Feeder Fund
Standard Life Investments UK Real Estate Income Feeder Fund
Standard Life Investments UK Retail Park Truste?
Standard Life Invéstments UK Shopping Centre Feeder Fund Company Limited*?
Standard Life Investments UK Shopping Centre Trusts?
Standard Life Japan Trust
Standard Life Lifetime Mortgages Limited?
Standard Life Master Trust Co. Ltd?
Standard Life Multi-Asset Trust
Standard Life North American Trust
Standard Life Pacific Basin Trust
Standard Life Pan.European Trust
Standard Life Pension Funds Limited?
Standard Life Portiolio Investments Limited
Standard Life Premises Services Limited?
Standard Life Property Company Limited?
Standard Life Savings Limited?
Standard Life Savings Nominees Limited?
Standard Life Short Dated UK Government Bond Trust
Standard Life Strategic Investment Allocation Fund
Standard Life Trustee Company Limited?
Standard Life UK Corporate Bond Trust
Standard Life UK Equity General Trust
Standard Life UK Government Bond Trust
Standard Life UK Smaller Companies Trust plcse
Standard Life Wealth (CI) Limited#
Standard Life Wealth Balanced 8ridge Fund
Standard Life Wealth Bridge Fund
Standard Life Wealth Falcon Fund
Standard Life Wealth International Limiteds
Standard Life Wealth Limited
Standard Life Wealth Phoenix Fund
Suomi Gas Distribution Holdings Oy®
Suomi Gas Distribution Oy1e
Telles Holding S.a r.L.¥
Tenet Group Limitedst
The Coaching Platform Limited*
The Heritable Securities and Mortgage Investment Association Limited?
The Munro Partnership Ltd.»
The Standard Life Assurance Company 20062
The Standard Life Assurance Company of Europe (Nederland) By
Threesixty Partnetships Limited?
Threesixty Services LLP?

Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Qrdinary Shares
Ordinary Shares

Limited Partnership
Limited Partnership

QEIC

Unit Trust

Unit Trust

Unit Trust
Ordinary Shares
Unit Trust

Unit Trust
Ordinary Shares
Ordinary Shares
Unit Trust

Unit Trust

Unit Trust

Unit Trust

N/A

Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
Unit Trust

Unit Trust
Ordinary Shares
Unit Trust

Unit Trust

Unit Trust
Ordinary Shares
Ordinary Shares
Unit Trust

Unit Trust

Unit Trust
Ordinary Shares
Ordinary Shares
Unit Trust
Crdinary Shares
Qrdinary Shares
Qrdinary Shares
Ordinary B Shares
Ordinary Shares
Ordinary Shares
Ordinary Shares
NiA

Ordinary Shares
Ordinary Shares

Limited Liability Partnership

100%
100%
100%
100%
100%
100%
100%

39%

3%%

71%

50%
1%
57%
100%
47%
87%
100%
100%
100%
100%
98%
100%
100%
100%
100%
100%
100%
100%
100%
0.01%
100%
100%
100%
100%
6%

" 100%
«0.01%
«0.01%
«0.01%
100%
100%
<0.01%
35%
35%
60%
20%
100%
100%
100%
100%
100%
100%
100%
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Name of related underntaking

Share class? % interest held

Touchstone Insurance Company Limited?
Vebnet Limited?

Welbrent Property Investment Company Limitedn
Whiteleys of Bayswater Limited

Ordinary Shares 100%
Qrdinary Shares 100%
QOrdinary Shares 100%
QOrdinary Shares 100%

OEIC » Open-ended investment company
SICAV = Socigré dinvesiissement & capital variahle
ICAV = Itish cgllective asset-management vehicle

Registered offlces

¥

1

Standard Life House, 30 Lothian Read, Edinburgh, EH1 20H

t4th Hoor, 30 St Mary Axe, Landon, EC3A BBF

Cranford House, Kenilworth Road, Blackdawn, Leamington Spa, {32 6RQ
133 Cedil Street, #13-03 Keck Seng Tower, Singapose. 069535

€/0 Cim Funyg Services Ltd. 33 Edith Cavell Street, Port Louis, Mauritius
2nd Floar, The Royals, Altiincham Road, Sharston, Manchester, M22 48)

Avenida de Aragen 330 - Building $, 3rd Floor, Parque Empresaial Las Mercedes, 28022
- Madrid, Spain

68, rue Gabrigl Lippmann, Parc d"Actlvité Syrdall 2, L-5365 Miinsbach. Luxembourg
€0 Diatmar & indrenius, Pohjoiseplanadi 25 A, 00100, Helsinki

100 Barbirolli Square, Man¢hester, M2 3AB

1t1h Floer. Twp Snowhill, Birmingham, West Midlands, B4 6WR
44 Esplanade, Si Helier. Jersey. |E6 9WG

Naritaweg 165, 1043 BW Amsterdam, The Nethedands

ul. Skaryszewska 7, 03-802 warsaw, Paland

V celni¢i 1031 74, Nové Mésto, 110 00 Fraha 1, Czech Republic
47 Esplanade, St Helier, jersey . JE1 0BD

HUL House. Ind floor, H.T. Parekh Marg, 165-166, Backbay Reclamation. Churchgaie,
Mumbai- 400 020, India

Unit OT 17-36, Level 17, Ceniral Park. Dubai Intemational Financlal Centre, Dubai,
114603, United Arab Emirates

Lodha Excelus, 14th Flaor, Apollo Mills Compound, N.M. joshi Marg, Mahalaxmi.
Mumbai - 40001 1, Maharashira, India

Ladha Excelys, 13th Flaor, Apollo Mills Compound, N.M. Joshi Marg, Mahalaxmi,
Mumbai - 400011, Maharashira. India

18F, Yowaer Il, The Exchange, 1689 Nanjing Road, Heping District, Tianjin, Peaple’s
Republic of China, 300051

P Box 33, Maison Trinity, Tdnity Square, 5t Peter Pon, Guemsey, GY1 4AT

/0 Maples Corporate Services Limited, PO Box 309, Ugland House, Grand Cayman,
KY1-1104

ul, Emili Plater 53, 00-113, Warszawa. Poland

)

T

3

Datum House, Electra Way, Crowe, Cheshire, (W1 62F
Avenue Louise 326, bte 33, 1050 Brussels, Betgium
3tsi Ftoor, 3¢ St Mary Axe, London, EC3A 8BF
Dokkveien 1. P.0.Bax 1400 Vika, NO-0115 Oslo. Norway

/0 Corporation Service Campany, 2711 Centerville Road, Suite 400, Wilmington,
County of New Castle, Delaware., 19808, USA

Clayton Wood Close, West Park Ring Road. Leeds. 1516 6QF
Wesley House. Bull Hill, Leatherhead. K22 7AH
70 SivRogerson’s Quay, Dublin, Republic of freland

Level 7 West, Mercury Tower, The Exchange Financial & Business Centre, Elia Zammit
Street. St Julian’s, 5T} 3155, Malta

C/0 Citeo (Mauritivs) Limited, 41h Floor, Tower A, 1 CyberCity, Ebene, Mauritlus (Fax
number 00 230 404 2601)

Springpark House, Basing View, Basingstoke, RG21 4HG

40th Floor, Tower Ong, Times Square, 1 Matheson Strest, Causeway Bay, Hong Kong
90 5t. Stephen’s Green, Dubiin D2, Repubiic of tretand

100 Avenue des Champs Etysees, 1 Rue de Besri, F- 75008, Paris, France

4, Rue Eugdne Ruppert, L-2453 Luxembourg

30th Floor, Jardine House. One Connaught Place, Hong Kong

Tokyo Bankers Club Building 1 5F, 1-3-1 Marunouchi, Chiveda-ku, Takyo, lapan
25/28 North Wall Quay, Dublin, Republic of Iretand

PO Box 255, Trafatgar Count, Les Bangues. St. Peter Pont Guemsey, GY1 3QL
Bahoho!strasse 100, BOO1 Zurich. Switzertand

8 Masina Boulevard #05-02, Marina Bay Financial Centre Tower 1 91 8981, Singapore
Elizabeth House, 9 Castle Street, St Heller, |ersey, JE4 2QP

Kintyre House. 205 West Gearge Sureet, Glasgow, G2 2LW

Liberte House, 19-23 La Molle Street, St Heller, Jersey, JE4 SRL

Citactel Rouse, & Citadel Place, Ayr, KAT 1N

5 Lister Hill, Horsforth, Leeds, L518 SAZ
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9. Independent auditors’ report to
the members of Standard Life plc

Report on the company financial statements
Our opinion

tn our upinion, Standard Life plc’s company financial statements (the
‘financial statements’):

» Give a true and fair view of the state of the company’s affairs as at 31
December 2016 and of its cash flows for the year then ended

» Have been properly prepared in accordance with International
Financial Reporting Standards (IFRSs'} as adopted by the European
Union and as applied in accordance with the provisions of the
Companies Act 2006

» Have been prepared in accordance with the requirements of the
Companies Act 2006

What we have audited
The financial statements, included within the Annual report and
accounts (the ‘Annual Report’), comprise:

» The Company statement of financial position as at 31 December 2016
» The Company statement of cash flows for the year then ended

» The Company statement of changes in equity for the year then ended
» The accounting policies

» The notes to the financial statements, which include other
explanatory infermation

Certain required disclosures have been presented elsewhere in the
Annual Report, rather than in the notes to the financial statements.
These are cross-referenced from the financial statements and are
identified as audited.

The financial reporting framework that has been appiied in the
preparation of the financial statements is IFRSs as adopted by the
European Union, and applicable law, and as applied in accordance with
the provisions of the Companies Act 2006.

Other required reporting

Consistency of other information and compliance with applicable
requirements

Companies Act 2006 reporting

In our opinion, based on the werk undertaken in the course of the audit:

» The information given in the Strategic report and the Directors’ report
for the financial year for which the financial statements are prepared
is consistent with the financial statements

» The Stratagic report and the Directors’ report have been prepared in
accordance with applicable legal requirements

In addition, in light of the knowledge and understanding of the company
and its environment obtained in the course of the audit, we are required
to report if we have identified any material misstatements in the
Strategic report and the Directors’ repert. We have nothing to reportin
this respect.

I1SAs (UK & Ireland) reporting

Under International Standards on Auditing (UK and Ireland) {'15As (UK &
Ireland)’} we are required to report to you if, in our opinion, information
in the Annual Report is:

» Matenally inconsistent with the information in the audited financial
statements

» Apparently materially incorrect baced on, or materially inconcistont
with, our knowledge of the company acquired in the course of
performing our audit

* Otherwise misleading

We have no exceptions to report arising from this responsibility.
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Adequacy of accounting records and information and
explanations received

Under the Companies Act 2006 we are required to report to you if, in our
opinion:

» We have not received all the information and explanations we require
for aur audit

» Adequate accounting records have not been kept by the company, or
returns adequate for our audit have not been received from branches
not visited by us

» The financial statements and the part of the Directors’ remuneration
report to be audited are not in agreement with the accounting records
and returns

We have no exceptions to report arising from this responsibility.

Directors’ remuneration

Directors' remuneration report - Companies Act 2006 opinion

In our opinion, the part of the Directors' remuneration report to be
audited has been properly prepared in accordance with the Companies
Act 2006.

Other Companies Act 2006 reporting

Under the Companies Act 2006 we are required to report to you if, in our
opinion, certain disclosures of directors’ remuneration specified by law
are not made. We have no exceptions to report arising from this
responsibility.

Responsibilities for the financial statements and

the audit

Qur responsibilities and those of the directors

As explained more fully in the Statement of Directors’ responsibilities
set out on page 103, the directors are responsible for the preparation of
the financial statements and for being satisfied that they give a true and
fair view.

Our responsibility is to audit and express an opinion on the financial
statements in accordance with applicable law and 1SAs (UK & Ireland).
Those standards require us Lo comply with the Auditing Practices
Board's Ethical Standards for Auditors.

This repont, including the opinions, has been prepared for and only for
the company’s members as a body in accordance with Chapter 3 of Part
16 of the {ompanies Act 2006 and for no other purpose. We do not, in
giving these opinions, accept or assume responsibility for any other
purpose or to any other person to whom this report is shown or into
whose hands it may come save where expressly agreed by our prior
consent in writing.

What an audit of financial statements involves

We conducted our audil in accordance with 1ISAs (UK & Ireland). An audit
involves obtaining evidence about the amounts and disclosures in the
finanrial statements sufficient tn give reagnnable ascurance that the
financial statements are free from material misstatement, whether
raused hy fraud ar errar, This includes an assessment of:

» Whether the accounting policies are appropriate to the company’s
circumsiances and have been consistently applied and adequately
disclosed

» The reascnableness of significant accounting estimates made by the
directors

» The averall presantatinn af the financial statemeants

We primarily focus our work in these areas by assessing the directors’
judgements againsl avaitable evidence, forming our own judgements,
and evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing
techniques, to the extent we consider necessary to provide a reasonable
basis for us to draw conciusions. We obtain audit evidence through
testing the effectiveness of controls, substantive procedures ora
combination of both.




In addition, we read all the financial and nen-financial information in the
Annual Report {o identify material inconsistencies with the audited
financial statements and to identify any information that is apparently
materizlly incorrect based on, or materially inconsistent with, the
knowledge acquired by us in the course of performing the audit, If we
become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report. With respect
to the Strategic report and Directors’ report, we consider whether those
reports include the disclosures required by applicable legal
requirements.

Other matter

We have reported separately on the group financial statements of
Standard Life plc for the year ended 31 December 2016.

LA

Stephanie Bruce (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Edinburgh

24 February 2017

a) The maintenance and integrity of the Standard Life plc website is
the responsibility of the directors; the work carried out by the auditors
does not involve consideration of these matters and, accordingly, the
auditors accept na responsibility for any changes that may have
occurred to the financial statements since they were initially
presented on the website.

b} Legislation in the United Kingdom governing the preparation and
dissemination of financial statements may differ from legislation in
other jurisdictions.

Standard Life 2016
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10. Company financial statements
Company statement of: financial position

As at 31 December 2016
2015 2015
Notes £m £m
Assets
Investments in subsidiaries A 4,769 4,591
Investments in associates and joint ventures B 134 150
toans to subsidiaries C 323 322
Debt securities C 605 743
Receivables and other financial assets C 54 48
Other assets F 8 19
Cash and cash equivalents C 55 61
Total assets 5,948 5,934
Equity
Share capital H 242 241
Shares held by trusts } (2) {6}
Share premiumt reserve H 634 628
Retained earnings
Brought forward retained earnings 837 785
Profit for the year 351 1,090
Other movements in retained earnings 163 (1,038)
Total retained earnings 1,351 837
Other reserves K 2,393 2,850
Total equity 4,618 4,560
Liabilities
Subordinated liabilities L 1,319 1,318
Deferred tax liabilities N 3 1
Derivative financial liahilities L . 2
Other financial tiabilities L 8 52
Other liabilities P - 1
Total liabilities 1,330 1,374
Total equity and liabilities 5,948 5,934

The financial statements on pages 222 to 235 were approved by the Board and signed on its behalf, by the following Directors.

J&,,.)*%;Mt;

Sir Gerry Grimstone
Chairman
24 February 2017

o o

Luke Savage
Chief Financial Officer
24 February 2017

The Notes on pages 226 1¢ 235 are an integral part of these financial statements.
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Company statement of changes in equity

For the year ended 31 December 2016

Share
Shares held premium Retained Other
Share capital by trusts reserve earnings reserves  Total equity
2016 Notes £m £m £m £m £m £m
1 January 241 6 628 837 2,860 4,560
Profit for the year - 351 351
Other comprehensive income that may be
reclassified subsequently to profit or loss
Fair value gains on available-for-sale financial
assets . 17 17
Tax effect relating to items that may be
reclassified subsequently to profit or loss - - (3 (3)
Total other comprehensive income for the year
that may be reclassified subsequently to profit or
loss - - - 14 14
Total comprehensive income for the year . - - 351 14 365
Dividends paid on ordinary shares - - - (370} (370)
Issue of share capital H 1 6 - 7
Expiry of unclaimed asset trust claim period | 36 36
Reserves credit for employee share-based
payment schemes K 30 30
Transfer to retained earnings for vested employee
share-based payment schemes K - 23 (23) .
Shares acquired by employee trusts (3) - . (3)
Shares distributed or sold by employee trusls 7 . 0] .
Cancellation of capital redemption reserve - . 488 {488)
Aggregate (ax effect of items recognised directly
in equity . - - (7) {n
31 December 242 (2) 634 1,351 2,393 4,618
The Noles gn pages 226 to 235 are an integral pant of these financial statements.
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10. Company financial statements continued

Share
Shares held premium Retalned Other

Share capital by trusts reserve earnings reserves  Total equity
2018 Notes £m £m £m £m £m £m
1 {anuary 23% (3 1,115 785 3,405 5,541
Profit for the year . - 1,090 - 1,090
Other comprehensive income that may be
reclassified subsequently to profit or loss
Fair value (losses) on available-for-sale financial
assets @ 16)]
Loss on sale of available-for-sale financial assets
recyrled to profit and loss (2) (2)
Tax effect relating to items that may be
reclassified subsequently to profit or loss 2 2
Total other comprehensive income/{expense) for
the year that may be reclassified subsequently to
profit or loss - - - - (7) {”
Total comprehensive income for the year - . - 1,090 {7} 1,083
Dividends paid on ordinary shares - (343) - (343)
Issue of share capital H 2 i . - 3
Issue of ‘B’ shares 488 (488) E -
Issue of ‘C’ shares - - -
Redemption of ‘B’ shares (488) - (488) 488 (488)
Dividends paid on*C’ shares - (1,261) (1.261)
Purchase of 'C’ shares . -
Reserves credit for employee share-based
payment schemes K - 34 34
Transfer to retained eamnings for vested employee
share-based payment schemes K 32 (6¥)] -
Transfer between reserves on disposa! of
subsidiary K 1,028 (1,028) -
Shares acquired by employee trusts - )] - . %)
Shares distributed or sold by employee trusts - 6 (6 - .
31 December 241 (8) 628 837 2,860 4,560

The Notes on pages 226 to 235 are an integral part of these financial statements,
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Company statement of cash flows
For the year ended 31 December 2016

2016 2015
Notes £m £m
Cash flows from operating activities
Profit before tax 334 1,073
tmpairment of subsidiary undertakings 49 1,415
Impairment of associate undertaking 3 -
Gains on financial instruments (%) )
Dividend income from subsidiaries (458) (2,585}
Interest income on loans to subsidiaries (20) {20}
Interest income on available-for-sale debt securities (12) (15}
Distributions from equity instruments (34) (34}
Interest payable on subordinated liabilities 82 82
Movements in operating assets and liabilities 5 49
Taxation paid - -
Net cash flows used in operating activities (55) (36)
Cash flaws from investing activities
Loans repaid by subsidiaries . 301
Capital injections into existing subsidiaries A {208) (33
Acquisition of subsidiaries measured at cost A - (12)
Interest received on loans Lo subsidiaries 20 20
Interest received on available-for-sale debt securities 17 6
Distributions from equity instruments 34 34
Dividends received from subsidiaries 457 2,585
Acquisition of subsidiaries at FVTPL (18) (200}
Disposal of subsidiaries at FVTPL A . 75
Sale of debt securities and derivatives 147 (235}
Disposal of investment in associates and joint ventures 13 -
Net cash flows generated from investing activities 462 2,539
Cash flows from financing activities
Repayment of subordinated liabilities - (294)
Dividends paid (370) (343)
Interest paid on subordinated liabilities (82) 82)
Proceeds from issue of shares 6 1
Shares acquired by trusts (3 (%)
Return of cash to shareholders under 'B/C’ share scheme - (1,749}
Expiry of unclaimed asset trust claim period 36 -
Net cash flows used in financing activities (413) (2,476)
Net (decrease)/increase In cash and cash equivalents (6) 27
Cash and cash equivalents at the beginning of the year G 61 34
Cash and cash equivalents at the end of the year G 55 61
Supplemental disclosures on cash flows from operating activities
Interest received - 2
The Notes an pages 226 t¢ 235 are an integral pan of these financial statements.
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10. Company financial statements continved

Company accounting policies

{(a) Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards (ifRS} issued by the International
Accounting Standards Board (IASE) as endorsed by the European Union (EU), with interpretations issued by the IFRS Interpretations Committee and
with those parts af the Companies Act 2006 applicable to companies reporting under IFRS. The financial statements have been prepared on a geing
concern basis and under the historical cost convention, as modificd by the revaluation of available-for-sale financial assets (AFS) and financial
assets and financial liabilities (including derivative instruments) at fair value through profit or loss (FVTPL).

The principal accounting policies adopted are the same a3 those set out in the Group financial statements, together with the Company specific
policies set out below, and have been consistentiy applied to all financial reporting periods presented in these financial statements.

The Company has taken advantage of the exemption in section 408 of the Companies Act 2006 not to present its own income statement in these
financial statements. This is a change from the treatment adopted in 2015 when an income statement was presented. The Company has no
employees.

(a}i) Standards, interpretations and amendments to existing standards that are not yet effective and have not been early adopted by the
Company

IFRS 9 Finanicial Instruments (effective for annual periods beginning on or after 1 January 2018 with option to defer for certain insurance entities)

IFRS 9 will replace I1AS 39 Ainancial Instruments: Recognition and Measurement. Details of the Group’s assessment of IFRS 9 are given in the basis of

preparation of the Group financial statements. Management are assessing the impact of the standard in relation to the Company financiat

statements. The impact of the standard is not expected to be significant.

(a)(l)) 1investment in subsidiaries, associates and joint ventures

The Campany has certain subsidiaries which are investment vehicles such as open-ended investment companies , unit trusts and limited
partnerships whose primary function is to generate ¢apital or income growth through helding investments. This category of subsidiary is held at
FVTPL since they are managed on a fair value basis.

Investments in subsidiaries (other than those measured at FYTPL), associates (other than those measured at FVTPL) and joint ventures are initially
recognised at ¢ast and subsequently held at cost less any impairment charge. An impairment charge is recognised when the carrying amount of the
investment exceads its recoverable amount. Any gain or loss on disposal of a subsidiary, associate or joint venture is recognised in the statement of
comprehensive income.

(a)(iil) Financial guarantee contracts

The Company recognises and measures financial guarantee and indemnity contracts initially at fair value. The Company must reassess the value at
each subsequent reporting date by estimating the expenditure required to settle the contracl and comparing this to the fair value {(net of any
amortisation). The higher of these values is recognised on the statement of financial position.

{a}iv) Pension costs and other post-retirement benefits
The Group operates a number of defined benefit and defined contribution pians, the assets of which are hefd in separate trustee administered
funds. The pension plans are funded by payments from emplayees and by the Graup companies, determined by periodic actuarial catculations.

The sponsoring employer for the UK defined behefit plan is Standard Life Assurance Limited (SLAL), and therefore the net defined benefit cost of the
plan is recognised by SLAL As a result, the Company treats its participation in the defined benefit plan as a defined contribution plan. Conscquently
the casts of this plan and the UK defined contribution plan represent the contributions payable for the accounting period.

For the defined contribution plan, the Company pays centributions to separately administered pension insurance plans. The contributions are
recogniscd in staff costs and other cmployce-related costs when they are due.

(b) Critical accounting estimates and judgement in applying accounting policies

The preparation of financial statements requires management to make estimates and assumptions and exercise judgements in applying the
accounting policics that affect the reported amounts of assets and liabilitics at the date of the financial statements and the reported amounts of
revenues and expenses arising during the year. Estimates and judgements are continually evaluaied and bascd on histerical expericnce and other
factars, including expectations of future events that are believed to be reasonable under the circumstances. The area where estimates and
assumptions have the most significant effect on the amounts recognised in the financial statements is as follows:

Financial statement area Critical accounting estimates or assumptions Related notes
Investments in subsidiaries and joint ventures  Determination of the recoverable amount Notes Aand B
held at cost
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Notes to the Company financial statements
A. Investments in subsidiaries

2016 2015

£m fm

Investments in subsidiaries measured at cost 4,493 4,334
Investments in subsidiaries measured at FVTPL 276 257
Investments in subsidiaries 4,769 4,591
2016 2015

£m fm

At 1 January 4,591 5,833
Investment into existing subsidiaries measured at cost 220 35
Acquisition of subsidiaries at cost - 12
Disposal of subsidiaries measured at cost (12) -

Impairment of subsidiaries measured at cost (49) (1,415)
Acquisition of subsidiaries ai FVTPL 19 200
Gains on subsidiaries at FVTPL - 1
Disposal of subsidiaries at FVTPL - 75
At 31 December 4,769 4,591

Details of the Company's subsidiaries are given in Note 50 of the Group financial statements.

On 11 February 2016 the Company increased its investment in Standard Life Employee Services Limited through the purchase of 8,000 ordinary
shares for a cash consideration of £8m.

On 11 April 2016 the Company Increased its investment in Standard Life (Mauritius Holdings) 2006 Limited through the purchase of 250,300,000
ordinary shares for a cash consideration of £177m,

On 30 June 2016 the Company increased its investment in Standard Life Assurance Limited through the purchase of 10,000,000 ordinary shares for
a cash consideration of £10m.

On 22 December 2016 the Company further increased its investment in Standard Life Assurance Limited through the purchase of 13,000,000
ordinary shares for a cash consideration of £13m.

On 14 December 2016 the Company transferred its 100% holding in Pearson Jones plc te 1825 Financial Planning Limited, the Group’s UK-wide
financial advice business. The consideration received was 11,600,000 £1 ordinary shares in Standard Life Assurance Limited.

Included within the impairment charge of £49m in 2016 {2015: £1,415m) is an impairment of £31m (2015: £nil) in the Company’s investment in its
subsidiary Focus Solutions Group Limited, The recoverable amount is £18m which is its value in use and has been determined using a discount rate
of 12% (2015: 12%}). This impairment is as a result of a decrease in projected future revenues of the entity, Additionally, an impairment charge of
£18m (2015:£70m) has been recognised in the Company's investment in its subsidiary Standard Life Oversea Holdings Limited. This was primarily
in relation to an impairment of Standard Life Oversea Holdings Limited's investment in Standard Life (Asia) Limited. In 2015 the impairment was
primarily as a result of a review of expense and reserving assumptions following regulatory change.

On 30 |anuary 2015 Standard Life Oversea Hotdings Limited sold its Canadian business to The Manufaclurers Life Insurance Company (MLO), a
subsidiary of Manulife Financial Corporation (Manulife), for a fixed consideration of CAD $4bn (£2.1bn). Following the sale, a dividend of £2,230m
was paid to the Company from Standard Life Qversea Holdings Limited which resulted in an impairment in the Company's investment in this
subsidiary in 2015 of £1,345m.

Investments in subsidiaries at FVTPL are £276m (2015: £257m) which relate to holdings in money market and absolute return investment funds
over which the Group has controt.
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10. Company financial statements continuea

B. Investments in associates and joint ventures

2016 05

Notes £m fm

{nvestment in associate measured at cost 10 13
Investments in associates measured at FVTPL C - 13
Investment in joint venture measured at cost 124 124
Investments in associates and joint ventures 134 150

{a) Investments in associates

The Company's investment in associate measured at cost relates to a 25.3% (2015: 25.3%) interest in Tenet Group Limited, a company incorporated
in England. The year end date for Tenet Group Limited is 30 September which is different from the Company’s year end date of 31 December. For the
purposes of the preparation of the Company’s financial statements, financial information for the year ended 31 Decemberis used.

(b} Investment in joint venture
The Company has a 50% (2015: 50%) interest in Heng An Standard Life Insurance Company Limited, a company incorporated in China. Further
details on this joint venture are provided in Note 18 of the Group finantial statements.

C. Financial investments

Designated as at

fair value threugh Held for Available Loans and

profit or loss trading - for-sale receivables Total
2016 Notes £m £m £m £m £m
Investments in subsidiaries at FVTPL 276 - - - 276
Loans to subsidiaries - - - 323 323
Debt securities - . 605 . 605
Receivables and other financial assets E - - . 54 54
Cash and cash squivalents 6 - - - 55 55
Total 276 - 605 432 1,313

Designated as at

fair value through Held for Avallable Loans and

proflt or loss trading - for-sale receivables Total
2015 Notes £m £m £m £m £m
Investments in subsidiaries at FVTPL 257 - - . 257
Investments in associates at FVTPL 13 - - . 13
Loans to subsidiaries . - - 322 322
Debt securities - - 743 . 743
Receivables and other financial assets E - 48 48
Cash and cash equivalents G - - - 61 61
Total 270 - 743 431 1,444

The amount of debt securities expected o be recovered or settled after mare than 12 months is £297m {2015: £290m).

The amount of loans to subsidiaries expected to be recovered or settled after more than 12 months is £323m (2015: £322m).

D. Derivative financial instruments _
The Company uses derivative financial instruments in order to reduce the risk from potential movements in foreign exchange rates. These
instruments are designated as held for trading in the Company's financial statements.

2016 2015
Fair value Fair value
Contract amount  Fairvalue assets liabilities  Conmtract amount  Fair value assets liabilities
£m £m £m fm £m fm
Foreign exchange forwards 6 . - 40 . 2

The derivative liabilities of £nil (2015: £2m) are expected to be settled within 12 months.
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The maturity profile of the contractual undiscounted cash flows in relation to derivative financial instruments is as follows:

Within 1 year 2.5 years Total
2016 £m £m £fm
Cash inflows
Derivative financial liabilities 6 . 6
Total [ - 6
Cash outflows
Derivative financial liabilities 6 . 6
Total 6 . 6
Net derivative financial instruments cash flows - -
Within 1 year 2-5 years Totat
2015 Em Em Em
Cash inflows
Derivative financial assets 18 - 18
Derivative financial liabilities 22 - 22
Total 40 - 40
Cash outflows
Derivative financial assets 18 - 18
Derivative financial liabilities 24 - 24
Total 42 . 42
Net derivative financiat Instruments cash flows {2) - {2}
E.  Receivables and other financial assets
2016 2015
£m im
Due from related parties 52 44
Collateral pledged in respect of derivatives contracts - 2
Other financial assets 2
Total receivables and other financial assets 54 48

The carrying amounts disclosed above reasonably approximate the fair values at the year end.

Receivables and other financial assets are expected to be recovered within 12 months.

F.  Other assets
Other assets of £8m (2015: £19m) comprise amounts due from related parties in respect of Group relief, which are expected Lo be recovered within
12 months,

G. Cash and cash equivalents

2016 2015

£m im

Moaney al call and term deposits with original maturity of tess than three months 55 61
Total cash and cash equivalents 55 61

Money at call and term deposits with original maturity of less than three months are subject to variable interest rates.

H. Share capital

Details of the Company's share capital are given in Note 28 of the Group financial statements.

Details of the dividends paid on ordinary shares and the 73p per ordinary share returned to the shareholders in 2015 through a 'B/C’ share scheme
by the Company are provided in Notes 15 and 28 of the Group financial statements. Note 15 alsa includes information regarding the final dividend
proposed by the Directors for the year ended 31 December 2016.
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10. Company financial statements continued

L Shares held by trusts
Shares held by trusts relates to shares in Standard Life plc that are held by the Employee Share Trust (EST) and the Unclaimed Asset Trust (UAT}).

The EST purchases shares in the Company for delivery to employees under employee incentive plans. Purchased shares are recognised as a
deduction from equity at the price paid for them. Where new shares are issucd to the EST the price paid is the nominal value of the shares. When
shares are distributed from the trust their corresponding value is released to retained earnings.

In July 2006 Standard Life demutualised and former members of the mutual company were allocated shares in the new listed Company, Some
former membors were yet to claim their shares and the UAT held these on their behalf,

On expiry of the claim period on 9 July 2016, the entitlement to the unclaimed shares remaining in the UAT transferred to the Company and they
became classified as shares held by trusts. These shares are measured at £nil. Unclaimed shares and unclaimed cash referred to in Note ) will be
uscd to fund the charitable activitics of the Standard Life Foundation.

The number of shares held in trust at 31 December 2016 was as follows:

2016 2015
Number of shares hetd In trust
Employee Share Trust 1,287,431 1,637,419
Unclaimed Asset Trust 12,999,801 -

J Retained earnings

Included in retained earnings is an amount related to the expiry of the UAT claim peried. In addition to unclaimed shares, which are referred to in
Note |, the UAT holds cash in relation to unclaimed cash entiltements arising from both cash entitlements which were allocated to eligible members
of the mutual company at the date of demutualisation and dividends received on shares held in the UAT, On expiry of the UAT claim period on 2 July
2016, the entitlement to the unclaimed cash remaining in the UAT transferred partly to the Company and partly to the Standard Life Foundation. The
transfer of the cash entitlement to the Company resulted in the recognition of a cash asset of £36m, the impact of which was recognised directly in
retained earhings in equity.

K. Reconciliation of movements in other reserves

Equlty Capital  Avallable-for-

Merger compensation Special redemption  sale financial

reserve resernve reserve reserve assets Total
2016 £m £m £m £m £m £m
At 1 January 2,080 50 M 488 1 2,860
Reserves credit for employee share-based payment
schemes - 30 - . . 30
Transfer to retained earnings for vested employee
share-based payments - (23 - . - (23)
Cancellation of capital redemption reserve . . (488) . (488)
Fair value gains on available-for-sale financial assets - - - - 17 17
Tax effect relating to items that may be reclassified
subsequently to profit or loss - - - - (3) (3)
At 31 December 2,080 57 241 - 15 2,393
2015
At 1 )anuary 3,108 48 241 - 8 3,405
Reserves credit for employee share-based payment
schemes . 34 . . 34
Transfer to retained earnings for vested employee
share-based payments - (32 - - - (32)
Redemption of ‘B’ shares - - - 488 . 488
Transfer between reserves on disposal of subsidiary (1,028) - - . . {1,028)
Loss on sale of AFS financial assets recycled to profit
and loss - . - . 2 (2}
Fairvalue losses on available-for-sale financial assets - - - - () N
Tax effect relating to items that may be reclassified
subsequently to profit or loss . - - - 2 2
At 31 December 2,080 50 241 488 1 2,860

Further information on the merger reserve and special reserve is given in Note 31 of the Group financial statements.

On 17 lune 2016 the Company's capital redemption reserve was cancelted in accordance with section 649 of the Companies Act 2006 resulting in a
transfer of £488m to retained earnings.
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L. Financial liabilities

Financlal llabilitles
measured at

Held for trading amortised cost Total
2016 Notes fm £m £m
Subordinated liabilities M 1,319 1,319
Other financial liabilities 0 B 8
Total - 1,327 1,327
Financial liabilities
measured at
Held for trading amortised cost Total
2015 Notes Em £m £m
Subordinated liabilities M 1,318 1,318
Derivative financial liabilities D 2 - 2
Other financial liabilities 0 52 52
Total 2 1,370 1,372
M.  Subordinated liabilities
2016 2015
Principal Principal
amount Carrying vatue amount Carrying value
£m £m Em £m
Subordinated notes:
5.5% Sterling fixed rate due 4 December 2042 500 499 500 499
Subordinated guaranteed bonds:
6.75% Sterling fixed rate perpetual 500 502 500 502
Mutual Assurance Capital Securities:
6.546% Sterling fixed rate perpetual 300 318 300 317
Subordinated liabilities 1,319 1,318
Subordinated liabilities are considered current if the contractual re-pricing or maturity dates are within one year. The principal amount of all the
subordinated liabilities is expected to be settled after more than 12 months. The accrued interest on the subordinated liabitities of £37m (2015:
£37m) is expected to be settled within 12 months.
Further infarmation on the terms and conditions of the subordinated liabilities is given in Note 36 of the Group financial statements.
N. Deferred tax liabilities
2016 2015
£m £m
Deferred tax liabilities 3 1
Total tax liabilities 3 L

The amount of deferred tax liabilities expected to be settled after more than 12 months is £3m (2015: £1m).

There are no tax assets or current tax liabilities.

The Company has surrendered the benefit of its tax losses to underlying subsidiaries for a consideration of £8m (2015: £19m). The Company has
provided for deferred tax amounting to £3m (2015: £1m) in respect of unrealised gains on assets held as available for sale,
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10. Company financial statements continved

Recognised deferred tax

2016 2015
f£m £m
Deferred tax liabilitles comprise:
Unrealised gains on assets held as available-for-sale (3) (1)
Net deferred tax liabilitles (3) (1)
Movements in deferred tax liabilities comprise:
At 1 January 1) (1
Amounts ¢redited to net profit 1 -
Amounts ¢harged to other comprehensive income (3) -
At 31 December (3) (1)

0. Other financial liahilities
The amount of other financial liabilities expected to be settled after more than 12 months is £nil (2015: £nil).

P. Other liabilities

The amount of other liabilities expected to be settled after more than 12 menths is £nil (2015: £nil).

Q. Risk management

(a}  Overview

The Company is principally involved in the management of its investments in subsidiaries, and is responsible for the raising and allocation of capital
to ensure that the operational funding and regulatory capital needs of its subsidiaries are met at all times. The Group's capital management policies
are explained in Note 49 of the Group financial statements.

Through the management of its investment in subsidiaries and capital position the Company holds financial instruments and is principally exposed
to market, credit and liquidity risks.

The risk management processes of the Company are aligned with those of the Group as a whole. Details of the Group’s risk management processes
are outlined in the ‘Risk Management' section within the Strategic report and in Note 41 of the Group financial statements.

{b) Market risk

The most significant element of market risk for the Company arises from its exposure to Ructuations in interest rales and equity markets. The
Company is exposed to fAuctuations in the fair value of future cash flows of financial instruments caused by changes in market interest rates.
Financial assets and liabilities which are subject to the most significant exposure to interest rate risk in¢lude corporate bonds and money market
instruments, The Company is also exposed to fluctuations in the equity securities markets, and as a result, changes in the value of its holdings and
the return on those holdings.

The Company’s investments and liabilities are generally held in its functional currency. However, for strategic and capital reasons the Company may
hold investments and liabilities in other currencies. In these cases, derivative financial instruments may be employed to manage currency exposure
so that the Company has no remaining significant exposure to foreign exchange fluctuations.

The market risk exposure to foreign currency assets is matched by liabilities held in the same currency or managed using derivative financial
instruments.

Derivative instruments may also be utilised to reduge risk arising from exposure to fluctuations in interest rates and equity indices. Transactions in
derivatives are undertaken on a regulated market or are with an approved counterparty. In employing derivatives, the Company must always have
sufficient cash and cash equivalents or underlying assets to cover any potential obligation or exercise right following reasonably foreseeable
adverse variations.

The following table provides information regarding the market risk exposure to debt securities of the Company at 31 December 2016 and
31 December 2015, showing diversification by geographic region.

Geography
UK Europe Other Totat
2016 2015 2016 2015 2016 2015 2016 2015
£m fm £m £m £m Em Em fm
Oebt securities 215 183 254 521 136 39 605 743
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(b} Market risk continved

(b)) Sensitivity analysis - market risk

The table below illustrates the sensitivity of profit aftcr tox ta changes in cquity sccurity prices and to changes ininterest rates as at the reporting
date, assuming other assumptions remain unchanged.

Equity securlty prices Interest rates
+20% -20% +10% -10% +1% -1%
2016 2015 2016 2015 2016 201% 2016 2015 2016 2015 2016 2015
£m £m £m £m £m £m £fm fm £m £m £m £m
Impact on profit after tax 4 5 (4) (5) 2 2 (2) (2} (2) - 2 -

Equity sensitivity to market risk

The Company classifies certain deblt securities as available-for-sale. These debt securities are measured at fair value. Interest is calculated using the
effective interest method and recognised in the income statement. Other changes in fair value and the related tax are recognised in other
comprehensive income. As a result, the sensitivity of the Company's equity to variations in interest rate risk exposures differs from the sensitivity of
the Company's profit after tax to variations in interest rate risk expasures.

The Company’s equity sensitivity to a 1% increase in interest rates is (£17m) (2015: {(£16m)) and to a 1% decrease in interest rates is £17m
(2015: £16m).

The sensitivity of the Company's total equity to change in equity security prices in respect of each of the scenarios shown in the preceding tables is
the same as the sensitivity of the Company's profit after tax.

{c) Credit risk

The Company is axpasad to credit risk from the risk of exposurc to loss if a counterparty fails to perform its financial obligations, including failure to
jpeform these obligations in a timely manner. Exposure also includes the risk of a reduction in the value of assets due to widening of credit spreads,
Any loans to subsidiaries require approval from the Group Enterprise Risk Management Committee prior to being transacted.

(c)()  Credit exposure of financial assets A .
The following table provides an analysis of the guality of financial assets that are neither past due norimpaired at the reporting date and are
exposed to credit risk. An explanation of credit ratings is included in Note 41{(c) of the Group financial statements.

The total amount in the table below represents the Company’s credit exposure to financial investments at the year end without taking inte account
any collateral held.

Investmentsin  Investments in Receivables
subsldlaries at associates at Loans to Darivative and other Cash and cash
FVTPL FVTPL subsidiaries financial assets Debt Securities financial assets equivatents Total

2016 2018 2016 2015 2016 2015 2016 2018 2016 2015 2016 2015 2016 2015 2016 2015
£m £m £m £m £m Em £m fm £m fm £m £m £m £m £m £m
AAA - . - - - . - . 36 35 - - - . 36 35
AA - - - - - . . - 127 64 - - 2 g 129 73
A . . - - - - - - 295 537 - - 10 4 305 541
888 - . . - - - - . 131 92 - - 43 48 174 140
Below BBB - - . - - - - . 15 - - . - . 15 .
Not rated 276 257 - 13 323 322 - - 1 15 54 48 - - 654 655
Totat 276 257 - 13 323 322 . . 605 743 54 48 55 61 1,313 1,444

Investments in subsidiaries at FVTPL of £276m (2015: £257m) includes £201m {2015: £200m) invested in absolute return funds and £75m
(2015: £57m) ielating to a holding in a moncy market fund. These funds are managed by a subsidiary company and are ned rated. The meney market
fund invests in a range of counterparties that are externally rated, and uses concentration limits and maturity limits in managing its exposures.

At 31 December 2016 and 31 December 2015, all financial assets were neither past due norimpaired.
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10. Company financial statements continued

(d) Liquidity risk

Liquidity risk is the risl that the Company is unable to realise investments and other assets in order to settle its financial obligations when they fall
duc, or can do 56 only at excessive cost. The Company ensures that it ¢an meet ils financial ebligations as they fall dug by maintaining suitable
levels of liquid assets. The obligations arising from subordinated liabilities are mostly offset by receipts arising from loans to subsidiaries and
investments in subsidiaries. Refer o Note D for the maturity profile of undiscounted cash flows of derivative financial instruments.

Liquidity risk is managed through the Group liquidity and capita! managoment policy which ic outlined in Mote 41 (2) of the Group financial
statements. The Company is required to manage risk in accordance with the Group policy and to take mitigating action as appropriale to operate
within defined risk appetites.

Liquidity risle is managed by the Company in concultation with the central Greup Treasury function, Liquidity rigk ic primarily managed by placing
limits on the value of financial assets held which are neither quoted nor regularly traded on a recognised exchange and by maintaining a portfolio of
committed bank facilities. In May 2015, the Company reduced its syndicated revolving credit facility which it held as part of its contingency funding
plans, to £400m {from £500m) in line with a lower risk profile following the sale of the Canadian business. In 2016 the maturity date of this facility
was extended for a furtheryear to 2021 and it is currently undrawn, The Company ie alse responsible for the definition and management of the
contingency funding plan which operates on 2 continuous basis and is fully documeontod.

(d}i} Maturity analysis

A cash flow analysis by remaining contractual maturities for subordinated liabilities (all of which are issued by the Company) is included in the
shareholder business section of Note 41(e)(i) of the Group financiat statements, Other financial liabilities have a contractual maturity of within
1year.

R. Contingent liabilities, contingent assets, indemnities and guarantees

{a) Legal proceedings and regulations

The Company, like other financial arganisations, is subject to legal proceedings and complaints in the normal course of its business. All such
material matters are periodically reassessed, with the assictance of external profossional advicers whare appropriate, to determine the likelihood of
the Company incurring a liability. Where it is concluded that it is more likely than not that a material outflow will be made a provision is established
based on management's best estimate of the amount that will be payable. In some cases it will not be possible to form a view, for example because
the facts are unclear or because further time is needed to properly investigate, and no provisions are held for such matters. It is not possible to
predict with certainty the extent and timing of the financial impact of legal proceedings, complaints and related regulatory matters,

(b} Indemnities and guarantees

Under the trust deed in respect of the Group's UK defined benefit pension plan, Standard Life Employee Sewvices Limited (SLESL), the principal
employer, must pay contributians te the pension plan as the trustees’ actuary may cortify nocessary. The Company has guaranteed the obligations of
SLESL to the UK defined benefit pension plan for a period of 15 years from 10 July 2006, which gave rise to a liability of £nil at 31 December 2016
(2015: £nil),

S. Related party transactions

(a) Transactions with and balances from/{to} related parties

In the normal course of business, the Company enters into transactions with related parties. The year end balances arising from such transactions
are as follows:

2016 2015
£Em £m
Due from related parties:
Subsidiaries 60 63
Loans to subsidiaries 323 322
383 385
Transactions with related parties carried out by the Company during the year were as follows:
2016 2015
£m Em
Revenues from related parties:
Subsidiaries 512 1,295
Associates 4 -
516 1,295
Expenses to related parties:
Subsidiaries 109 156
Associates 3
112 156

Whaere financial instruments arising from transactions with related parties are offset in the statement of financial position, the net position is
presented in the tables above.
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{b) Compensation of key management personnel

The Directors and key management personnel of the Company are considered to be the same as for the Group. Information on both Company and
Group compensation paid to Directors and key management persennel can be found in Note 48 of the Group financial statements and the audited
section of the Directors' remuneration report. Information on transactions with/from and balances from/to key management personnel and their
close family members can also be found in Note 48 of the Group financial statements. Details of the employee share-based payment schemes
operated by the Company are given in Note 47 of the Group financial statements.

T.  Fair value of assets and liabilities

The Company’s approach to the fair value of assets and liabilities is aligned with the Group policy detailed in Note 43 of the Group financial
statements, An analysis of the Company's financial investments and financial liabilities in accordance with the categories of financial instrument set
out in AS 39 Anancial Instruments: Recognition and Measurementis presented in Notes € and L and includes those financial assets and liabilities
held at faijr value.

() Methodology used to determine fair value of assets and liabilities
The {air value hierarchy, and the methods and assumptions used to determine fair value by the Company are aligned with the Group, as detailed in
Note 43 of the Group financial statements, with the following exceptions:

Investments in subsidiaries at FVTPL

Investments in subsidiaries at FVTPL comprises £201m (2015: £200m) of investments on a recognised exchange which are valued using prices
sourced from the primary exchange on which they are listed. These instruments are generally considered to be quoted in an active market and are
therefore treated as level 1 investments within the fair value hierarchy.

The remaining investments in subsidiaries at FVTPL relate to a short term investment fund which is valued daily at net asset value (NAV) adjusted for
accrued interest. Although the price is not quoted in an active market the valuation is based on observable market data and as a result has been
classified as level 2 in the fair value hierarchy.

{b) Fair value hierarchy for financial Instruments measured at fair value in the statement of financial position
The follewing table sets out an analysis of financial assets and liabilities measured at fair value by level of the fair value hierarchy.

Fafr value hierarchy

Levell Level 2 Level 3 Total

2016 2015 2016 2015 2016 2015 2016 2015
Assets £m £m £m £m £m £m fm fm
Investments in subsidiaries at
FVTPL 201 200 75 57 - - 276 257
Investment in associate at FVTPL - 13 . - - . - 13
Debt securities 32 3 572 711 1 1 605 743
Total 233 244 647 768 1 1 881 1,013
Liabillties
Derivative financial liabilities - - . 2 - . - 2
Total - - - 2 - . - 2

There werte no significant transfers between level 1 and level 2 in the year. During the year, there were no disposals (2015: none} of level 3 securities.

There is no significant sensitivity of level 3 financial instruments measured at fair vatue in refation to changes in key assumptions.

{c) Fair value of financial assets and llabilities measured at amortised cost
The fair value of subardinated liabilities is set out in Note 43(¢) of the Group financial statements,

The table below presents estimated fair values of other financial assets and liabilities held by the Company whose carrying value does not
approximate fair value.

2016 2015 2016 2015

Carrylng value Carrying value fairvalue Fair value

Notes £m fm £m fm

Loans to subsidiaries C 323 322 340 348

The estimated fair values of loans lo subsidiaries are determined with reference to quoted market prices determined using observable market
inputs. The Company does not consider its loans to subsidiaries to be impaired.

The carrying value of all other financial assets and liabilities measured al amortised cost approximates their fair value.

The table below presents the loans to subsidiaries as detailed above measured at fair value by level of the fair value hierarchy.

Level 1 Level 2 Level 3 Total
2016 2015 2016 2015 2016 2015 2016 2015
£m fm £fm Em £m fm Em fm
Loans to subsidiaries - . 334 343 6 5 340 348
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11. Supplementary Information

111 Aliernative performance measures
We assess our performance using a variety of measures that are not defined under IFRS and are therefore termed alternative performance measures
(APMs). The APMs that we use may not be directly comparable with similarly named measures used by other companies, '

We have presented below reconciliations from these APMs to the most appropriate measure prepared in accordance with IFRS.

[

Full definitions for APMs are included in the Glossary

Operating profit
Operating profit is a key APM used by our management to evaluate performance.

Operating profit reporting provides further analysis of the results reported under IFRS and the Directors believe it helps to give sharcholders a fuller
understanding of the performance of the busines3 by identifying and analysing non-operating items. Operating profit is & hey peiformance indicator,
and is consistent with the way that financial performance is measured by management and reported to the Board and strategic cxccutive committec.

2016 2015

Em £m

Fee based revenue 1,651 1,579
Spread/risk margin 134 145
Total operating income 1,785 1,724
Total operating expenses {1,159) {1.124)
Capital management 21 9
Share of associates’ and joint ventures' profit before tax 76 56
Operating profit before tax from continuing operations 723 665
Tax on operaling profit (127} (114)
Share of associates’ and joint ventures’ tax expense (13) (13)
COperating profit after tax from continuing operations 583 538
Singapore included in discontinued operations segment - (42)
Total non-operating items (274) (257)
Tax on non-operating items 59 37
IFRS profit from continuing operations 368 276
IFRS profit from discontinued operations - 1,147
Total IFRS profit attributabte to equity holders of Standard Life plc 368 1,423

Operating profit excludes impacts arising from short-term fluctuations in investment return and econemic assumption changes. Operating profit also
excludes restructuring and corporate transaction costs, amortisation and impairment of intangibles ocquired in busineas combinations, and cenain
one off items. Further details on operating profit and non operating items are included in Noics 2(b){(i) ond 14 of the Group financial statements
section of this report.

As set out in the table above, the key components of operating profit before tax are total operating income {(which is broken down into fee based
revenue and spread/risk margin), total operating expenses and share of associates’ and joint ventures” profit before tax. Thesc components provide
a meaningful analysis of our operating results. A reconciliation of total sperating income and total eperating expenses from continuing operations
(as presented in the analysis of operating profit above) Lo total revenue and total expenses respectively (as presented in the Group consolidated
income statement) is included in Note 2{b}ii} of the Group financial statements section of this reper,

Underlying performance

Underlying performance is calculated a5 operating profit before tan after excluding the impact of spread/risk operating actuarial ossumption
changes and specific management actions in the reporting period., It therefore removes certain volatile items from operating profit and supports an
understanding of the underlying operating performance of the business.

2016 2015

£m £m

Operating profit before tax from continuing operations 723 665
Underlying adjustments

Operating assumption changes (42) {44)

Shareholder support to the German with profits business - 9

Undertying performance from continuing operations 681 630
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Underlying cash generation

This is an APM which presents a shareholder view of underlying cash earnings. Underlying cash generation adjusts underlying performance for
certain non-cash items as set out below. It provides insight into our ability to generate cash that supports further investment in the business and the
payment of dividends to sharehalders. The IFRS consolidated statement of cash flows includes policyholder cash flows, and therefore does not
present a shareholder view, and does not exclude underlying adjustments and non-operating items.

2016 2015

£m £m

Operating profit before tax from continuing operations 723 665
Underlying adjustments {42) (35)
Underlying performance from continuing operations 681 630
Associates and Jvs adjustment {a) (60} (44)
Current tax on underlying peformance ()] (106) (114)
DAC/DIR adjustment (c} (2} 5
Fixed and intangible assets adjustment {d) (11) (18)
Underlying cash generation 5¢2 459

Further details on the reconciling items between underlying perfermance and underlying cash generation are included below.

{a) Associates and Joint Ventures (JVs) adjustment

The calculation of underlying cash generation was changed during H1 2016. Underlying cash generation now includes dividends received from
assogiates and joint ventures, previously no contribution was included from these businesses. The revised approach reflects more closely the
underlying cash generated given the regular receipt of dividends in recent years from our Indian associates HDFC Life and HDFC Asset Management.
Comparatives have been restated.

Notes per Group 2016 015

financlal statements £m £m

Exclude share of associates’ and joint ventures’ profit before tax 2 (76} (56}
Dividends received from associates and joint ventures 18 16 12
Associates and JVs adjustment (60} (44)

(b}  Current tax on underlylng performance
Current tax on underlying perfarmance excludes tax on non-operating and underlying adjustments, excludes current tax attributable to
policyholders, and excludes deferred tax charges/credits, -

Notes per Group 2016 2015

financial statements £m Em

Total current tax attributable to continuing operations 11 (333) (222)
Current tax expense attributable to policyholders’ returns 264 168
Current tax credit relating to non-operating profit items {44} {68)
Current lax expense attributable to underlying adjustments 7 8
Current tax on underlying performance (106) (114)

(c) Deferred acquisition costs {DAC)/ Deferred income reserve (DIR) adjustment

The DAC/DIR nen-cash adjustment adds back existing business DAC/DIR amortisation included in underlying performance for the period and
deducts the equivalent new business DAC/DIR additions for the period. The following table reconciles DAC/DIR movements in the Group financial
statements to the DAC/DIR adjustment.

Notes per Group 2016 2015

tinanclal statements £m Em

Amortisation of deferred acquisition costs 17 96 124

Acquisition Costs deferred during the period 17 (51) (83)

Amortisation of deferred income 38 (61) (63)

Fee income deferred during the period 38 1% 25
Adjustments for HWPF and GWPF DAC/DIR not included in

shareholder view (1) 2

DAC/DIR adjustment @ >
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Supplementary information continved

(d) Fixed and intangible assets adjustment

The fixed and intangible assets adjustment adds back depreciation and amortisation that i3 included within underlying performance for the period
and deducts additions for the period where the depreciation or amortisation of thosc additions will be included within underlying peformance, The
following table reconciles equipment and intangible asset movements in the Group finoncial statements to the fixed and intangible assel
adjustment.

Notes per Group 2016 2015
financial statements E£m fm
Depreciation of equipment 20 14 16
Amortisation of intangible assets 16 64 51
Amortisation of intangible assets acquired through business
combinations (non-operating) 16 (19} {(20)
Additions of equipmentt 20 % (M
Additions of intangible assets 16 (89) (64)
Additions of intangible assets acquired through business
combinations {not amortised through operating profit} 16 28 6
Fixed and intangible assets adjustment (11) (18)

1 Excludes equipment acquired throueh business combinations.

Earnings before interest, tax, depreciation and amortisation {EBITDA)

EBITDA is an APM reported by Standard Life Investments, which is commonly used by asset management businesses to measure profitability and
therefore provides useful information on operating perfformance. EBITDA for Standard Lile Investments adjusts aperating profit by removing net
interest expense, depreciation and amortisation.

2016 2015
Standard Life Investments £m £m
EBITDA 395 352
Interest, depreciation and amortisation (12) {10}
Operating profit before tax from continuing operations 383 3432
Share of associates’ and joint ventures' tax expense (11) (11)
Total non-operating items (50) (53)
Total tax expense (63) (53)
Profit for the year attributable to equity holders of Standard Life plc 259 225

11.2 Financial ratios
We also use a number of financial ratios to help assess our performance and these are also not defined under IFRS. Details of our main financial
ratios and how they are calculated are presented below.

Operating return on equity

Operating return on equity is a measure that highlights our ability to generate operating profil relative to our shareholder capital. Operating return on
equity represents the annualised post-tax operating profit expressed as a percentage of the opening IFRS equity, adjusted for time apportioned
dividends paid to equity holders.

2016 2015
Operating profit after tax (Em) 583 541
Opening IFRS equity attributable to equity holders of Standard Life plc (£m) 4,002 4,672
External final dividend payment - time apportioned {£m) (142) (131)
Externat interim dividend payment - time apportioned (Em} (21) (20)
Canada: Sate proceeds less return of value - time apportioned {£m) - 397
Canada: Remove net asset value at point of sate - time apportioned (£m) - (1,106)
Adjusted IFRS equity (Em) 3,839 3,812
CGperating return on equity (%) 15.2 14.2
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Cost/income ratio

Cost/income ratip js 2 measure that highlights our efficiency and is ¢alculaled as operating expenses divided by operating income on arolling 12

month basis, and includes the share of associates’ and joint ventures' profit before tax.

2016 2015 2014
Operating expenses from continuing operations (£m) {(1,159) (1.124) (1.045)
Fee based revenue (fm) 1,651 1,579 1,429
Spread/risk margin (Em) 134 145 183
Share af associates’ and joint ventures’ profit before tax {£m) 76 56 39
Total operating income and share of associates’ and joint ventures’ profit
before tax from continuing operations (Em) 1,861 1,780 1,651
Cost/income ratio (%) 62 63 63

Fee revenue yield (bps)

The average revenue yield on fee based business is a measure which illustrates the average margin earned on the assets that we administer. It is

calculated as a rolling 12 month fee based revenue divided by a rolling 12 month monthly average AUA,

Standard Life Investments growth channels UK Pensions and Savings
2016 2015 2016 2015
Fee based revenue (Em) 680 624 664 631
Average fee based assets under administration (£bn)? 129.4 119.0 115.2 106.2
Fee revenueyleld (bps) 53 52 58 59

1 Excludes Al fiont canventional with profits for the UX Pensigns and Savings business anc HDFC Asset Management for Standard Life Investments,

EBITDA margin

EBITDA margin is a measure reported by Standard Life Investments and is commonly used by asset management businesses (o measure profit in

relation to revenue, Itis calculated as EBITDA divided by fee based revenue.

Standard Life Investments 2016 2015
EBITDA {Em) 395 352
Fee based revenye (Em) 885 843
EBITDA margin (%) 45 42
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Supplementary information continved

11.3 Assets under administration and net flows

Assets under administration (AUA) i5 a measure of the total assets we administer. It includes Standard Life Investments assets under management
{AUM), as well as those assets that the Group administers where the customer has made a choice to select an external third party investment
manager.

AlA represents the IFRS gross assets of the Group, adjusted to include third party AllAwhich is not included on the cansalidated statement of
financial position, and excluding certain assets which do not constitute AUA. The assets excluded are primarily reinsurance assets, deferred
acquisition costs and intangible assets,

As an investment campany, AUA and net Aows are key drivers of sharchelder value.

Assets under administration
12 months ended 31 December 2016

Market

Opening AUA at and other Closing AUA at

1 )an 2016 Gross flows Redemptions Net flows movements 31 Dec 2016

£bn £bn £bn £bn £bn £bn

Total growth channels 198.3 38.6 (34.5) 4.1 35.2 237.6
Total mature books fee 82.0 2.5 {8.7) (6.2) 13.0 88.8
Total mature books spread/risk 14,9 0.2 {1.1) (0.9) 2.1 16.1
Total other 12.2 0.8 (0.4) 0.4 2.0 14.6
Total AUA 307.4 42.1 (44.7) (2.6) 52.3 3571
[ | institutional 67.0 15.6 (14.5) 1.1 18.9 87.0
Wholesale 45.9 121 (13.8) (1.7} 5.9 50.1
Wealth 6.5 0.8 {0.9) 0.1) 0.4 6.8
lgnist 11.1 - - - {11.1) -
Standard Life Investments 138.5 28.5 {29.2) {0.7) 14.1 143.9

3

& | UK Workplace 33.0 4.1 (2.4} 1.7 2.7 37.4
E UK Retail? 42.6 8.1 (4.4 3.7 16.6 62.9
£ | UK Penslons and Savings 75.6 12.2 (6.8) 5.4 19.3 100.3
et Europe growth fee? 9.6 1.3 (0.8 0.5 1.1 11.2
Penstons and Savings 85,2 135 {7.6) 5.9 20.4 111.5
Hong Kong 0.5 0.1 ©.1) - 0.1 0.6
Eliminations? (17.9) (3.5} 2.4 (1.1) 0.6 (18.4)
Total growth channels 198.3 38.6 (34.5) 4.1 35.2 237.6

[ | UK mature Retail 327 0.6 (3.1} (2.5) 4.1 34.3
o Europe mature fee 8.4 0.7 ©.8) 0.1) 1.8 10.1
§ Third party strategic partner life business 396 1.2 3.9 2.7 6.9 43.8
o | Other fee including CWP 1.3 - 0.9 (0.9) 0.2 0.6
‘EE Total mature books fee 82.0 2.5 (8.7} (6.2) 13.0 88.8
Spread/risk 14.9 0.2 (1.1) 0.9) 2.1 16.1
Total mature books 96.9 2.7 (9.8) (7.1) 15.1 104.9
Associate and joint venture life businessess 2.3 0.8 0.4} 0.4 1.3 4.0
Others 10.4 - - - 0.8 11.2
Other Eliminations? {0.5) - - . (0.1 (0.6)
Total 307.4 421 {44.7) (2.6) 52.3 357.1

* Dusing 2016 Ignis funds were merged into Standard Life Invesiments funds and are now reporied within Institutional and Wholesale. This has resiied In a transfer of £11.1bn ALM out of gnls
into Instilutioaok {£9.8b0) and Whotesale (£1,3bn) through Martel and other movements.

b Plaiorm AUA (Wrap, Elevate and Fundzone) of £44,2bn [2015: £26.5bn) comprises £41.7bn (2015: £24.4bn) repaned within UK Retall and £2.5bn (201 5: £2.1bn) relating 1o Wrap Intemational
Bond reported within Europe growth fee.

¥ Cenain products are ingluded in both Pensions and Savings growth AUA and Standard Lifo Investmente growth AUM. Tharofare, at a Group lovel an elimination adjustment iz required (o remaove
any dupliratinn in additinn tn nther necessasy consnlidatinn Adjustments. Comprisas £ 18 Ahn (2015 £17.9bn) related 1o gewth chaans higinne e atiminstions and £0 §bn (301 5: £.5bn)
retated Lo other consolidation/eliminations.

+  Matket and other movements includes £0.8bn Jelating to stake increase in HOFC Life in Aptil 2016,
»  Other comprises Assets that ta not generate revenue from products of £8.9ba (2015: £7.7bn) and Other corporate assets of £2.3bn {7015: £2.7bn),
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Assets under administration
12 months ended 31 December 2015

Market

Opening AUA at and other Closing AUA at

1)an 2015 Gross flows  Redemptions Net flows movements 31 Dec 2015

£bn £bn £bn £bn £hn £bn

Total growth channels 180.7 40.8 {25.9) 14.9 2.7 198.3
Total mature books fee 87.9 1.6 (9.5) (7.9) 2.0 82.0
Total mature books spread/risk 16.1 0.2 (1.1) 0.9 (0.3) 14.9
Total other 11.9 0.4 (0.2) 0.2 0.1 12.2
Total AUA 296.6 43.0 (36.7) 6.3 4.5 307.4
[ ] institutional 61.4 111 7.8) 3.3 23 67.0
Wholesale 35.5 16.8 (7.5) 9.3 1.1 45.9
Wealth 6.1 0.9 0.7} 0.2 0.2 6.5
Ignis 14.5 2.6 (5.1} (2.5 ©.9) 11.1
Standard Life Investments 117.5 31.4 (21.1) 10.3 2.7 130.5

H

E UK Workplace 32.0 4.1 (2.2} 1.9 (0.9} 33.0
2 | UK Retail’ 37.3 7.5 (3.6) 3.9 1.4 43.6
% | UK Pensions and Savings 69.3 11.6 {5.8) 5.8 0.5 75.6
& | Europe growth fee: 8.7 1.6 0.7 0.9 9.6
Pensions and Savings 78.0 13.2 {6.5) 6.7 0.5 85.2
Hong Kong 0.4 0.1 0.1 0.5
Eliminations? {15.2) 3.9 1.7 {2.2) {0.5) (17.9)
Total growth channels 180.7 40.8 (25.9) 14.9 2.7 198.3

T UK mature Retail 33.5 0.7 3.1 @.4) 1.6 327
@ Europe mature fee 8.5 0.7 0.5) 0.2 (0.3) 8.4
§ Third party strategic partner life business 43.8 0.2 (5.0) {4.8) 0.6 39.6
@ | Other fee including CWP 2.1 - {0.9) (0.9} 0.1 1.3
é Total mature books fee 87.9 1.6 (9.5} (7.9} 2.0 82.0
Spread/risk 16.1 0.2 {1.1) (0.9 0.3) 14.9
Total mature books 104.0 1.8 {10.6) (8.8) 1.7 96.9
Associate and joint venture life businesses 2.1 0.4 (0.2} 0.2 2.3
QOther? 10.2 - - 0.2 104
Other Eliminatigns? (0.4} - . 0.1) (0.5
Total 296.6 43.0 (36.7) 6.3 4.5 307.4

v Platform AUA (Wrap, Elevate and Fundzone) of £26.5bn comprises £24, 4bn reparted within UK Retail and £2.1bn relating ta Wrap International Bond reporied within Europe growth fee.

1 Cenain products are included in both Pensions and Savings growth AUA and Standard Life Investments growth AUM, Therefore, at a Group tevel an elimination adjustment Is required to remove
any duplicaticn, In addition te other necessary conselidation adjustments, Comprises (£17.9bn) refazed to growth chanaet business eliminatlons and (£0.5bn) related o other

tonsolidationfeliminations.

3} Cther comprises Assets that ¢o ndt generate revenue fzom products of £7.7bn and Other corporate assets of £2.7bn,

Standard Life 2016

241

UONEWIO U [BIPURLLY
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11.4 Standard Life Investments assets under management and net flows

Opening AUM at Market and other  Closing AUM at
1Jan 2016 Gross flows Redemptions Net flows movements 31 Dec 2016
12 months ended 31 December 2016 £bn £bn £bn £bn £bn £bn
UK 83.2 17.3 (17.2) 0.1 17.3 100.6
Europe 14.2 4.0 (5.5) (1.5} 3.5 16.2
North America 11.7 4.8 (5.5) 0.7} 1.7 12.7
Asia Pacific 3.3 0.9 (1.0) 0.1} 0.6 3.8
india 7.0 1.5 1.5 21 10.6
Jgnis! 11.1 . - {11.1)
By geography of client 130.5 28.5 (29.2) (0.7) 14.1 143.9
Equities 16.9 3.8 (4.1 (0.3} 1.3 17.9
Z | Fixed income 218 5.4 4.3) 1.1 9.1 32,0
2 | mutti-asser 50.3 11.3 {15.1) (3.8) 5.0 51.5
% | Reatestate 8.6 1.1 (1.4) ©.3) 20 103
2 | MyFolio 8.1 2.5 (0.9 1.6 0.8 10.5
Other? 13.7 4.4 (3.4) 1.0 7.0 21.7
ignis! 11.1 - - . (11.1}
By asset class 130.5 28.5 (29.2) (0.7) 14.1 143.9
Institutional 67.0 15.6 (14.5) 1.1 18.9 87.0
Wholesale 45.9 121 (13.8) (1.7} 5.9 50.1
Wealth 6.5 0.8 ©.9 (0.1} 0.4 6.8
lgnis) 11.1 - . (11.1) -
By channel 130.5 28.5% (29.2} 0.7) 14.1 143.9
Standard Life Group 831 3.5 (5.6) (2.1) 9.2 90.2
Phoenix Group 39.6 1.2 (3.9) (2.7 6.9 43.8
Strategic partner tife businass AUM 122.7 4.7 {9.5) (4.8 16.1 134.0
Standard Life \nvestments AUM 253.2 33.2 (38.7) (5.5) 30.2 277.9
Opening AUM at Market and other  Closing AUM at
1 Jan 2015 Gross flows Redemptions Net flows movements 31 Dec 2015
12 months ended 31 December 2015 £bn £bn £bn £bn £bn £bn
UK 75.5 15.2 (10.8) 4.4 3.3 83.2
Europe 11.3 5.4 (2.0) 3.4 0.5) 14.2
North America 8.1 5.3 (2.3) 3.0 0.6 11.7
Asia Pacific 2.0 2.1 (0.9) 1.2 0.1 3.3
India 6.1 0.8 - 0.8 0.1 7.0
lgnis 14.5 2.6 (5.1) (2.5) (0.9) 11.1
By geography of client 117.5 31.4 (21.1) 10.3 2.7 130.5
Equities 15.5 2.6 (2.6) . 1.4 16.9
g Fixed income 22.0 31 (2.8) 0.3 (0.5) 21.8
g Multi-asset? 386 17.3 (7.8) 9.5 2.2 50.3
% | Real estate 7.4 1.1 (0.8) 0.3 0.9 8.6
3 | MyFolio 5.9 26 ©.7) 1.9 0.3 8.1
Others 13.6 2.1 (1.3 0.8 0.7 13.7
lgnis 14.5 2.6 (5.1) (2.5) (0.9} 11.1
By asset class 117.5 31.4 {21.1) 10.3 2.7 130.5
Institutionatl 61.4 11.1 (7.8) 3.3 2.3 67.0
Wholesale 35.5 16.8 (7.5 2.3 1.1 45.9
Wealth 6.1 0.9 .7 0.2 0.2 6.5
Ignis 14.5 2.6 (5.1) (2.5) (0.9) 11.1
By channel 117.5 31.4 (21.1) 10.3 2.7 130.5
Standard Life Group 84.6 4.1 6.1) 2.0 0.5 83.1
Phoenix Group 43.8 0.2 (5.0 (4.8} 0.6 39.6
Strategic partner life business AUM 128.4 4.3 {11.1) (6.8) 1.1 122.7
Standard Life investments AUM 245.9 35.7 (32.2) 3.5 3.8 253.2

1 During 2016 Ignis funds were merged into Standard Life Investments funds, transferring £41.1bn AUM through Market and other movements into the following categories - By geography: UK

(£11.1bn), By asseq class: Fined income (£5.3bm). Multi-asset (£0.2bn). Real estate {£1.7bn) 2nd Other {£3.9bx), By channel: Institutional (£9.8bn) and whatesale (£1.3bn).
7 Comprises absolute return strategies, enhanced diversification struegies, risk-based portfolios and traditional balanced ponfolios.

+ Comprises cash. private equity, liquidity funds and Wealth, Net inflows fiom India cash funds £0.4bn (2015: £0.6bn), netinflows from iquidity funds of £0.2bn (2015: £0.7bn).
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11.5 Assets under administration by reporting segment
An analysis of AUA by reportable segment is included below.

Standard Life Pensions and Indla and

Investments Savings China Other Eliminations! Tolal
31 December 2016 £bn £bn £bn £bn Ebn £bn
Assets under administration
Fee based 177.1 156.5 0.6 - (18.4) 315.8
Spread/risk 16.1 16.1
Assets not generating revenue from
products - 8.9 8.9
Associate and joint venture businesses 10.6 4.0 . 14.6
Other corporate assels 1.1 - - 1.2 {0.6} 1.7
Total assets under administration 188.8 181.5 4.6 1.2 {19.0) 3571

Standard Life Penstons and India and

Investments Savings China Other Elfminations! Total
31 December 2015 £hbn £bn £ba £bn £bn £bn
Assets under administration
Fee based 163.1 127.6 0.5 . (17.9) 2733
Spread/risk - 14.9 . - - 14.9
Assets not generating revenue from
products . 7.7 - - 7.7
Associate and joint venture businesses 7.0 - 2.3 . 9.3
Other corporate assets 1.0 . . 1.6 (0.5) 21
Total assets under administration 171.1 150.2 2.8 1.6 (18.4) 307.4

L Inorder to be consisient with the presentation of new business Information. certain products are included in both Standard Life Investments AUA and other segments. Therefare, at a Group level

an elimination adjustment Is required to remove any duplication, in addition to other necessary consaolidatlon adjustenents,
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12. Reports from the Committees of

Standard Life Assurance Limited

.End I:[t':le Standard Life Master Trust
0. .

12.1 Report from the With Profits Committee of

Standard Life Assurance Limited

Whilst the management of its with profits business is the direct
recponsibility of the board of Standard Life Assurance Limited (SLAL),
FCA regulations require that a with profits firm’s governance
arrangements should make provision for independent judgement and
advice, The SLAL board has established a With Profits Committee (WPC)
for this purpose,

A AT

Clifton Melvin,
Chairman, With Profits Committee of Standard Life Assurance Limited

Membership
All members of the WPC are independent of Standard Life. Their
attendance at WPC meetings was:

Member Attendance
Clifton Melvin, Chairman 10/10
Graham Aslet 10/10
Rass Ainslie! 10/10
Finula Cilliers? 9/9

*  Ross Ainslie was appointed for a second tenn In June 2016.
1 Finula Cilllers was appainted as a member of she WPC in March 2016,

The members are appointed by the SLAL board on the recommendation
of the Nomination and Governance Committee. Directors of the
Standard Life plc and SLAL boards, the UK and Europe Chief Risk Officer
and senior actuaries, in particular the With Profits Actuary and the UK
and Europe Actuarial Director, routinely attend these meetings.

SLAL has had a WPC since demutualisation. Its rele is to monitor and
advise the SLAL board on the management of with profits business,
previding independent judgement on the fair treatment of with profits
policyholders, and to tale a proactive role in raising any issues that
merit further consideration. The committee reviews all proposals that
are material to the interests of SLAL's with profits policyholders. The
committee has the authority to engage external advisers and has
engaged Nick Dumbreck, an actuary from Milliman LLP, to routinely
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provide the members with advice. The Chairman has a right of access at
all times to the Chairman of the Risk and Capital Commitiee but saw no
requirement during the year to exercise this right.

The committee’s routine formal interaction with the SLAL board is by the
submission of the minutes of its meetings to the board, together with
the provision of feedback on its advi¢e, and by an annual report to the
SLAL board in which it reviews the management of with profits business
having regard to SLAL's duly to treat its with profits policyholders fairly
and to meet their reasonable benefit expectations. The commitiee has
autharity to make a report to the with profits policyholders. It did not do
so during 2016 and would not expect to do so unless it disagreed
materially with SLAL's own annual report to its with profits policyholders
{which is required by FCA regulations} an the management of the with
profits business. Minutes of the committee meetings are also submitted
to the Board of Standard Life plc and, in May 2016, the committee
Chairman attended a meeting of the Standard Life plc Board which
focused on three key with profits issues — investment strategy, the
implementation of the new Solvency Il insurance regulation regime and
the terms on which the main with profits fund secures guaranteed
annuities for customers.

The committee’s work in 2016
An indicative breakdown as to how the committee spent its Lime is
shown below:

During 2016, the committee’s work focused on these key areas:

Customer

Policy values - the WPC reviewed the algorithm for setting regular bonus
rates and confirmed Lhat it remains appropriate. It approved
management’s recommendations regarding bonus rates and payout
values.

Service — the WPC regularly reviews with profils customer complaints
data and has been pleased to note the continuation of an impreving
trend. The WPC visited the Customer Hub to understand how pensions
[reedoms are applied to Lhe custemer experience from a digital and
telephony perspective. Following SLAL's decision to close the German
With Profits Fund to new business in 2015 and subsequent resiructuring
to improve efficiency, the WPC has had detailed briefings on the
managemeni of the with profits business there, and in 20186, held one of
its meetings in the branch office in Germany. The committee has noted
that the reduction in numbers of complaints has been especially
pronounced in Germany,

Balance of interests

A fundamental responsibility of the WPC is to ensure that with profits
customers’ interests are protected, with appropriate balance between
different cohorts of customers, and that shareholder interests do not
compromise this protection.

The WPC approved the transfers to shareholder funds, in accordance
wilh the Schieme of Dedulualisalion, [ur the year ended 31 December
2015 of some £150m.




The WPC also reviewed the With Profits Actuary’s advice on expense
allocation within SLAL and agreed with his conclusion that the
methodology had no material bias against policyholders’ interests.
Occasionally there are administrative errars thal give rise to extra costs
and particular care is taken to ensure that the with profits funds do not
bear any inappropriate burden from these.

The WPC approved SLAL's proposal that no changes were required to the
rates of deduction from with profits policies in respect of the cost of
guarantees.

Annuity Rates for Guaranteed Annuity Option/Guaranteed Minimum
Pension Buyouts

Following the committee’s review and challenge of the rates charged by
SLAL to the Heritage With Profits Fund (HWPF) for buying out guaranteed
annuity liabilities, SLAL is now offering a discounted rate to the HWPF on
the basis that SLAL is not in a position to offer the HWPF the benefit of
the open market option that is available to individual customers without
taking on additional risk. The committee is satisfied that the
arrangement will help to protect the interests of the fund, but will
continue Lo moniter the faimess of this arangement.

Capital and risk management

During the year the WPC approved a number of proposals to manage the
finances of the with profits funds and to cantrol risks appropriately.
These included revision of the scenarios for testing investment risk,
adjusting Equity Backing Rattos and other allocations of the assets
directly backing with profits policies, reviewing the effectiveness of
hedging strategies, and setting distribution rates for the Inherited Estate
The HWPF was sel up at demutualisation with surplus referred to as an
Inherited Estate. Its primary role is to provide a cushion against the
possibility that the assets set aside to cover the liabilities of the HWPF
prove insufficient and to meet any unforeseen liabilities.

Regulatory and governance

Principles and Praclices of Financial Management (PPFM)

The WPC sought and obtained assurance that the with profits
businesses in the UK have been managed in accordance with the
published PPFM.

Solvency

The introduction of Selvency Il on 1 January 2016 has necessitated a
number of technical changes to the Scheme of Demutualisation, to
ensure that it continues 1o operate as intended, all of which were
reviewed by the WPC, Some required Court approval, and this was
obtained during 2016,

Investmenis

The WPC receives quarterly presentations from Standard Life
Investments on the performance of the with profits funds. The
committee noted recent slippage in the performance of some asset
classes and challenged their performance. The committee also advised
SLAL on the actions that are being taken to reverse this and maintain
strong long-term performance.

Conclusion
Looking back on 2016, the WPC concluded that:

» The management of SLAL's with profits business has paid due regard
to its duty to treat its with profits policyholders fairly and to meet their
reasonable benefit expectations

» The UK Smoothed Managed With Profits Fund and the HWPF PPFMs
have been complied with

» It had continued to challenge management on the exercise of
discretion

The commiltee provides information on its members, composition and
how the committee protecis the interests of policyholders and makes its
views known at the following website
www.standardlife.co,uk/c1/funds/with-profits-committee.page
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12. Reports from the Committees of Standard Life Assurance Limited and the Standard Life

Master Trust Co. Ltd. continued

12.2 Report from the Independent Governance

Committee of Standard Life Assurance Limited
During 2016, the Independent Governance Committee (IGC) published
their first annual report, The IGC acts solely in the interests of scheme
members by providing credible and effective challenge on the value for
money of workplace personal pension schemes.

QQ_._&:_._ LS

Rene Poisson
Chairman, Independent Governance Commitiee of Standard Life
Assurance Limited

In their first report, the 1IGC concluded that Standard Life docs provide
value for money for workplace schemes.

8y way of reminder, Independent governance committees have been
established as a response to:

» The market review undertaken in 2013 by the Office of Fair Trading
which identified that competition was not having the expected impact
in improving value for policyholders in workplace pension schemes
and that change was required to ensure that they received Value for
Money

» The results of a subsequent 2014 report {the legacy audit) by the
Independent Project Board (IPB) of the Association of British Insurers
which looked at legacy pension schemes at risk of being exposed to
charges over an eguivalent of one per cent annual management
charge

Membership

The members are appointed by the SLAL board on the recommendation
of the Nomination and Governance Committee. The membership of the
IGC remains unchanged since inception.

The IGC intends {0 meet as often as necessary to fulfil its obligations,
During 20186, as the IGC fulfilled the commitments they outlined in their
first repoit, the commitiee has met 12 times.
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Member attendance at meetings for the year ending 31 December 2016
was:

1GC Member Attendance
Rene Poissan, Chairman 12/12
Richard Butcher 11/12
Ingrid Kirby 12{12
Roger Mattingly 12/12
Michael Craig {non-independent member) 12/12

The Head of Pensions Strategy routinely attends these meetings and the
Managing Director for Corporate, Retail and Wholesale has had regutar
interactions with the committee. The committee’s routine formal
interaction with the SLAL board is by the minutes of its meetings. The
directors of SLAL and of the Company have an open invitation to attend
any of the committee meetings. Minutes of the committee meetings are
submitted to the Board. In May 2016, the committee chairman attended
a meeting of the Standard Life pl¢ Board to present the findings from the
IGC’s first report.

The Chairman is responsible for the production of an annual report, the
first of which was published on 29 March 2016. The report and
information on the committee’s composition can be found at the
following website www.standardlife.co.uk/igc

The committee’s work in 2016
An indicative breakdown as to how the committee spent its time is
shown below:

Legacy audlt

The IGC has focused on the implementation of the changes agreed
under the {egacy audit which were successfully implemented on 31
October 2016 as per the deadline agreed between the IGC and SLAL.

Value for money

In its first annual report the 1GC concluded overall that Standard Life's
various workplace personal pension products (both newer and older
style) offer policyholders value for money; are of good quality; benefit
from well-designed investment solutions, good administration and
governance; and, comprehensive member suppornt and communication
materials. However, it noted that to achieve a suitable level of income in
retirement, adequate contributions are required through the lifetime of
pension saving.

Looking ahead to 2017

The IGC is looking more closely at the value for money offered by the
wider range of investment options as well as default arrangements that
have been designed by employer sponsors andfor scheme advisers. It
has commissioned some independent analysis to help with this work.

The IGC recognises the importance of gathering the views of scheme
members as customers and has continued to attend retirement
roadshows. One of Standard Life's commitments to the |GC referenced
in the 2016 report was to commission member research. Standard Life,
along with ten other providers, sponsored and participated in
independent research co-ordinated by Sacker & Partners LLP. This
approach allowed insight to be gathered from scheme members to build
an understanding of what they value and why. The results of this will be
shown in the second annual report due to be published in March 2017,

The annual report can be found at the following website
www.standardlife.co.uk/igc




12.3 Report from the Standard Life Master Trust

Co. Ltd

During 2015, Standard Life Master Trust Co. Ltd (SLMTC) was
established as a subsidiary of SLAL. Its role is Lo act as trustee and to
work in the interests of members of the Standard Life Defined
Contribution Master Trust and Stanplan A pension schemes, both of
which are trust based schemes designed for multiple employers.

Similar to the IGC, SLMTC has a duty 1o assess whether members of
these schemes are receiving good value, Alongside their trusiee duties
they aie follewing a similar programme to the 1GC to carry out this
assessment,

Richard Butcher
Chairman, Standard Life Master Trust Co. Ltd

Membership

The hoard of SLMTC consists of five members, all of whom are
independent of Standard Life. They meet regularly throughout the year.
Pitmans Trustees Limited was appointed as chair of the board of
directors of the SLMTC. Richard Butcher is their representative.

The membership of the board remains unchanged since inception.

The SLMTC board intends to meet at least four times a year and as often
as necessary o fulfil its obligations. During its second year the board of
SLMTC has met six times,

Member attendance at meetings for the year ending 31 December 2016
was:

Member Attendance
Richard Butcher, Chairman 6/6
Rene Poisson 6/6
Stella Girvin 6/6
Ruston Smith 6/6
Francois Barker 6/6

The Head of Pensions Strategy routinely attends these meetings and the
Managing Director for Corporate, Retail and Wholesale has had regular
interactions with the board.

The board’s worik in 2016
An indicative breakdown as to how the board spent its time is shown
below:

Legacy audit

Alongside the IGC, the SLMTC has focused on the implementation of the
changes agreed under the legacy audit which were successfully
implemented on 31 October 2016 as per the deadline agreed between
the SLMTC board and SLAL,

Good value

In the first chairman's statement published in july 2016, it was
concluded that Standard Life's Defined Contribution and Stanplan A
Master Trusts offer good value.

Audlt and assurance framework

In 2016, the board of SLMTC adopted the framewark provided by the
Audit and Assurance faculty of the [nstitute of Chantered Accountants in
England and Wales entitled Assurance Reporting on Master Trusts
{Master Trust Supplement to ICAEW AAF 02/07). This report provides
information and assurance on the design and description of governance
and administrative control procedures in relation to (he business
operations of SLMTC for providing pensions trusiee services.

Looking ahead to 2017
A key focus for the board is the impact of the Pension Schemes Bill and
the changes to come in the months ahead.

More information on the compaosition of SLMTC ¢an be found at the
following website www.standardlife.co.uk/c1/master-trust-
committee.page
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13. Glossary

Annuity

A periodic payment made for an agreed period of time (usually up to the
death of the recipient) in return for a cash sum. The cash sum can be
paid as one amount or as a series of premiums. If the annuity
commences immediately after the payment of the sum, itis called an
immediate annuity. If it commences at some future date, it is called a
deferred annuity.

Articles

The Articles of Association detail the provisions relating to the regulation
of a company in terms of the rights of its members and the autharity of
its directors.

Assets under administration (AUA}

AlUA is a measure of the total assets we administer. it includes Standard
Life Investments assets under management (AUM), as well as those
assets that the Group administers where the customer has made a
choice to select an external third party investment manager.

AUA represents the IFRS gross assets of the Group, adjusted to include
third party AUA which is not included on the consolidated statement of
financial position, and excluding certain assets which do not canstitute
AUA. The assets excluded are primarily reinsurance assets, deferred
acquisition costs and intangible assets.

Assets under management (AUM)

A measure of the total assets that Standard Life Investments manages
on behalf of individual customers and institutional clients, for which it
receives a fee.

Auto enrolment

The UK Government introduced auto enrolment to help people save for
their retirement. Employers have to automatically enrol eligible
employees into a qualifying workplace pension scheme (QWPS). This
pension scheme needs to meet the standards set by the Pensions
Regulator.

Board
The Board of Directors of the Company.

Capital management

Capital management is @ component of operating profit and relates to
the return from the net assets of the sharcholder business, net of costs
of financing. This intludes the net assets in defined benefit staff pension
plans and net assets relating to the financing of subordinated liabilities.
The measure exciudes short term fuctuations in investment return,

Capital surplus

This is a regulatory measure of our financial strength. From 1 January
2016 our capital surplus is measured on a Solvency Il basis. Prior to
1 January 2016, our capital surplus was measured in accordance with
the Insurance Groups Directive.

Chief Operating Decision Maker
The strategic executive committee.

Company
Standard Life plc.
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Cost/income ratio

This is an efficiency measure that is calculated as operating expenses
divided by operating income on a rolling 12 month basis, and includes
the share of associales’ ahd joint ventures’ prafit beforc tas.

Deferred acquisition costs {DAC)

The method of accounting whereby acquisition costs on long-term
business are deferred on the consolidated statement of financial
position as an asset and amortised over the life of those contracts. This
leads to a smoothed recognition of up front expenses instead of the full
cost in the year of sale.

Deferred income reserve {DIR)

The method of accounting whereby front end fees that relate ta services
to be provided in future periods are deferred on the consolidated
statement of financial position as a liability and amortised over the life
of those contracts. This leads to a smogthed recognition of up front
income instead of the fultincome in the year of sale.

Director
A director of the Company,

Discounting

The reduction to present value at a given date of a future cash
transaction at an assumed rate, using a discount factor reflecting the
time vatue of money. The choice of a discount rate will usually greatly
influence the value of insurance provisions, and may give indications on
the conservatism of provisioning methods.

Drawdown (flexible income)

Drawdown, also known as flexible income, allows the policyholderto
withdraw pension income as and when they request it. The remainder of
the pension fund remains invested, giving it the potential for growth,

Earnings before interest, tax, depreciation and amortisation
(EBITDA}

EBITDA is defined as earnings before interest, taxation, depreciation,
amortisation, restructuring costs, other non-operating items and
noen-controlling interests.

Earnings per share (EPS)

EPS is a commonly used financial metric which can be used to measure
the profitability and strength of a company over time, EPS is calculated
Ly dividing piohit by the number of ordinary shares. Basic EPS uses the
weighted average number of ordinary shares outstanding during the
year. Diluted CP5 adjusts the weighted average number of ordinary
shaes outslanding to assuine conversion of all ditulive polential
ordinary shares, such as shaie oplions awarded lo employees.
EBITDA margin

This is an industry measure of performance for investment management
companies. It is calculated as EBITDA divided by fee based revenue,

Effective tax rate

Tax expense/(credit) attributable to equity holders’ profit divided by
profit before tax attributable to equity holders’ profits expressed as a
percentage.




Fair value through profit or loss (FVTPL}

FVTPL is an IFRS measurement basis permitied for assets and liabilities
which meet certain criteria. Gains or losses on assets or liabilities
measured at FVTPL are recognised directly in the income statement.

Fee based business/revenue

Fee based business is a component of operating profit and is made up
of products where we generate revenue primarily from asset
management charges (AMCs), premium based charges and
transactional charges. AMCs are earned on products such as SIPP,
corporate pensions and mutual funds, and are calculated as a
percentage fee based on the assets held. Investment risk on these
praducts rests principally with the customer, with our major indirect
exposure {o rising or falling markets coming from higher or lower AMCs.

Fee revenue yield (bps)

The average revenue yield on fee based business is a measure that
illustrates the average margin being earmed on the assets that we
administer. It1s calculated as a roling 12 month fee based revenue
dvided by a rolling 12 month monthly average AUA.

Global absolute return strategies (GARS)
A discretionary multi-asset fund provided under several regulated

pooled and segregated structures globally by $tandard Lite Investments.

The investment objective is to target a level of return over a rolling 3 year
pericd equivalent to cash plus 5% a year (gross of fees}, and to do so
with as litte risk A5 pnssihle

Group, Standard Life Group or Standard Life

Pricr to demutualisation on 10 July 2006, SLAC and its subsidiaries and,
from demutualisatina on 10 July 2006, the Company and its
subsidiaries.

Lrowth ¢hannels

We aim to drive the increase in our assets, revenue and prolit via our
growth channels. This comprises Standard Life Investments Institutional
and Wholesale, UK Workplace and Retail. Europe {excluding Germany
with profits}, Hong Kong, Standard Life Wealth and Ignis.

Heritage With Profits Fund (HWPF)

The I leritage With Mrofits Fund contains all business — both with profits
and non-profit — written before demutualisation in the UK, Irish or
German branches, with the exception of the classes of business which
the Scheme of Demutualisation allocated to funds outside the HWPF.
The HWPF also contains increments to this business.

International Financia! Reporting Standards (IFRS)

International Financial Reporting Standards are accounting standards
isstied by the Inlemational Accounting Standards Board JASD). The
Group's ennsolidated financial statements are prepared in arrardanca
with IFRS as endersed by the EU.

Investor view

The investor view of Solvency Il adjusts the regulatory position for the
impact from unrecognised capital and with profit funds / defined benefit
pension plans,

Key performance indicators (KP1)
A measure by reference to which the development, perfformance or
position of the business can be measured effectively.

Liability aware

Liahility aware is a framework for proactively managing the various
liability risks and requirements that are faced by defined benefit
pension plans and insurance companies.

Mature book/business

Mature books are expected to provide a stable and consistent
contribution to our profit, This includes UK mature Retail, Standard Life
Investments Strategic Partner Life books and spread/risk based
business. It also includes the with profits business in Germany which
closed to new business in April 2015.

Net flows

Met flows represent gross inflows tess gross eutflows or redemptions.,
Grozc inflows are new funds frem clicntc and customers. Gross outflows
or redemptions is the money withdrawn by clients or customers during
the periad, including annuity payments.

Operating expenses
Opoerating expenses is a component of operating profit and relates ta the
day-to-day expenses of managing our business.

Operating income
QOperating income is a component of operating profit and consists of fee
based revenue and spread/risk margin,

Operating profit

Qpcrating profit is the Group’s key alternative performance measure.
QOperating profit excludes impacts arising from short-term fluctuations in
investment return and economic assumption changes. Itic calculated
based on expected returns on investments backing cquity holder funds,
with consistent altowance for the corresponding expected movements in
equity hotder liabilities. Impacts arising from the difference between the
expected return and actua! return on investments, and the
corresponding impact on equity holder liabilities except where they are
directly refated to a significant management action, are excluded from
operating profit and are presented within profit before tax. The impact of
certain changes in economic assumptions is also excluded from
operating profit and is presented within profit before tax.

Operating profit also excludes the impact of the following items:

» Restructuring costs and corporate transaction expenses,
Restructuring includes the impact of major regulatory change.

» Impairment of intangible assets acquired in business combinations

» Profit or toss arising on the disposal of a subsidiary, joint venturc or
associate

» Amgrtisation of intangibles acquired in business combinations and
fair value movements in contingent consideration

» items which are one-off in nature and which, due to their size or
nature, are not indi¢ative of the long-term operating pedformance of
the business
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13. Glossary continued

Operating return on equity (RoE)

The annualised post-tax operating profit expressed as a percentage of
the opening IFRS equity, adjusted fartime apportioned dividends paid
to equity holders.

Own funds
Under Solvency |l, the capital resources available to meet solvency
capital requirements are called own funds,

Platform

An investment platform (eg Wrap or Elevaie) which is essentially a
trading platform enabling investment funds, pensions, direct equity
holdings and some life assurance contracts to be held in the same
administrative account rather than as separate holdings.

Recourse cash flows {RCF}

Certain cash flows arising in the Heritage With Profits Fund (HWPF) on
specified blocks of UK and Ireland business, which are transferred out of
the fund annually and accrue to the ultimate benefit of equity holders,
as determined by the Scheme of Demutuatisation.

Regular premium

A regular premium contract (as opposed to a single premium contract),
is one where the policyholder agrees al inception to make regular
payments throughout the term of the centract,

Scheme of Demutualisation or the Scheme

The scheme pursuant to Part VIl of, and Schedule 12 to, the financial
Services and Markets Act 2000, under which substantially all of the
long-term business of SLAC was transferred to Standard Life Assurance
Limited on 10 july 2006.

SICAV

ASICAV (société d'investissement A capital variable) is an open-ended
collective investment scheme common in Western Eurape. SICAVS can
be ¢cross-border marketed in the EU under the Undertakings for
Collective Investment in Transferable Securities (UCITS) directive.

Single premium

A single premium contract (as opposed to a regular premium contract),
which involves the payment of one premium at inception with no
ahligation for the policyholder to make subsequent additional
payments.

SIPP

A self invested personal pension which provides the policyholder with
greater choice and Rexibility as to the range of investments made, how
those investments are managed, the administration of those assets and
how retirement benefits are taken.
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SLAC
The Standard Life Assurance Company (renamed The Standard Life
Assurance Company 2006 on 10 July 2006).

SLAL
Standard Life Assurance Limited.

Solvency ll

Solvency Il is an EU-wide initiative that brings consistency to how EU
insurers manage capital and risk, Solvency Il was implemented on

1 January 2016.

Solvency capital requirement (SCR)

Under Solvency |, insurers are required to identify their key risks — for
example that equity markets fall - and hold sufficient capital to
withstand adverse outcomes from those risks. This amount of capitalis
referred to as the Solvency capital requirement or SCR.

Spread/risk business

Spread/risk business mainly comprises products where we provide a
guaranteed level of income for our customers in return for an
investment, for example, annuities. The ‘spread’ referred to in the title
primarily relates to the difference between the guaranteed amount we
pay to customers and the actual return on the assets over the period of
the conlract.

Spread/risk margin

Spread/risk margin is a component of operating profit and reflects the
margin earned on spread/risk business. This includes net earned
premiums, claims and benefits paid, net investment return using long-
term assumptions and reserving changes. Spread/risk margin excludes
the impact of economic assumption changes, which are not included in
determining operating profit.

Standard Life Investments Institutional

Standard Life Invesiments Institutional sell to institutions {in¢luding
corporates, pension schemes, local authorities, government agencies
and insurance companies) either directly or through intermediaries.

Standard Life Investments Wholesale

Standard Life Investments Wholesale sell retail products through
wholesale distributors including third party fund supermarkets, global
financial institutions and private banks.

Strategic executive committee

Responsible for the day-to-day running of the business and comprises;
Chief Executive, Chief Executive — Life Insurance, Chief Executive —
Pensions and Savings, Chief Financial Officer, Chief Investmeni Officer,
Chief Operating Officer, Chief Peaple Officer, Chief Risk Officer, General
Counsel and the Global Client Direclor.




Strategic partner life business

Amuasuie ol the assets that Standard Life Investments manages on
behalf of Standard Life Group companies and under other long-term life
book partnership agreements with third party companies such as
Phoenix Group,

Subordinated liabilitles
Subordinated liabilities are debls uf a Company which, in the event of
liquidation, rank below its other debts but above share capital,

Technical proyisions

The best estimate market consistent value of our policyholder liabilities
is referred to as technical provisions. The calculation is discounted to
recugnise Lhe e value of imoney aind includes a risk margin,
calculated in accordance with Solvency |l regulations.

Third party {excluding strateqic partner life business)

A measure of the assets that Standard Life Investments manages on
behalf of individual customers and institutional clients, for which it
receives a fee. This measure excludes the assets that are managed on
behall of strategic pantners in life assurance books.

Transitional relief

Solvency Il regulations allow insurers to smooth the introduction of new
rules for calculating policyholder tiahilities. This refief includes a
deduction from the amount of Selvency It technical provisions, based on
the difference between technical provisions under the previous
regulatory framework and Solvency Il. The deduction decreases over the
cuurse uf 16 years o 1 Janeary 2016,

UK Retail

This relates to business where we have a relationship with the customer
either directly or through an independent financial adviser. We analyse
this type of business into growth and mature categories. Retail growth
in¢ludes the products, platforms, investment solutions and services of
our UK Retail business that we continue to market actively to our
customers. Retail mature includes business that was predominantly
written before demutualisation.

UK Workplace

UK Workplace pensions, savings and benefits to UK employers and
employees, These are sold through corporate benefit consultants,
independent financial advisers, or directly to employers.

Undertying cash generation

This presents a shareholder view of underlying cash earnings, The IFRS
consolidated statement of cash flows includes policyholder cashflows,
and does not exclude underlying adjustments and non-operating items.

Underlying cash generation adjusts underlying performance for certain
non-cash items, Adjustments are made for deferred acquisition
costs/deferred income reserve, fixed/intangible assets and the Asian
joint ventures and associates, Depreciation/amortisation that would
normally be included in operating profit is replaced with the cash
movement in the period. The measure is stated net of current (cash) tax
on underying performance. A reconciliation of underlying performance
to underlying cash generation is included in the Strategic report.
Reconciliations between underlying performance, operating profit and
profitability on an IFRS basis are also in¢luded in this repon.

Underlying performance

Underlying peiformance is operating profit before tax after excluding the
impact of spread/risk aperating actuarial assumption changes and
specific management actions in the reporting period.

Unit linked policy

A policy where the benefits are determined by reference to the
investment performance of a specified pool of assets referred to ag the
unit finked fund.
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14. Shareholder information

Registered office
Standard Life House
30 Lothian Road
Edinburgh

EH1 2DH

Scotland

Company registration number: SC286832
Phone: 0345 850 9071* 0or 0131 225 2552

For shareholder services call:
0345113 0045

* Calls may be monitored and/or recorded to protect both you and us and help with gus
training. Call charges will vary.

Secretary
Kenneth A Gilmour

Registrar
Capita Registrars Limited

Auditors
PricewaterhouseCoopers LLP

Solicitors
Slaughter and May

Brokers
JP Morgan Cazenove
Goldman Sachs

Shareholder services
We offer a wide range of shareholder services, For more information,
please:

» Cantact our registrar, Capita, on 0345 113 0045* if calling from the
UK. International numbers ¢an be found on the next page.

» Visit our share portal at www.standardlifeshareportal.com

Sign up for Ecommunications

Signing up means:

» You'll receive an email when documents like the Annual report and
accounts, Half year results and AGM guide are available on our
website

» Voting instructions for the Annual General Meeting will be sent to you
electronically

Set up a share portal account
Having a share portal account means you can:

» Manage your account at a time that suits you
» Download your documents when you need them

7

To find out how to sign up, visit www.standardlifeshareportal.com
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Preventing unsalicited mail

By law, the Company has to make certain details from its share register
publicly available. Because of this, it is possible that some registered
shareholders could receive unsolicited mail er phone calls. You could
also be targeted by fraudulent ‘investment specialists’. Remember, if it
sounds too good to be true, it probably is,

You can find more information about share scams at the Financial
Conduct Authority website www.fea.org.uk/consumers/scams

If you are a certificated shareholder, your name and address may appear
on a public register. Using a nominee company to hold your shares can
help protect your privacy. You can transfer your shares into the
Company-sponsored nominee - the Standard Life Share Account — by
contacting Capita, or you could get in touch with your broker te find out
about their nominee services,

If you want to limit the amount of unsolicited mail you receive generally,
please visit waw.mpsonline.org.uk

Financial calendar
Full year results 2016 24 February
ift-fjividend date for 2016 final 13 April
ividend

Record date for 2016 final dividend 18 Aprit
'I:ast d?'_e for DRIP elections for 2016 03 May
inal dividend

Annual General Meeting 16 May
2::':3::3 payment date for 2016 final 23 May
Half year resulis 2017 08 August

Ex-dividend date for 2017 interim

dividend 07 September

Record date for 2017 interim dividend 08 September

Last date for DRIP elections for 2017
interim dividend

Dividend payment date for 2017
intenim dividend

27 September

18 Octaber

Analysis of registered shareholdings at 31 December 2016

Numberof % of total % of total
Range of shares holders holders Number of shares shares
1-1,000 63,383 61.57 27,054,291 1.37
1,001-5,000 34,672 . 3368 70,479,180 3.56
5,001-10,000 2,898 2.82 19,440,771 0.98
10,601-100,000 1,528 1.48 35,141,061 1.78
100,001+ 461 0.45  1,826,769,134 92.31
Total 102,942 100 1,978,884,437 100

# These figures include the Company-sponsored nominee - she Standard Life $hare Account -
which had 1,060,964 parti¢ipants holding 746,304,373 shares,




Contact us

Got a shareholder question? Contact our shareholder services team.

UK and Ireland
phone

0345 113 Q045*
+353 (1) 431 9829*
+44 (0120 3367 8224

email
questions@siandardlifeshares.com
visit
www.slandardlifeshareportal.com

mall

Standard Life Shareholder Services
34 Beckenham Road

Beckenham

Kent

BR3 4TU

Germany and Austria
phene
+49 (0}69 97533 030

email
fragen@standardlifeshares.de

visit
www.slandardlifeshareportal.com/de

mail

Standard Life Aktionarsservice
Postfach 2705

36243 Niederaula

Germany

Canada
phone
1-866-982-9939

email
guestions@standardlifeshares.ca
visit

English:
www.slandardlifeshareportal.com
French:
www,standardlifeshareportal.com/fr

mail

Standard Life Shareholder Services
PO Box 4636, Station A

Toronto M5W 7A4

Canada

= Calls may be monitored andfor recorded {0 protect both you and us and help with our training, Call charges will vary.

Twitter

About our business: @StandardLifeplc
For investors: @sl_invrelations

For financial advisers; @sl_adviser

For businesses: @sl_biz

For UK customers; @Standardlifelk

Standard Life Investments: @SL1_Global

1825: @1825

Qur business in Germany: @standardlife_de

Facebook

Find us on Facebook at
www.facebook.com/standardlifeuk
Blog

Read our latest blogs at
www.standardlife.co.uk/cl/news-
and-btog/

Download our app

Keep up to date with Standard Life news,

share price updates and other useful

information on Standard Life's Investor App
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