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" STRATEGIC REPORT

INSPIRING
CONFIDENCE
IN THE FUTURE

Phoenix Group is Europe’s largest life
and pensions consolidator

We are committed to our purpose: To inspire
confidence in the future.

We inspire confidence through our history
and growth, through our track record of
value creation, strategic and financial delivery
and through continued positive engagement
and outcomes for all our stakeholders.

Our culture is founded on a clear set of values:
Passion, Responsibility, Growth, Courage
and Difference.

Delivery of Cash, Resilience and Growth
helps achieve our mission to improve outcomes
for customers and deliver value for shareholders.
Read more on pages 12 to 17.

We are driven by our vision to be Europe’s
Leading Life Consolidator.
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What we do

PHOENIX
AT A GLANCE

OUR VISION
Become Europe's
Leading Life
Consolidator

OUR PURPOSE
Inspire confidence
in the future

QUR MISSION

Improve outcomes for
customers and deliver
value for shareholders

As the largest life and pensions
consclidator in Europe, Phoenix is
focused on the acquisition and
management of closed life insurance
and pension funds. This is our
Heritage business.

Transactions in the bulk purchase
annuity market cffer a complementary
source of growth for the Group and the
management actions we deliver help
increase and accelerate cash flows.

Alongside this, we have an Open
business which manufactures and
underwrites new products and policies
1o support people saving for their
future in areas such as workplace
pensions and self-invested personal
pensicns. This Open business is
supported by the Strategic Partnership
with Standard Life Aberdeen plc.

We also have a market leading

hrand — Sunlife — which sells a range
of financial products specificaily for
the over 50s market.

GLASGOW LCCATIONS
EDINBURGH

BIRMINGHAM H
{ i

MR FRANKFURT

m—l

GROUP ASSETS UNDER ADMINISTRATION

B

|

]

BRISTOL

£248bn

® UK Heritage B £126bn
® UK Open £97bn
& Europe £25bn
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STRATEGIC REPORT

OUR THREE BUSINESS SEGMENTS

UK Heritage

Q- UK Heritage business comprises
products that are no longer actively
marketed to customers. Phoenix 1s

a leader in the safe and efficient
management of its UK Heritage business.

UK Open

Our UK Open business comprises capital-
light preducts that are actively marketed
to customers, Phoenix 1s committed

to growing its UK Open busiress.

Europe

Our European business provides a platform
for potential future consaolidatior. It contains
both Open and Hentage products split
across Germany and Ireland.

ASSETS UNDER ADMINISTRATION

"i

£126bn £25bn
4 2
1. With-profits 32% 1. Workplace 43% 1. Germany . AS%
2. \With-profit (supported) 3%  Z. Retal pensions 29% 2 Ireland 23%
3. Unitlinked 45% 3. Wrap 28% 3. International Bond 28%

4, Non-profit tannuities)

16%

5. Non-profit {protection, shareholder

funds and other non-profit))

4%

Read more on page 24

£l Read more on page 25

Read more on page 25

STRATEGIC PRIORITIES

IMPROVE
CUSTOMER
OUTCOMES

Improving customer
outcemes is central to our
vision of being Europe’s
Leading Life Consolidator.

Read more on page 30

OUR VALUES

DRIVE
VALUE

In order to drive value, the
Group loeks to identify and
undertake management
actions which increase and
accelerate cash flow.

Read more on page 32

MANAGE
CAPITAL

We continue to focus on
the effective management
of our risks and the efficient
allocation of capital against
those risks.

El Read more on page 34

ENGAGE
COLLEAGUES

Qur pecple are at the heart
of cur business and key

1o the successful growth
of Phoenix Group.

Read more on page 36

Passion
Making & positive
Impact by canng about

Responsibility
Daing the right thing
by taking personal

Growth

Succeeding through
learning, expermenting

Courage

lnnovating by challenging
ourselves and others

Difference
Collaborating and finding
strength through

custemers, colleagues cwnership. and adapting. to do better. respecting and embracing
and communities. new perspectives.
STAKEHOLDERS
Government,
Customers Colleagues Environment Suppliers Community Investors Trade Bodies and
Regulators

MAIN BRANDS

&
I

PHOENIX GRCUP

Standard Life

Sunlife
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The Phoenix Group timeline

OUR HISTORY | !pzmcaridencotronsh o iony
AT A GLANGCE | e e rrorcevord e 762

life and pensions consolidator.

Resolution Life Group
acquires UK life operations
of Royal & Sun Alliance

Edinburgh
Phoenix & Glasgow Britannic acquires
Assurance Assurance life operations of
established established Allianz Cornhill Resolution plc
Standard Life Britannic acquires Abbey
Assurance acquires National's life
established Alba Lite business

\

1999 2001 2004 2005 2006 2008

NPI Abbey National Peart Group
established acquires Scottish acquires
Provident Resoclution plc

Pearl Group created

London Life Pearl Loan

established Company Resolution Life Group
established merges with Britannic

Group plc and becomes
Resolution plc

4 PHCOENIX GROUP HOLDINGS PLC ANMNUAL REPORT & ACCOUNTS 2019



STRATEGIC REPORT

Transferred approximately
£5bn of arnuity habilities
to Guardian Assurance

Liberty

Acquisition

Holdings

{(International) Divestment
acquires of Ignis Asset
Pearl Group Maragement

Successiul
completion

of two
acquisitions —
AXA Wealth's
pension and
protection
businesses
and Abbey
Life Assurance
Company Lirmited

Successful debt
re-terming and
eguity raising

of £250m

Phoenix acquires Standard
Life Assurance businesses
and enhances sirategic
partnership with Standard

Pearl Group renamed
Phoenix Group Holdings
and achieves Premium
Listing on the London
Stock Exchange

Life Aberdeen PLC

Investment grade
credit rating
achieved from
Fitch Ratings

10.

POLICIES

8..

ASSETS UNDER ADMINISTRATION

4400

EMPLOYEES

Phoenix announces the
acquisition of ReAssure
Group plc for a total

consideration of £3.2bn

PHOENIX GROUP HCOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019 5



Chairman’s Statement

BUILDING A
SUSTAINABLE
PHOENIX

Nicholas Lyons
Chairman

2019 was a year of
significant achievement

for Phoenix in which the
Group met all of its
strategic objectives and
took another major step
forward in its growth
journey by announcing the
acquisition of ReAssure
Group ple.

The acquisition confirms Phoenix's
position as the largest life and pensions
consolidator in Europe. The additional
cash flows, skills and scale the
acquisition brings will enhance
Phoenix’s ability to benefit from a
range of available growth opportunities
and provide increased sustainability

o the Group. The Group’s enhanced
cashflow profile post the acquisition
underpins the Board's proposal to
increase the final 2020 dividend per
share by 3%. In line with the Group's
stable and sustainable dividend policy,
the Board has recommended a 2019
finaf dividend per share of 23.4p.

6 PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019

Following completion of the acquisition

of ReAssure Group ple {'ReAssure’), A
we will be entrusted with the long-term
savings of over 14 million customers.

It is the Group's duty to be a good
custodian of these savings and to help
people enjoy a secure and sustainable
retirement. We see our role in helping
customers to save for the long-term as
the very essence of our sacial purpose
as a business.

During 2079 we have been increasingly
focused on ensuring Phoenix integrates
Envirecnmental, Social, and Governance
{'ESGE" into our everyday operations.
As a business we are uniting behind a
new sustainability vision *Committing
to a Sustainable Future” and have
identified four areas of commitment

for our sustainability strategy — deliver
for our customers, foster responsible
investment, reduce our envirenmental
impact and be a good corporate citizen.
These four commitments will be
underpinned by our active approach P i
to supply chain management and our
strong governance frarmework.




STRATEGIC REPORT

It is our colleagues who will deliver
these commitments and Phoenix’s
shared values of Passion, Responsibility,
Growth, Courage and Difference act

as the guiding principles in everything
we da. OQur focus on creating a rich

and diverse working environment is
reflected in our continued status as

one of the UK's 1op Emplovers.

lo foster a deeper connection between
the Hoard and colleagues across the
Group, Karen Green has been appointed
as Work Place Director for the business
as par1 of Phoenix's "Employee Voice’
programme. Our Non-Executive
Directors and | feel strongly about
Phoenix's purpose, values and strategy
and are acutely aware of the increased
gngagement and insights that this
programme brings.

However, the interaction of the Board
with colleagues is not limited to this
refationshiup, and in Uctobér the éntire
Board took part in engagement
sessions with Phoenix colleagues
across the business.

In 2020, Phoenix bids farewell to two
great industry leaders, Clive Bannister,
Group Chief Executive Officer, and Jim
McConville, Group Finance Director,
and Group Director, Scotland.

In November 2019, Clive announced
that he will retire on 10 March 2020
atter nine years with the business.
Clive has led Phoenix in a period of
suctained growth to its current position
a6 tha largoat life and pensions
consclidator in Europe.

Clive will be succeeded by Andy Briggs
who Joined the business as CEQ-
designate on 1 January 2020 and was
appeinted io the Board on 10 February
2020 following regulatory approval.
Andy has over U years ¥ insurance
industry leadership experience.

FPhoenix, its customers, colleagues and
investars will benefit from a smooth
succession and, with Andy as the
Group's CEQ, we will be in the best
position to leverage the broad, strategic
platform that Clive has created.

Jim will be standing down on 16 May
2020 after eight years with the business.

His experience and authority have
been a cornerstone of Phoenix's
success and the Group is fortunate

to have had the benefit of his financial
and strategic expertise.

Succession planning 1s a key tocus
tor the Board and to that end we are
dehghted to appoint Hakesh |hakrar,
the Group’s Deputy Finance Director
since 2014, as Jim's successor.

The Board believes that Rakesh is a
remarkable talent, with a deep and
broad understanding of Phoenix and
1ts potential.

On behalf of the Board | would like
to thank both Clive and Jim tor therr
outstanding contributions to the Group.

Furthermore, in September 2018, we
were pleased to welcome Mike Tumilty
as one of the Standard Life Aberdeen
nominees to our Board as a replacement
for Barry O'Dwyer. | also look forward
to welcoming to our Board a nominee
from each of our new strategic pariners,
Swiss Re and MS&AD, on completion
of the ReAssure acquisition.

Looking ahead

Al a Gioup level, we slail 2020 as we
ended 2019, focused on the acguisition
of ReAssure which, subject to
regulatory approvals, we hope 10
complete in the middle of the year.

Our niratagic pricritios ara the nnfa
transition of both the Standard Life
Assurance and ReAssure businesses.

Phase 3 of the Standard Lite Assurance

transition is the most comptex. Our
enlarged partnership with the leading
technology provider Tata Consulting
Services ('TCS"), announced in 2019,

will support our long-term gqrowth plang .,

for our Open business and enhance
our gustomers’ and advisers' digital
experience across both our Open
and Heritage businesses.

We see significant potential for further
value creation in the Bulk Purchase
Annuities ('BPA") market. | remain
convinced that the drivers for
consolidation are inevitably increasing
and will tip the balance toward more
institutions seeking to divest their
capital-heavy legacy businesses to
leaders in the Herntage space such

as MPhoenix. | he Group has the track
record and plattorm to remain at the
toretront ot lite consohdation In

the future,

Phoenix is committed to its values
and driven by its long-term vision
of becoming Europe's Leading Life
Consolidator. We are building an
enduring organisation, underpinned
by mutually beneficial relationships
with key stakeholders, and we wili
continue to take a long-term view
to building a sustainable future.

thank you

All the successes of the past year
are testament to a great team effort
and | would like to thank the Board,
my colleagues, our partners and
stakeholders for their continued
support. o

Nicholas Lyons

Charman

PHOENIX GROUP HOLDINGS PLC ANMNUAL REPORT & ACCOUNTS 2019 7



Group Chief Executive Officer’s Report

CASH
RESILIENCE
GROWTH

Clive Bannister
Group Chief Executive Officer

2019 was a successful year
for Phoenix. We delivered
Cash, Resilience and
Growth whilst meeting all
of our strategic priorities.

Phoenix achieved its financial targets,
exceeded the 2019 cash generation
target range and maintained a resilient
capital position throughout a year of
macro-economic volatility.

We continued to make strong pregress
across all phases of the Standard Life
Assurance transition programme and
announced an enlarged partnership
with leading technology and service
provider TCS. This strategic partnership
will enable us to deliver a hybrid end
state Customer Services and |T
opsrating modsi built on strong
innovation and designed to deliver
excellence in customer service.

Growth through BPA and new Open
business in the UK and Eurcpe was
strong in 2019, collectively delivering
circa £0.5 billion of incremental
feng-term cash generation and bringing
increased sustainability to our dividend.

On 6 December 2019 we announced
the acquisition of ReAssure Group plc

8 PHCENIX GROUP HOLDINGS PLC ANNUAL REPGRT & ACCOUNTS 2019

{'ReAssure'}, a strategically compelling
transaction which meets all of our
acquisition criteria and confirms
Phoenix as Europe’s largest life and
pensions consolidator. The acquisition
was approved by shareholders on 13
February 2020 with 99.99% of votes
cast in favour.

We also made significant progress
across cur ESG agenda with the
appointment of the Group's first Head
of Sustainability. { encourage you to
read Phoenix’s inaugural Sustainability
Repaort which sets out our new
sustainability vision “Committing to

a Sustainable Future”. This report
cutlines our progress to date and future
aspirations across the sustainability
issues that are most material to
Phoenix and its stakeholders.

The successes of the year were made
possible by the engagement and
commitment of my colleagues, the
strong governance framework
embedded within the Group and
leadership by the Group Board.




STRATEGIC REPORT

FINANCIAL TARGETS

For the tenth consecutive year Phoenix
delivered on all its publicly stated
financial targets. With £707 million

of cash generation in 2019, net of

a £250 millicn capital injection into

our irish subsidiary to conclude our
preparations for Brexit, we exceeded
the upper end of our full year cash
generation target range.

Today, we have announced a new
one-year cash generation target range
for 2020 cf £800 to 900 million and we
reman on track to deliver our five-year
target for 2019 to0 2023 which has been
“upgraded” tor the impact of 2019 new
business to £3.9 billion.

We also delivered resilience

to our Solvency I} balance sheet
with a surplus of £3.1 billion and a
Shareholder Capital Coverage Ratio
of 161%

The Group's financial strength was

recognised by Fitch’s athrmation of
Phoenix's Insurer Financial Strength
Rating of A+ as part of their annual

review in June 2019 .

COMMITTING TO A
SUSTAINABLE
FUTURE

Phoenix is uniting behind

its new sustainahility vision of
“Cormmitting to a Sustainable
Future” and has identified four
areas of commitment for its
sustainability strateqy which are
critical to delivering Phoenix’s
purpose of Inspiring confidence
in the future.

www.thephoenixgroup.com/
sustainability2019

R

STANDARD LIFE ASSURANCE
TRANSITION PROGRAMME

The Group continued to make strong
progress across the Standard Life
Assurance transition programme which
remains on track to meet its £1.2 billon
total synergy target.

To date we have achieved £645 million
of capital synergies, 30% of our

£720 million target. VWe have also
delivered £33 million of cost savings
against a target of £75 million per
annum and realised £28 million of
one-off cost synergies against a

target of £30 million.

The transition programme comprises
three phases:

* Phase 1 is substantially complete and
detlivered the end state operating
model for the Head Office functions.

* Phasc 2 is on track to deliver an
infngratad mult nite Finanae and
Actuarial function by end 2020 and

obtam regulatory approval for our

harmomsed internal mode R

flexibility and is due to completse by
the end of 2022 In November 2019,
we announced an enlarged strategic
partnership with our technology

and service provider TCS to support
the delivery of this model. The
partnership will bring together

the strengths of Standard Life
Assurance, Phoenix and TCS and wvill
build on the strong innovation and
customer service excellence to
which the partners are committed.

NEW BUSINESS

In 2019, new business written across
our three business segments — UK
Heritage, UK Open and Europe —
generated £475 million of incremental
cash generation.

This has offset the run-off of our
in-force book, bringing sustainability
to our long-term cash generation.
We therefore estimate that the
long-term cash generation from the
business In-torce as at 31 December
2019 will be £12 billion.

COMMITTING TO A SUSTAINABLE FUTURE

O1. DELIVER FOR

OUR CUSTOMERS

We am to provide the nght
products, selutions and services
10 our customers 1o help them
enjoy a secure financial future.

03. REDUCE OQUR
ENVIRONMENTAL IMPACT

We aim to minimise our impact
on the environment and promote
good environmental practices.

02. FOSTER RESPONSIBLE
INVESTMENT

We aim to make responsible investment
decisions and consider the sustainability
of our investments in safeguarding the
interests of our customers, shareholders
and cther stakeholders.

04, BE A GQOD

CORPORATE CITIZEN

We aim to be a diverse, engaged and
enabled workforce and good corporate
citizen in the communities in which
we are based

WORK ETHICALLY WITH OUR SUPPLY CHAIN

PHOENIX GROUP HOLDINGS PLC AMNMNUAI REPORT & ACCOUNTS 2019



Group Chief Executive Officer’s Report continued
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We have used an illustration called
"The Wedge” (above) to show that
growth through new business has the
potiential to bring sustainability to
long-term cash generation and are
encouraged that the exgerience of 2019
brings credibility to this hypothesis.

UK Heritage

The majority of our Heritage business
is in run-off; however, our annuity book
is growing through both vesting
annuities and BPA. We 1ake a selective
and proportionate approach to BPA and
invested £98 million of capital in the
year to secure over £1.1 billion of BPA
liabilities. This new businass will
generate £235 million of incremental
long-term cash generation and has an
average payback period of 6-7 years.

UK Open

The Open products we write are
"capital-light” and therefore incur

a de minimis capital strain. Growth
across our Open business has baen
encouraging, delivering gross new
business inflows of £6.0 hillion, a new
business contribution of £153 million
and long-term cash generation of
£214 million.

UK Workplace is our most valuable
Open business product line,
contributing nearly 5% of long-tarm
cash generation. It is the primary
channel of customer acquisition; it

is our “engine for growth".

10

MANAGEMENT ACTIONS

HERITAGE

Europe

The Irish and German markets continue
to be difficult; naturally disturbed by
recent Brexit uncertainty. Despite this
backdrop, new business in Europe
delivered £26 million of incremental
long-term cash generation in 2019.

IMPROVING CUSTOMER
OUTCOMES

improving outcomes for cur 10 million
customers continues to be central to
our mission. Therefore, | am delighted
to report that we exceeded all of our
target metrics for customer service
during 2019.

In addition, we distributed circa

£250 million of with-profits estate to
our customers in 2019, totalling circa
£845 million over the past five years.

We grow our customer base through
strong distribution and proposition
offerings in our chosen markets, with
the Warkplace channel bringing circa
280,000 new scheme members
each year.

We engage our customers through
continuous review and enhancement
of our customer propaosition so that
we are relevant, easy to deal with
and are seen as a trusted guide.

Our customer initiatives this year
centred arcund listening more and
better understanding our custormers,
improving communications and
enhancing our digital proposition.

PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019

Growth brings sustainability
to cash generation

Future M&A will increase fong-term cash generation

Ingremental cash generation through
management actions

Growth of Open business brings
sustainability to cash generation

BPA brings dependable growth

Heritage businass generales prediclable lung-lemi
cash generation to pay dividend and fund growth

We have focused on improving
customer communication so that
customers have a clear understanding
of what they can do with the policy

or plan they hold with us and make

an informed decision should they want
10 take any action.

We are alsc ensuring that we connect
effectively with our customers.

In partnershig with Cowry Consulting,
a Behavioural Economics consultancy,
we have taken actions which are
helping to transform customer and
employee experienceas. This has
included redesigning experiences and
processes, making the complex simple
and removing barriers 1o create
improved outcomes for customers.

In 2019 the Digital propesition has
continued to evolve to support our
customers in managing their pensions
when and how they want. We have
grown the rate of engagement
amoengst our customers and surpassed
our target, seeing over 12 million logins
in 2019 across Phoenix Life and
Standard Life Assurance sites. We
have also seen a huge increase in the
usage of our Standard Life mobile app
which saw over 5.5 million sessions

in 2019.

Online top-ups and consoclidation of
customer pensions also increased to
over £560 miltion in 2019 using our
online guidance journey which helps
customers consider the key factors
when transferring pensions.



STRATEGIC REPORT

GROWTH THROUGH M&A

On 8 December 2019, Phoenix
announced the acquisition of
ReAssure. This transaction represents
another significant milestone, bringing
considerable additional scale and skills
to Phoenix’s Heritage business.

The deal adheres to Phoenix’s strict
acquisition criteria of being value
accretive, supportive of the dividend
and maintaining the Group's Fitch
investment grade rating.

Phoenix’s cash generation profile

will be significantly strengthened

with an incrermental £7.0 billion of
cashflows which will bring the enlarged
Group's long-term cash generation

to £19.0 billion.

in addition, we expect to deliver cost
and capital synergies of £800 million by
leveraging Phoenix’s industry-feading
operating model and efficiency-focused
approach to capital management.

The consideration payable of

£3.2 billion represented 91% of
ReAssure's pro-forma Solvency I
Own Funds of £3.5 billion as at 30
September 2019, a ratio that 1s broadly
in line with previous acquisitions. The
financing structure for the transaction
is efficient and utilises existing debt
capacity, ensuring that Phoenix
remains within its target leverage
range of 25 to 30%.

We have already raised part of the
debt financing through the issue of a
$750 million Subordinated Restricted
Tier 1 bond in January 2020.

The Group's financial discipline and the
compelling strategic rationale for the
transaction were recognised by Fitch
Ratings who revised the Group's rating
outlock from “Stable” to "Positive”
upon announcement.

QUTLOOK

fn 2020, folliowing completion of the
acquisition of ReAssure, Phognix will
be the UK's largest life and pensions
provider with over 14 million customers
and circa £330 billion of assets under
administration. Whilst our size will

have changed, our strategy remains
consistent.

We will continue to deliver dependable
cash generation frem a strong and
resilient in-force business whilst
pursuing growth opportunities that
will build an enduring organisation.
integral to this will be a focus on our
key sustainability themes of delivering
for our customers, fostering
responsible investment, reducing our
environmental impact and being a
good corporate citizen.

At an operaticnal level, we will
continue to progress the Standard Life
Assurance transition programme
alongside completion cof the ReAssure
transaction targeted for mid-2020. We
are cognisant of the high degree of
integration work underway at both
Phoenix and ReAssure. We expect the
phased integration of ReAssure to take
three years and will take a coordinated
approach to ensure enterprise stability.
Both Phoenix and ReAssure are highly
experienced in delivering complex
integrations and we are confident in our
collective abilities to deliver both
programmes safely. We look forward
to welcoming our future ReAssure
colleagues into the Phoenix famity.

We are excited at the range of growth
cpportunities available to us including
BPA, new Open Business in the UK
and Europe and further M&A in the
UK, Germany and Ireland.

We will continue to participate on a
selective and proportionate basis in
what we expect to be a buoyant BPA
market and explore the cpportunity to
put additional surplus capital to work
in this market.

The key focus for our Open business
will be staying attuned to cur
customers’ expectations and building
relevance as we aim to be our
customers’ first choice for therr life
savings. We will achieve this by
investing in our proposition, continuing
to listen to our customers, being a
trusted guide and investing in the
transformation of our platforms.

We are confident that with additional
opportunities in excess of £600 billion
there remains a wealth of additional
acquisition opportunities in the UK,
Germany and Ireland. Macro-economic
factors such as a ‘lower for longer’
interest rate environment combined
with capital inefficiencies and

PHOENIX GROUP HOLDINGS PLC ANRMNUAL REPORT & ACCOUNTS 2019

increasing costs of reguiatory change
wifl result in institutions looking to
off-load their legacy businesses.
Phoenix is a safe harbour for this
business and a trusted vendor with

a proven track record.

Phoenix’s values underpin everything
that we do and my colleagues have
their sights set on the futurs, fulfilling
our mission and waerking hard toward
our vision of becoming Europe’s
Leading Life Consolidator.

Lastly, both Jim and | will take leave

of Phoenix in 2020. | wish to take this
opportunity to pay tribute to Jim for his
extensive contribution during his eight
years with the Group.

During his tenure he significantly
strengthened Fhoenix's balance sheet,
obtained an Investrment Grade Rating
for the Group, established an unbroken
record of delivering on financial targets,
and helped deliver transformative
acqguisitions.

It is testament 1o Phoenix's bench
strength that we are fortunate enough
to have the opportunity to appoint
Rakesh Thakrar, current Group Deputy
Finance Director, as Jim'’s successor
{subject tc regulatory approval).

Rakesh has been Jirm’'s deputy since
2014 and, alongside proven skills in
managing the Group's finances, has a
longstanding knowledge of the Group
and the long-term savings industry
as a whole.

In Novermber 2019, | informed the
Board of my intention to retire. It has
been a privitege and pleasure to¢ serve
as Pheenix's Group Chief Executive
Officer on what has been an
extraordinary nine-year journey. | would
like to express my deep gratitude to all
of my colleagues for their hard work
and determination to drive forward
Phoenix's strategy during this time
and extend a warm welcome 1o Andy
Briggs as my successor.

A Kt

Clive Bannister
Group Chief Executive Officer



DEPENDABLE
LONG-TERM

CASH
GENERATION

Phoenix has a long track record of

delivering cash generation, meeting or-
exceeding all cash generation targets
since 2010. Predictable long-term cash-

generation supports Phoenix’s stable
and sustainable dividend policy.
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STRATEGIC REFORT

-5 YEAR CASH GENERATION
~TARGET (2019 TO 2023)

- £l 2bn

EXPECTED LONG-TERM
: CASH GENERATION FROM
" IN-FORCE BUSINESS
(2020 ONWARDS)

AT PHOENIX
CASH IS KING

Cash generated by our Life companies
and remitted to Group is Phoenix’s key
performance metric.

The majority of our cash generation
comes from the emergence of surplus

as our in-force business runs off over
time and capital unwinds. We call this
‘organic’ cash generation. However, at
Phoenix we deliver management acticns
which increase free surplus and therefore
enhance this organic cash generation.

We have a strong track record of
delivering management actions, which
have contributed £2.5 billion of cash

generation in the last decade.

The dependable nature of cash
generation from our in-force business
allows us to set both short term {1 year)
and medium term (5 year) cash generation
targets. We also provide guidance on the
cash that will come from the business
over its life-time.

Read more on page 39
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BRINGING
TO MARKET RISK

Phoenix operates a risk mana
framework aimed at bringing resilie

to our Solvency |l surplus and certainty
to cash generation.

PHOENIX GROUP HOLDINGS PLC AMNUAL REPORT & ACCOUNTS 2019




STRATEGIC REPORT

DYNAMIC
RISK MANAGEMENT

Cash is remitted from Solvency |l free
surplus. By bringing resilience 1o cur
solvency balance sheet, we increase
the certainty of meeting our cash
generation targets.

Phoenix operates a dynamic risk
management framework which seeks

to manage our exposure to each of the
risks that the Group faces within its risk
appetite. This is achieved through a
combination of asset liability management
and risk reduction actions like hedging
and reinsurance,

This approach to risk managernent resuits
in Phoenix being less sensitive to risk
events than the majority of its peers.

We articulate our risk appetite through
a target Shareholder Capital Coverage
Ratic range of 140% to 180%. The ratic
of 161% at 31 December 2019 isin

the middle of this range.

Read more on page 42

£3oll bn

GROUP SOLVENCY Il SURPLUS

161-.

GROUP SHAREHOLDER CAPITAL
COVERAGE RATIO (ESTIMATED)
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BRINGS
SUSTAINABILITY

"
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Phoenix has a range of groth
options across both Heritages
and Open businesses that

bring sustainability to long-term
cash generation.
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STRATEGIC REPORT

GROWING
THROUGH NEW
BUSINESS AND M&A

Growth from new business brings
incremental cash generation to Phoenix
which offsets the run-off of our in-force
business and brings long-term
sustainability to cash generation.

BPA brings growth to cur Heritage
business. Funded from surplus capital,
we take a selective and propcrtionate
approach to BPA and are an established
participant in this market place. With

an average pay-back of 67 years, BPA
offers attractive returns.

In our capital-light Open business,
workplace is the engine for growth

and our primary methed of customer
acquisition. Growth comes organically

by retaining existing schemes and is
accelerated by new members joining
schemes as well as by increases

in contributions, both of which are
incremental to leng-term cash generation.

We &lso deliver growth through
acquisitions. The £7 billion of cash
generation from the proposed acquisition
of ReAssure Group will support a 3%
increase in our dividend and fund future
growth of our BPA and Open businesses.

Read more on page 41

£475

INCREMENTAL LONG-TERM CASH
GENERATION

£7 bn

LONG-TERM CASH
GENERATION FROM
REASSURE ACQUISITION
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Our Markets

SHIFTING
LANDSCAPES

Phoenix Group has continued to
grow in 2019 and has reaffirmed
its position as Europe’s largest life
and pensions consolidator. In 2019
Phoenix completed four bulk
purchase annuity transactions,
strengthening its foothold in the
market. The Open business,
delivered under the Standard Life
and Sunlife brands, continues to
grow, providing a diverse range
of products for our customers and
increasing cash generation for
our shareholders.

In 2019 the dynamics of the life
and pensions market continued

fo evolve, creating new challenges
and opportunities for the Group.

1

Changes to the industry in which
we operate create opportunities
which we at Phoenix are well
placed to take advantage of ”

Clive Bannister
Group Chief Executive Officer

] 8 PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019

KEY MARKET
THEMES

AND PHOENIX
RESPONSES

A CONTINUED DEMAND
FOR CONSOLIDATION

Market dynamics

Changes in customer behaviour, market
dynamics and the regulatory environment
have resulted in many insurers closing their
old style, capital-heavy insurance product
lines to new business and replacing them
with capitat-light investment style products.
Phoenix estimates there are additional
opportunities in closed life funds of
approximately £440 billion in the UK,
increasing to over £600 billion including
Germany and lreland.

Phoenix response

We continue to seck opportunities

to acquire and manage closed life funds.
The Group can generate capital efficiencies
through the diversification of risks, and the
wide range of product types that we
currently manage provides a scalable
platform for integrating further closed funds.
in addition, the Group benefits from a
variable cost model and an approved
Solvency Il Internal Model which provides
greater clarity over capital requirements.

On 6 December 2019 we announced the
acquisition of ReAssure Group plc. On
completion of the acquisition, Phoenix
will be reaffirmed as Europe's largest life
and pensions consolidator.




STRATEGIC REPORT

THE UK
SAVINGS GAP

Market dynamics

According to research from the
World Economic Forum, retired
people in the UK will on average
outlive their savings by more than
10 years. The strain on the State
Pension created by the UK's ageing
population has resulted in an ever-
increasing need for individuals to
save more throughout their working
lives to fund their lifestyle and
well-being in retirement.

Phoenix response

Our goal at Phoenix is to support
our customaers at every stage of
their savings litecycle by providing
a diverse range of products o
meet their needs.

We remain committed 1o developing
the Standard Life Assurance
propositicn, through which we

offer pension savings solutions

in the workplace and individual
pensions markets, as well the

SIPP offering provided to customers
through Standard Life Aberdeen’s
Wrap Platform.

The Standard Life brand currently holds
a 23% market share for workplace
pensions (Source: Broadridge Defined
Contribution and Retirement Income
Report 2018 — Q4 2017 figures), and

is a leading brand in this market. We
continue to invest in our workplace
proposition, enhancing our product
range and expanding our digital servica
offering to meet the changing needs
of our customers.

10 vears

RETIRED PEOPLE IN THE
UK WILL ON AVERAGE
OUTLIVE THEIR SAVINGS
BY MORE THAN 10 YEARS

Throughout their working life the
average person in the UK may work
for 11 different firms, potentially
accumulating 11 different workplace
pension pots along the way {Source:
Pensions Policy Institute). Members
who leave a Standard Life workplace
pension are given the option to
contribute to one of our individual
pension praducts, allowing their
investments to be kept in cne place.
Customers can aiso consolidate other
pension pots into their Standard Life
pension, making it easier 10 keep track
of their savings.

PHOENIX GROUP HOLDINGS PLC ANMNUAL REPORT & ACCOUNTS 2019

Our Active Money Personal Pensicn
has been designed to help people
save for their future — and give them
the flexibility to control their own
investments and change their plan
as their own needs change.
Individuals can easily upgrade to our
Active Money SIPP if and when it is
required, which provides access 1o a
greater range of investment options
as well as offering access 10 a suite
of flexible drawdown options in
retirement.

In addition to the Standard Life
Assurance proposttion we have our
Sunlife brand, which provides
customers with a range of specialist
Cver 50s products, including life
cover, equity release and funera!
plans. These preducts provide our
customers with choices for funding
healthcare needs in retirement and
protecting loved ones financially
after death. The Suniife brand is a
leader in the aver 50s market with a
61% market share of all whole of fife
guaranteed acceptance plans bought
directly (Source: ABI statistics
issued in Qctober 2019 for 12-month
period to 3¢ June 2019 based on
new Phoenix Life policy sales
trading as Sunlife).

19



ids never been more impoﬂont -
ividuals to take confrol

nable refirement.”
) Baﬁnisfer i
r Chief Executive Officer
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AGEING
DEMOGRAPHICS

Market dynamics

Ageing demographics in the UK have '
created retirement savings challenges for
individuals and companies alike. Individuals
will continue te reguire products that allow
them to manage their finances for longer in
retirement. For many companies the rising
cost of providing Defined Benefit pension
scheme benefits to employees is an
increasing burden. The Bulk Purchase
Annuity ('BPA'} market offers employers the
ability to mitigate the risk of their Defined
Benefit pension liabilities whilst aliowing the
pension scheme trustees the ability to
secure and protect their members' benefits,
The size of the BPA market is significant,
and 2019 saw continued growth in volumes
and transaction sizes. The total value of
transactions compfeted in 2019 was in
excess of £40 billion, almast doubling

the 2018 record {Source: Hymans Risk
Transfer Report 20204

Phoenix response

We continue to offer products such as
pensions drawdown and annuities to our
policyholders, offering individuals a range of
flexible aptions for their retirement. We also
continug 1o provide a safe and secure home
for our individual annuitants, and look for
opportunities to grow our annuity book
through back-book transactions. Having
successfully completed seven external BPA
transactions since entering ths market

in 2018, we have securad our place in

this market and we will continue to grow
our presence.



STRATEGIC REPORT

REGULATORY
CHANGE

Market dynamics

Regulatory change has the potential to generate
both challenges and opportunities for insurers
in the Life and Pensions market. Regutatory
change has historically been a driver for Life
and Pensions consolidation, and we expect

that pattern to continue in the future.

Phoenix response

Changes to the regulatory capital regime bring
opportunities to maximise capital efficiency
across our business. So whilst some
companies may see reguiatory change as

a threat to their business model, we view
change as a driver to deliver additional value
from our in-force business. Regulatory change
also has the ability to generate new back-book
consolidation opportunities as companies’
strategic objectives evolve.

DIGITALISATION

Market dynamics

Across the Life and Pensions industry there
is an increasing demand from customers for
digital solutions for financial management.
The right digital solutions can improve
customer journeys and encourage individuals
to actively engage in the management

of their personal finances.

Phoenix response

We continue to invest in the digital iourney of
our Heritage and Open customers through the
online dashboard and mobile app. Not only
does digitalisation help reduce administration
costs, it supports customer engagement

and keeps Phoenix relevant in our customers’
lives day to day. \We now record over 1 million
mobile app and secure site sessions per
month, with monthly online logins now
typically outnumbering phone calls 8 to 1.

We will continue to grow our digital offering,
encouraging as many of our customers as
possible to start to ‘think Digital First”. Our
digital journey is supported by our enlarged
partnership with TCS, and the development
of our technology and operating services Hub
in Edinburgh will build on strong innovation
and defiver excellence in customer service.

ENVIRONMENTAL
SUSTAINABILITY

Market dynamics

In 2019 the global focus on climate change has
increased substantially, and the future impacts
on our business and customers are being made
clear. Insurers and other financial market
participants have a responstbility 1o help
address climate change and many are taking
steps to reduce the overall carbon footprint

of their organisations. Insurers must alsc
understand the financial impacts of climate
change risks on their business models, not
only physical risks associated with climate
change but also transition risks from moving

1o a low carbon economy.

Phoenix response
At Phoenix we are committed to minimising
our impact on the envircnment.

We have created a respoensible investment
philosophy and we wili foster the alignment

of our investment portfolio with our customers'
evolving beliefs on environmental and

social considerations.

We recognise that our customers’ needs are
changing in a world facing ESG challenges,
and we are developing our proposition to
remain relevant 1o customers by understanding
their needs.

Within our organisation we have delivered

a number of initiatives to reduce, re-use and
recycle, and we are creating a Group-wide
environmental policy to deliver cohesive
action across our Group.

As a businress we are uniting behind our
sustainability vision ‘Committing to a
sustainable future’, which is underpinned by
four key commitments including fostering
responsible investment and reducing our
environmental impact. You can read about this
further in the Group’s Sustainakility Report.

2
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Our Operating Structure

OUR OPERATING
STRUCTURE

The Group's operating structure has evolved to work across

our business segments and the combined Group.

PHOENIX GROUP

MANAGEMENT

Manage corporate and strategic activity
and include the foliowing:

Group Finance including Tax,
Traasury and Investor Relations
Corporate Communications
Group Risk

Group HR

Group Customer

Group Internal Audit

Group Legal

Strategy, Corporate Development
and Group Actuanal

Company Secrstanat

GRCOUP FUNCTIONS

The Group operates centralised
functions that provide Group-wide and
corporate-level services and manage
corporate and strategic activity.

LIFE COMPANIES

We have three major life companies
located in the UK and one in {reland
that are responsible for the
management of the Group's life funds
in the UK and Europe (Germany and
Ireland} across both Hertage and
Open product lines.

Read more about the business
segments on pages 24 o 25.

The life companies are regulated
gntities that hold the Group's
policyholder assets. The Group
simplifies its business mode! by
bringing together separate life
companias and funds, making more
etficient use of the capital and liquidity
in its life companies. This results in
administrative expense savings and
increased consistency of management
practices and principles acrass

the Group.
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Manage the financial assets for policyholders
across our three business segments

Provide life companies with
management services

Investment management

Investment management services are
provided to the life companies by a
number of external asset management
companies, with the main pariner
being Aberdeen Standard Investments.

Distribution

Distribution of non-workplace Standard
Life branded products is provided by
Standard Life Aberdeen under the Client
Service and Proposition Agreement.
Distribution of the workplace product is
managed in-house under the Standard
Life brand. We have also retained the
Sunlife distribution business within the
QOpen business segment of the Group
with a management tearm based in
Bristol focused on their key skills of
marketing and sales.

MANAGEMENT SERVICES
COMPANIES

The Group's management services
companies are charged with the
efficient provision of financial and
nisk management services, sourcing
strategies and delivering all
administrative services required by the
Group's life companies. This benefits
the life companies by providing price
certainty and transfernng sorme
operational risks.
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Outsource pariners

The management services companiés
manage relationships with the ocutsource
partners for our Life business. Without
further acquisitions, the number of
policies in our Heritage business declines
over time and the cost of our Heritage
operations as a proportion of poficies will
increase. This risk is managed by paying
a fixed price per policy to our outsource
partners for policy administration
services, which reduces this fixed cost
element of our operations and converts
it to a variahle cost structure.

Outsource partnsrs have scale and
common processes to benefit the
Group, including reducing investment
requirements, impreving technology and
reducing our operational risk. Finance,
actuarial, information technology, nsk
and compliance and oversight of the
outscurce partners are retained in-
house, ensuring that we retain full
control over the core capabilities
necessary to manage and integrate
closed life funds.

fn 2019, we announced an enlarged
strategic partnership with TCS, which
will extend the use of certain outsourced
services 10 Standard Life Assurance and
our Open business segment.



STRATEGIC REPORT

Our Key Products

A WIDE RANGE
OF PRODUCTS

We have a wide range of products which
are written across different funds.

The features of each policy influence whether 1115 the pelicyholders and/or
the shareholders who are exposed to the risks and rewards of a policy.

Type of business

WITH-PROFIT

£6l bn

Assets under
adrministration
at 31 Dec 2019

UNIT LINKED

£.I 62bn

Assets under
administration
at 31 Dec 2019'
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Policyhalder
benefits

Typical characteristics

Shareholder benefits

These are typically savings and
investment products.

Policyholders benefit
from discretionary
annual and/or final

They comprise endowments, whole bonuses

of ife and pensions products and
{some) guaranteed annuity options
which guarantee the annunty that
a penson pot will be able to buy.

The bonuses

are designed

1o distribute to
policyholders a fair
share of the return
on the assets In the
fund, together with
ather elements

of experience

in the fund.

The policyholders and shareholders
share in the nsks and rewards of the
policy, depending on the structure
of the fund

Excess assets created over ime
'estate’} provide a buffer to ebsorb
cost of guarantees and capital
requirements.

In the ‘supported’ with-profit funds,
the shareholders provide capital
suppert to tne fund

In the ‘supported’
with-profit funds, the
shareholders’ cepital 1s
exposed to all economic
and non-econcmic
movements unlil the
estate 15 rebuilt to cover
the required capital, at
which point the fund
becomes ‘unsupported”.

In the 'unsupported’
with-profit funds, typically
shareholders receive

10% of declared bonuses
(90:10 structure) or nil
(100.0 structure], inctuding
any estate distnbuted.

Policyholders'
benefits are in the
form of urit price
growth (based on
the investment
income and gans,
but subject to

These are insurance or Investment
contracts (savings and pensions)
without guarantees.

The policyholders bear all of
the investment nsk

Policyholders buy units with their

premiums which are invested management
in funds. charges and
investmeant

Units are sold when a claim 1s made. transaction costs).

Shareholders benefit
from fees earned through
management charges,
bid/offer spreads and/or
policy fees.

NON-PROFIT
(ANNUITIES}

£21 bn

Assets under
administration
at 31 Dec 2019

Policyholders make fixed or vanable
payments In lied of a future lump sum
or a future income stream until death.

Policyholders
recelve regutar
payments which
start immediatesy
{immediate annuity}
or at some time

in the future
{deferred annuity},

Shareholders earn

a spread on the
assets supporting the
annuIty payments,

The shareholders
are directly exposed
to all market and
dernggraphic risks.

NON-PROFIT
(PROTECTION)

£3bn

Assets under
administration
at 31 Dec 2019"

1«

Term assurance pohcies which pay
a lump sum on death f death occurs
within a spacified period.

Palicyholders have
certainty of the
benefits they

- wil receive
who'e of Iife policies which cover

the entire life and pay a lump sum
on death, whenever It occurs.

Profits are generated from
investment returns and
underwriting margins.

Shareholders are exposed
to the majority of the

risks and benefit from
100% of the profits

or losses ansing.

1 Total assets under administration for the Group is £248 billion. The product type analysis above excludes £1 briflion held in shareholder funds.
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Our Business Segments

THREE BUSINESS
SEGMENTS

| ucwemace  J ukomen [ rmore
With-profits Unit linked: Germany and Ireland:
N FORCE Unit inked ) Workplace B Yt \ml\ea T
' Armumés o Retall pension With profiss
Protection - - Wrap S T Amnares
VESTING ANNUITIES UNIT UNIT
NEW BUBINESS BULK PURCHASE ANNUITIES UNKED UNKED
Our UK Hetitage business IN FORCE NEW BUSINESS

comprises products thatare

no longer actively marketed to
customers. Phoenix is aleaderin
the safe and efficient management
of UK Heritage business and has

a strong track record of delivery.

Assets Under Administration

£l 26bn
’5

Ay

1. With-profit lunsupported) ~ 32%
2 With-profit supnorted) 3%
3. Unitlinked _458%
4. Non-profit (annuities) T 8%
5. Non-profit {protection, A%

shareholder Tunds and
other non-profit)

* Based on assets under administration
at 31 December 2079
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The UK Heritage business has bean built
from two decades of consolidation and
comprises over 100 legacy brands
including Britannic, Pearl, Scottish Mutual,
AXAand Abbey Life. Italso includes the
heritage customers of Standard Life
Assurance Limited. [t has a broad range of
life and pensions products which provide
Phaenx with naturat diversification.

The Group's strategy for our UK Heritage
Business is simple — to deliver value to
shareholders and customers and 1o
improve customer ouicomes.

Organic cash emarges naturally from our
UK Heritage business as it runs off over
time and we enhance this organic cash
generation through the delivery of
management actions which aither
ncrease the overall cash flows from

the business or accelerate the timing

of these cash flows.

Heritage business cash generation runs
off at 5-7% per annum depending on the
particular features of each legacy book.

Integral to our efficient management of
the UK Heritage business is ensuring that
our cost base reduces maore quickly than
our policy count runs off.
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The Group generates new business in
the Heritage business segment through
vesting annuities and bulk purchase
annuities, or from incremental
cantributions from existing pensions.

Vesting annuities

We offer annuities ta existing
pohcyholders when their pension bolicies
vest across both the Phoenix Life and
Standard Life product ranges. The
majority of cur vesting annuities are

from pension policies which include
guaranteed annuity options on maturity.

Bulk purchase annuities

Phoeanix s now an established player in
the buy-in market with over £4 billion of
new annuity business delivered in the past
few years across a combination of internal
and external buy-ins. The bulk purchase
annuity market Is a source of value
accretive annuity labilities and we will
continue to participate in this market

in a proportionate and selective manner.
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UK OPEN

Our UK Open business comprises
products that are actively marketed

to customers. Phoenix is committed

to growing its capital-light UK
Open business.

Assets Under Administration’

£97 bn

O

1. Workplace 3%
2. Retail pensions 29%
3. Wrap 28%

* Based on assets under administration
at 31 December 20189

IN FORCE

Our Open business mainly relates to our
pension and long-term savings preducts
being sold under the Standard Life brand,
but also includes insurance producis
aimed at the over 50s rarket distributed
by SunLife. Assets under administration
inour Cpen business are held in three
product lines: Workplace, Retall pensions
and Wrap. These are predominantly
unitised products which have no
guarantees and where investment risk sits
with the customer. Qur Open business
therefore cornprises capital-ight products.

We airn 1o be our customers’ fiirst cheice
for their life savings and to help them
achieve a good outcome.

NEW BUSINESS

Workplace is the primary method of
custormer acquisition for the UK Qpen
business and acts as the engine

for growth.

Growth in workplace comes organically
by retaining existing schemes and is
accelerated by new members joining
schemes and by increases to
contributions. With auto-enrolment
increases in 2019, the potential for
workplace growth is very powerful and
our scheme retention continues tc be
high. We also compete to win new
schemes which bring further opportunities
for growth. Our proposition includes a

well-established Master Trust offering
which is an important growth area of
the workplace pension market.

Our retaill pensions business comprises
arange of products across both the
accumulation and decumulation stages

of the life savings cycle. Within retall, new
business is driven by customers opting
for draw down products and consolidating
their pension pots in cne place.

A number of our insured products siton
the successful Wrap platform ewned by
Standard Life Aberdeen. Under our
strategic partnership, Standard Life
Aberdeen manages the adviser
relationship and is responsible for sales.
Phoenix provides the insurance wrapper
for the product and is responsible

for administration.

Our strategic partnerships with leading
technology and service provider TCS
announced in 2019 will also enable us

tc drive future growth. This will create a
single digital operating platform with open
architecture for the workplace pensions
and savings business, bringing greater
agllity and speed to market.

Suntife continues to hold a strong
position In the over 50s market,
generating new business across its life
cover, equity release and funeral plans.

EUROPE

Our European business provides
a platform for potential future
consolidation. It contains both
Open and Heritage products split
across Germany and Ireland.

Assets Under Administration’

£25bn

O

1. Germany 49%
2. lreland 23%
3. International Band 28%

* Based on assets under administration
at 31 Decermnber 2019

IN FORCE

Germany

Germany closed its with-profits business
to new business in 2015 and s
predominately Heritage. The Heritage
segment comprises a variety of pensicn,
endowment and annuity products, Since
the closure of with-profits, new business
has focused on unit-linked life assurance
products with no matenal guarantees.
These are distributed through financial
advisers and are administered from
operations in Frankfurt and Graz, Austria.

Internatienal bond

The international bond is completely open
business. It 1s a unit-linked, tax efficient
savings product with open architecture
investment choice including Discretionary
Fund Managers. The target market s
high-net worth UK customers and it 1s
administered from our Dublin otfice.
Distribution 1s via financial advisers,
banks and wealth managers and it is also
available on Standard Life Aberdeen’s
Wrap and Elevate platforms.
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In 2019 we launched a new vanant of

the Otfshore Bond, featuring Capital
Redemption to enhance the International
Bond offering.

Ireland

Ireland is a predominately Open business
and distributes capital-light unit-linked
products through financial advisers. The
open proposition includes investment
bonds, pensions and drawdown products
targeting both the pre and post retirement
rnarkets. The closed Inish business
includes legacy pensions, bonds, life
assurance, protection and annuity
products no longer open to new business.

NEW BUSINESS
New business is writtern across all open
product lines of our Europsan business.

The international bond is sold by Standard
Life Aberdeen through the retail market
and its Wrap and Elevate platforms.

All other Open products are sold by

the European units themselves.
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Our Business Model

INSPIRING
CONFIDENCE
THROUGH
CREATING

AND DELIVERING

VALUE

Our strategic priorities help enhance the
value we create through our business model.

IMPROVE CUSTOMER OUTCOMES

Improving customear outcomes 1s central 1o our vision
of being Furcpe’s Leading Life Consolidator.

Read more on page 30

DRIVE VALUE

In order to drive value, the Group looks to identify and undertake
management actions, which Increase and accelerate cash flow.

Read more on page 32

MANAGE CAPITAL

We continue to focus on the effective management of our
risks and the efficient allocation of capital against those risks.

Read more on page 34

ENGAGE COLLEAGUES

Our people are at the heart of our business and key
to the successful growth of Phoenix Group.

Read more on page 36
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We are set apart by our
strengths which underpin
our business model

SCALE OF OUR
PLATFORM

Largest hfe and pensions consclidator
in Eurcpe

SECURITY

Strong balance sheet which generates
long-term cash flows and provides
security for all stakeholders

SPECIALIST
OPERATING MODEL

Specialist operating mode! enabling
us 1o efficiently manage and integrate
Heritage hnnks

Read more on page 22

SERVICE

Quality service to our custerners
and their intermediaries 15 critical
10 our stralegy

Read more on page 62

SKILLS

Talented and experienced team. We
will continue 1o invest in this expertise

Read more on page 64

SIGNIFICANT
GROWTH

A wealth of acquisitions opportunities
across the UK and Eurcpe and organic
growih through new business is
available to us

Read more on page 18
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Qur cash generation helps
us realise opportunities
for growth

IN-FORCE BOOK
CASH EMERGENCE

Capital requirements of operating life
companies decline as policies mature,
releasing capital in the form of cash

Resulting outcomes delivered
are positive for stakeholders

CUSTOMERS

Opumised customer onutcames

Read more on page 30

MANAGEMENT
ACTIONS

Management track record of delivering
incremental value

SHAREHOLDERS

Shareholder value created and stable
and sustainable dividends delivered

Read more on page 32

NEW BUSINESS

Capital-light new business under

e Slialegic Paruetshin with standard
Lifec Abcrdesn, vesting annuilivs ullered
1o existing policyholders, our in-honsea
distribution of weork plave products

and SunlLite over bUs ottering

COLLEAGUES

Challenged, motivated and
rewvardod colloaguen

Read more on page 36

MERGERS AND
ACQUISITIONS

Value accretive acquisitions generate
increased cash flows and synergy
oppertunities through scale advantages

COMMUNITY

Support for local communities
and charity partners

Read more on page 66

BULK PURCHASE
ANNUITY
TRANSACTIONS

Ihe bulk purchase annuity market
otters a cormplemenlary source
ot assets and growth

+ Read more ahout our cash
generation on page 28

ENVIRONMENT

Reduced environmental impact

Read more on page 68
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94° Phoenix Life
/0 Only
Standard Life
’ o Stan
1 /0 Only

CUSTOMER
SATISFACTION

£707..

CASH GENERATION

234,

2019 FINAL DIVIDEND

8

YeAR UK TOP
EMPLOYER
INCLUSION

+£370.

DONATED TO
CHARITIES ACROSS
THE GROUP

100-.

OF ELECTRICITY

AT CORE SITES IS
FROM RENEWABLE
SOURCES
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Ovur Business Model coniinued

HOW WE
GENERATE

CASH

ANY ASSETS
WHICH THE LIFE
COMPANIES
HOLD IN EXCESS
OF OVERALL
CAPITAL BUFFERS
REQUIRED ARE
KNOWN AS

 FREE SURPLUS |

OPENING FREE SURPLUS

Surplus

generated

in lite

companies

A d

Opening
free
surplus
v

Management
actions
A4

Reduction

in capital
requirements
w

Cash
remitted

to holding
companies
w

Closing
free

surplus
-

SQURCES OF LIFE COMPANY

CASH GENERATION

What is the opening
free surplus?

Life Company Own Funds
Life companies hold capital
in accordance with Solvency
Il regulations, providing
appropriate security for
policyholders. This capital

is known as Solvency Il
Own Funds.

28

Less Solvency Capital
Requirement

The levet of regulatery
capital reguired is known
as the Solvency Capital
Reguirement.

Less Capital Policy

The life companies hold
additicnal internal capital
buffers above the regulatory
capital requirement

for prudence.
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How is free surplus
generated?

Margins earned

Life companies earn margins
on different types of life

and pensions products
increasing Own Funds.

Reduced capital requirements
As our in-force business runs
off, the Solvency Capital
Requirements reduce.

Management actions
These can either increase
QOwn Funds or reduce
capital requirements.

Impact of new business
New business written
across our Open product
range is capital-light.
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Cash
remitted
from the life
companies
v

Opening
cash at
Dty
company
lowvol

-

USES OF HOLDING COMPANY

CASH GENERATION

Head office
costs
w

Pensicns
v

Dehbt

interest and
repayments
A 4

Dividends
v

CASH AT

THE HOLDING
COMPANY

LEVEL PROVIDES
RESOURCES AND

LEIET FOR
THE GROUP

Rermaining
cash at
holding
company level
-

USES OF REMAINING CASH -

GROWTH OPPORTUNITIES

What is the cash remitted

from the life companies
used for?

Head office costs
Including salaries and
other administration costs.

Pensions contributions
To Group's employee
Defined Benefit schemes.

Debt interest and repayments
On outstanding Group
shareholder debt.

cash used for?

Mergers and acquisitions
Transactions must be value
accretive and cash flow
generative, as well as

Dividends
The Group maintains a stable
and sustainable dividend.

What is the remaining

Bulk purchase annuity
transactions

Generate increased cash
flows over the longer term
and are value accrative.

support the dividend level
and maintain the Group's
target leverage ratic.
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Our Strategy and KPls

ENHANCING
THE VALUE WE CREATE

We have four areas of strategic focus. Our initiatives and key performance
indicators demonstrate how we have delivered against these strategic areas.

I3Y imPrOVE cusTOMER OuTCOMES

We are entrusted with the leng-term
savings, investment and protection of
10 miillion policyholders.

We are committed to improving
customer outcomes by consistently
delivering fair treatment through clear
and open communication, and cffering
options that meet customer needs.

We focus on embedding a strong risk
management approach, ensuring that
our people are appropriately skilled,
motivated and engaged.

We demonstrate our commitment te
our customers and continue to add
value by ensuring our customer
proposition remains relevant,
engaging and easy to deal with.

KEY INITIATIVES AND

PROGRESS IN 2019

¢ In line with the Group's appetite on
value for money, we reduced the

ongoing charges for ¢.200,000 of our

Phoenix Life pension customers and
removed exit charges for ¢.160,000
pension customers.

We continued our work towards
raising awareness of vulnerability,
recognising the potential
vulnerabilities our custormers can
face and creating an environment
where people feel safe to disclose
issues which atfect their wellbeing.

improved accessibility and usability
for users with cognitive, visual,
hearing or dexterity impairments.

We created new opportunities for
customers to interact online. Eligible
customers can now use web chat to

30

Online enhancements were made to
meet AA website standards allowing

assist their registration, view their
policy details, change their personal
details, send and receive secure
messages and transact online if they
wish to surrender their policy.

We focused on addressing adviser
teedback. The taunch of a new variant
of the Offshore bond - featuring
Capital Redemption has been well
received due to the additional features
it offers customers.

Canfirmation from the Pensions
Regulater was received that both

of our Master Trusts had received
autharisation. This is significant given
the importance of our Master Trust
in participating in the growth in the
Workplace market.

A new default offering to the
Workplace market was launched.
This addressed specific feedback for
a more passively managed offering,
with a range of solutions reflecting
different levels of sophistication and
price points.

We harmonised our annuity solution
across the Group, working with

our partner HUBFS, and aligned
timeascales with requirements for
the Retirement Qutcomes Review.

A number of improvements have
been made to the ex-Abbey Life
products, bringing greater flexibility
for customers, reducing the
turnaround times for a number of
processes and reminding customers
of valuable benefits. We began
offering customers with qualifying
small ex-Abbey Life annuities the
option to encash their annuities,
which will be rolled out to the
remainder of the qualifying
ex-Abbey Life customersin 2020.
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PRICRITIES FOR 2020

Continue to improve digital
engagement through the Mabile
App and the Customer Dashboard,
giving our customers further choice.

Harmonise our customer facing
standards and frameworks to ensure
consistent experiences and gocd
outcomes for all customers. We will
support those customers accessing
their pension savings through
drawdown by offering the option to
select from four investment solutions
linked to the customer’s needs and
plans for their retirement.

Extend our Custormer Community
to ensure it is representative of our
expanded customer base, giving
customers the opportunity to have
their say about what is important to
them to inform the evolution of the
customer proposition.

Continue to explore innovative
solutions for our customers by
collaborating on the development of
enhanced client analytics. This will
inform actions by analysing trends,
enabling improved member
outcomes and supporting more
effective governance and oversight.

s Extend our drawdown capability

across the Group so more customers
can access their pension benefits

in a flexible way, such as offering
Standard Life's non-advised
dravwdown to Phoenix Life
customers, and allowing Workplace
members to access their pension
benefits within their scheme.
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Measuring our progress ~- Phoenix Life and Standard Life

KPl

Why is it

Phoenix Life only

Financial Ombudsman
Service {'FO5’)
overturn rate (%)

17+

2018: 17%

2016 2017 2018 2019

Speed of pension
transfer payouts -
Origo (days)

9.69

2018: 10.73 (Phoenix
Life), 11 {Standard Life)

2017

2018 2019

Customer satisfaction
score (%)

94,

2018: 93%

2016 2017 2018 2012

This is an independent

This 1s a recognised industry

This is an externally
calculated measure of
how satisfied customers
are with Phoenix’s
servicing propositicn.

important? view of how firms are measure for the speed
handling complaints. of processing Pension
It provides us with an Transters, Open Market
OPROrtUNIty 10 review Options and Immediate
and adjust our complaint Vesting Personal Pensions.
handling propasition in line {t measures the end-to-end
with best industry practice. time from the date of receipt

of a request 1o transfer to
the date the monies armve
with the new pensicn
provider it allows us to
benchmark performance
and our overal! servicing and
claims propositicn against
our peers.

Analysis The FOS overturn rate of The Group's pension transfer
17% 15 significantly below tmes are better than the
the industry average of 34% industry larget.
and the ‘Decurnulation, Life
and Pensions’ category
average of 27%.

Target To marntain a FOS overturn 12 days in line with the
target of less than the Industry stated target for
industry average of 30%. Qrigo Pension Transfers

Linked =0 [REM

The Group achieved a
satistaction score of 34%
reflecting our commitment
10 eNsuring customers are
satisfied with aur products
and services.

Standard Life only

Net Easy customer
effort score (%)

71

2018: 72%

This 1s an internally
calculated measure of how
easy oUr customers find 1t to
Interact with our business.

tt asks one guestion 'Please
tell us how easy 1t was to
get what you needed today
between 0 and 10, with O
being very difficult and 10
being very easy?’.

The Net Lasy customer
sffort score of 71% reflects
that overali customers are
finding us casy to deal

with when they contact us.
The method for capturing
and assessing customer
feadback has evolved
through 2019 and the
fransition to a new approach
Is now complete.

To mamtain a customer
satisfaction score which is
consistentiy above 91%.

To maintain Net Easy
target of 270%

1 +OS overturn rate shown as H2 2018 and H1 2019 as FY 2019 information s unavailable at ume of production.
2 This measures the satisfaction of 3 sample of Phoenix Life customers surveyed who conlacted the call centre, Itis calculated as the % of ali guestions
responded in the survey that customers scored 4 or b.
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Our Strategy and KPIs confinued

In order to drive value, the Group looks to identify organic and inorganic growth
opportunities and deliver management actions which increase and accelerate cash flows.

m DRIVE VALUE

The closed life funds within cur
Heritage business provide predictable
fund maturity and liability profiles,
creating stable long-term cash flows
for distribution to shareholders and
repaymeant of outstanding debt.

Our Qpen business provides the
opportunity to grow organically through
the matching of products to new and
existing customers as part of our
Strategic Partnership with Standard
Life Aberdeen and under the Group's
SunLife brand. Such growth brings
additional scale to our business

and dampens the run-off of our
Heritage books.

Additicnal value can be generated from
acguisitions of life and pension books
of business and further investment in
the bulk purchase annuity market.

Furthermore, there are significant
opportunities to increase and
accelerate cash flows through
the delivery of management
actions across four key areas:
operational management, risk
management, restructuring and
effective partnerships.

Read more about cash
generation on page 39

Read more about operating
profit on page 45

Read more about the link to
our executive remuneration
on page 929
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KEY INITIATIVES AND

PROGRESS IN 2019

¢ The Group delivered £707 million
in cash generation in the year,
exceeding the upper end of its £600
to £700 million target range. The
cash generation is stated net
of a £250 million capital injection
into the Group’s lrish domiciled
subsidiary, Standard Life International,
as part of Brexit preparations.

Phase 1 of the Standard Life
acquisition transition programme

1S substantially complete, delivering
the end state operating model for
the HR, Legal and Risk functions.

L ]

* The remaining phases of the
transition programme are proceeding
to timetable. Phase 2 related to the
delivery of integrated Finance and
Actuarial functions is on track to
dcliver by the end of 2020. "haze 3
is scheduled to deliver the end state
operating mode! for Custormer
Service and IT by the end of 2022.
The Group announced an enlarged
strategic partnership with the
technology and service provider TCS
in Novernber to support the delivery
of this model.

e £480 million of management actions
were delivered in the year that
increased Sclvency Il Own Funds.
This includes the impact of strategic
asset allocation actions such as
investment in illiquid assets which
offer improved matching adjustment
benefits in the annuity portfolios,
tagether with methodology
harmanisaticn and matching
adjustment fund optimisation
actions. £1.3 billion was invested in
iliquid assets during the year,
including equity release mortgage
portfolios and private placements.

* Nevwv business written within the
Open and Europe business
segments during 2019 delivered
expected incremental long-term
cash generation of £240 million,
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and benefited from statutory
auto-enrolment increases in the
Workplace product.

Four bulk purchase annuity market
transactions were successfully
completed with total contracted
liabilities of £1.1 billion. The Group
invested £48 million of capital to
facilitate these transactions, reflecting
the day 1 capital strain arising. The
bulk purchase annuity investments
are expected to increase the Group's
longer term cash generation by £235
million, to be delivered over the
lifetime of the policies.

* The acquisition of ReAssure Group
was anncounced in December, adding
significant scale and supporting
future cash generation. The Group
expects to deliver £800 million of
cost and capital synergies by
integrating the two businessss.
The transaction is expected to add
£7 billion of future cash generation
which supports a proposed 3%
increase in the dividend and
additional investment in future
growth oppeortunities.

PRIORITIES FOR 2020

= Deliver Phase 2 and continue
progressing Phase 3 of the Standard
Life acquisition transition programme.

Cornplete the ReAssure Group
acquisition by mid-2020, subject
to regulatery approval.

* implement further management
actions.

* Grow the UK Open and Europe
businesses.

e Seek further investment
opportunities in the bulk purchase
annuity market.

¢ Seek further acquisition apportunities
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How we measure delivery

KPI Operating companies’ Operating profit Final dividend
cash generation (£m) {£m) per share (pence)’
£7 07 m £81 Om 23.4p
2018: £664m 2018: £708m 2018: 23.4p

457 46 46.8

© =

i )

g ]

H £ F=3 :
2016 2m7 208 2019 2016 207 2018 2019 2016 2m7 2018 2019
® Finagl dividend @ Intenm dividend
per share per share

Why is it Operating companies’ cash generation Opaearating profit is a non-GAAP The Group's dividend per share heips

important? represents cash remitted by the measure used by management and measure how the Group delivers value
Group's operating companies to the is considered a mare representative to shareholders in accordance with its
holding companies. Maintaining strong measure of performance than stable and sustainable dividend policy
cash flow delivery underpins debt IFRS profit or loss after tax as 1t
servicing and repayment as well as provides long-term performance
financing shareholder dividends and information unaftected by short-term
future growth opportunities. economic volatility.

A reconciliation of operating profit of
£810 milion to the IFRS protit after
tax of £116 mullion (2018: £410 mullion)
18 included in the Business

Review section.

Anqusis Cash remitted reflects the Operating profit has mcreased by The Board has proposed a final
generation of Free Surplus within £102 milion cempared o prior year, dwvidend per share of 23.4 pence.
the life companies and the benefit of principally reflecting the impact of
management actions implermented in the inclusion of the Standard Lie
the periad. Cash generation in 2019 Assurance businesses for a full 12
was £707 million, net of a £250 rnillion meonth penod, partly offset by the
capital mection into Standard Life lower positive iImpact of management
Imternational in preparation for Brexit, actiens and demegraphic actuarial

assumption changes compared to
the prior pericd

Target To generate £3.9 illion of cash
between 2019 and 2023.

Linked [APM | REM | APM]

1 Historic dividends per share rebased to take into account the bonus element of the rights issue completed in November 2016 and the nghts 1ssue

completed in July 2018
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Our Strategy and KPIs continued

We continue to focus on the effective management of our

risks and the efficient allocation of capital against those risks.

BE] MANAGE caPITAL

The Group aims to optimise its capital
structure while addressing the diverse
needs of varicus stakeholders, including
policyholders, sharehclders, lending
banks, bondholders and regulators.

To ensure that unrewarded exposure
to market volatility is minimised or
the risks frorm market movements
are managed, we execute our
hedging strategy

In addition, regular re-balancing of
asset and liability positions is required
to ensure that only those assets which
deliver appropriate risk-adjusted returns
are held within fife funds, taking into
account any policyholder guarantees.

B Read more about the Solvency I
surplus and Shareholder Capital
Coverage Ratio on page 42
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KEY INITIATIVES AND

PROGRESS IN 2019

* Capital synergies associated with
the acquisition of the Standard Life
Assurance businesses benefited
the Group Solvency Il surplus by
£145 million primarily as a result
of intra-group restructuring which
improved the capital efficiency
of the Group.

* The Group delivered an additional
£45 million of managemeant actions
that decreased SCR in the year,
excluding the impacts of the
Standard Life Assurance capital
synergies noted above. This included
activities such as ERM securitisation
and asset de-risking.

-

In June 2018, Phoenix Group
Holdings plc replaced its £200 million
unsecured revolving cradit facility
with a new £1 .25 billion facility,
providing additional financial flexibifity
to the Group.

* The Group continued to work closely
with the PRA during 2019 and made
progress towards the implementation
of a harmonised internal model.
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The Group is targeting compleation of
the pre-application submission to the
regulator in April 2020, with the aim

of receiving final approval in Q1 2021.

L ]

In December, following the
announcement of the acquisition of
ReAssure Group, Fitch revised its
rating outlocks of the Group and its
main operating life companies to
'Positive’ from ‘Stable’ and at the
same time affirmed all the ratings
of these entities.

PRIORITIES FOR 2020

* Implement further management
actions to enhance the Group's
capital position.

Continue progress towards the
approval of a harmonised internal
model for the Group, including
completion of the pre-application
submission in April 2020.

* Compiete delivery of the funding for
the acquisition of ReAssure Group,
the first step of which was the
issuance of the capital qualifying
$750 million Restricted Tier 1 bond
in January 2020,
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How we measure delivery

KPI Solvency Il surplus
(Ebn)

£3ol bn

20138: £3.2bn

2017 2018 2019

Shareholder capital
coverage ratio (%)

161-.

2018: 167%

2017 2018 2019

proforma’ proforma’
Why is it The Seclvency 1l surplus 1s the The Shareholder Capital Coverage
important? regulatory assessment of capital Ratic demonstrates the extent to
adequacy at PGH plc level. which shareholders’ Etigitle Own
1115 the excess of Eligible Own ;éﬂds cover the Solvency Capital
. quirernents.
Funds over the Scivency Capital
Requirerment. It is defined as the ratio of the Group
Own Funds to Group SCR, after
adjusting to exclude arncunts relating
to unsupported with-profit funds and
unsupportad Group Pension Schemes.
Analysis The Group’s Sobvency Il surplus of A coverage ratic of 161% rermains
£3.1 bilkon has decreased (2018: in the middle of our target range
£3.2 bilnon) as a result of the adverse of 140% to 180%.
impacts of economic variances,
the Part VIl transfer of the Standard
Life Assurance Limited Eurcpean
business to the Group's Irish dormiciled
subsidiary and the capital strain of
writing new business. This was largely
offset by surplus generation and the
delivery of management actions.
Linked | APM |

1 Pro forma assuming the acquisition of the Standard Life Assurance businesses tock place

on 31 Decemnber 2019,
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Our Strategy and KPIs conlinued

Our focus on engagement and colleague empowerment creates a rich and diverse
working environment, reflected in our continued status as one of the UK’s top employers.

P encAGE coLLeAGUES

At Phoenix, we have built a hugely
successful, well respected business
by putting cur colleagues first.

Phoenix Group's ability to attract, retain

and motivate colleagues was for the
eighth year in succession, recognised

by the Top Employers Institute as a Top

Employer in the UK.

KEY INITIATIVES AND

PROGRESS IN 2019

Talent and organisational development
The Talent and Development tearn
has cantinued to design and deliver

a varied programme of learring and
development including leadership
development, talent programmes,
skills training, online learning, coaching
and mentoring.

* As part of the Group's HR processes,

there is an established succession
plan which identifies, assesses and
develops internal talent for material
roles. In 2019 work has been done
to independently assess and
benchmark future leaders.

Growing talent continues to

deliver the Group's most senior
appointments and a new combined
Group talent programme, Changing
the Game, was launched in

June 2019 to accelerate the next
generation leadership development
with 36 delegates participating.

* The Group has fully utilised the
English Apprenticeship levy funding
and has seen over 100 delegates
studying to gain qualifications in
Project Management, Leadership
and Management, Data Analytics
and Accountancy. The success of
these programmes continues to
build internal capability and skills.

Colleague insight survey

Buillding on the cultural survey from
2018, the Group introduced a new
six-monthly colleague insight survey.
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* 78% of colleagues Group-wide
{excluding SunlLife) completed the
survey and overall engagement was
recorded at 85%. The make-up of
this engagement index was revised
from previous years and moved to a
4-point index that measures the
most valid indicators of engagement.

-

Employees were engaged through
the colleague insight survey and
networks to help develop and shape
the introduction of new values for
the Group: Passion, Responsibility,
Growth, Courage and Difference.
The values provide a common
platform to further connect the
business areas, and Improve our
understanding of what is required to
be a high-perferming organisation.

Volunteering and charity

Colleagues within the UK came
together in 2019 to support a common
cause across the year, helping to fund
valuable life-saving missions in the
cornmunities in which our offices

are based.

* The Group continues to recognise
the importance of corporate charity
partnerships. Since 2014, in excess
of £876,000 has been deonated
between Midlands Air Ambulance
Charity and London's Air Ambulance
Charity. In addition, across the year,
colleagues in Scotland have
supported Scotland’s Charity Air
Ambulance and colieagues in
Basingstoke have supported
Hampshire and Isle of Wight
Air Ambulance.

All colleagues within the UK and
Ireland are given the opportunity
to mzke a difference in their
local community through
volunteering activity.

Collectively Phoenix Group
colleagues donated over 6,000 hours
across the year, supporting a variety
of beneficiaries ranging from a
hospital, schools, hospices, local
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parks, environmental-focused
projects to groups supporting the
homeless and vulnerably-housed.

Weltbeing

A praogramme of wellbeing activity took
place during the year, including onsite
healthchecks, flu immunisation, mental
health awareness training, private
medical insurance cover, counselling
and workshops supporting financial
wellbeing matters.

* The Employee Assistance
Programme was relaunched for all
Phoenix Group colleagues during the
year, offering free, independent and
confidential advice on all matters
affecting an individual's wellbeing.

Diversity and Inclusion

The Group is cammitied to creating
an inclusive, attractive and safe work
environment free of discrimination and
where everyone is treated with dignity
and respect. Colleagues are not to be
disadvantaged in any way as a result
of their age, race, gender, disability,
religion or belief, sexual orientation,
gender re-assignment, marriage and
civil partnership or pregnancy and
maternity. The Group is committed

te achieving equality of opportunity
and the equal treatment of existing
colleagues and future recruits.

¢ Phoenix is a signatory to the Women
in Finance Charter ('WIFC’) and
continues to strive for an inclusive
culture which enables all colleagues
to reach their full potential.

* The Group currently has women in
19% of the top 100 roles (target
30%), 42% of the Group’s green/
amber successors are female {target
40%) and the Group-wide mean
gender pay gap is 23.8% (target
22%). The WIFC targets are based
on an internal calculation looking at
base salary only, rather than statutory
gender pay gap calculations.
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Statutory gender pay statistics are

Total workforce

calculated based on data gathered on 2019 208
‘Fuil Pay Relevant Employees’ in the 4,417 4,088
payroll period covering b April 2015, Male 2,270 2,087
Of the employing entities within the Fermale 2,147 1,287
Group, Pearl Group Managerment Directors
Services Limited ('PGMS’) and {includes Non-
Standard Life Assets and Employee Executive Directors) 12 12
Services Limited ('SLAESL) have the Male ._.8 8
required 250+ so are included In the Female 4 4
regulatory reporting. This covers Executive
90.5% of the total workforce. Committee 9 9
Male 8 8
Gender Pay and Bonus Gap (PGMS) Female . 1 1
Executive
Quartile Female Male Committee
Lower Quartie 61% 39% Direct Reports 33 36
Lower Middie Male 23 25
Cuartile 44% 56% Fermale 10 11
Upper Middle
e s Soee e
Upper Quartile 27% 73% or Minority
Ethnic (BAME"}
Mean Median  background 2072 141%
Pay Gap 26% 28% Figures do not include workforce hased in
Benus Gap 68% . 55% Germany/Austra.
2 Figures do not include workforee based n
Femae Mate Sunl ife of Germany/Austna BAME data 1s not
Proportion cgrrent\y recorded for 5% (1,735 colleagues).
of employees 3 F}gures do not inc’'ude workforce from Standard
L Life Assurance Limited or Sunl:fe. Data relates
receiving a bonus 95%  87%

Gender Pay and Bonus Gap (SLAESL)

Quartile Female Male

Lower Quartle 61% 39%

Lower Middle

Quart le _ 59% 41%

Upper Middle

Quartile 45% 55%

Upper Quartile 37% 63%

Mean Median

Pay Gap 22% 26%

Bonus Gap 35% 278%
Female Male

Proportion

of employees

receiving a bonus 90% S0%

only to Phoenx Corporate and Phoenix Life
companies

Reward

L

The Group continues tc attract and
retain talent by offering a competitive
range of benefits and development
opportunities.

The Group has been paying at least
the Real Living Wage since 2014 to
colleagues and will continue tc do so
in the future as part of its long-term
ethical investment in its people.

Private medical insurance cover is
available to all colleagues across the
Group regardless of their status
within the organisation.

All Group employees participate in
an Annual Incentive Plan and are able
to become shareholders in the
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Company. Over half of the colleague
population are voluntarily participating
in one or more of the sharesave or
share incentive plans.

PRIORITIES FOR 2020
* Remain an employer of choice,

offering rewarding careers and
opportunities, promoting physical,
financial and mental wellbeing in the
workplace and empowering a wholly
inclusive workforce.

* Provide a common grading structure

and benefit proposition for all
colleagues within the Group.

Launch a revised Diversity and
Inclusion strategy focusing on
four pillars: Gender, Ethnicity,
Disability and Mental Health,
and Social Mobility.

Shape the Diversity and Inclusion
strategy to accelerate the rate of
progress in areas where less tangible
impact has been made, supporting
our aspiration to reach our set
targets, build a diverse talent pipeline
and create a culture of fairness

and inclusion across the Group.

Maintain support of our communities
across the Group through employee
volunteering, fundraising and
engagement.
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Business Review

INSPIRING
CONFIDENCE
THROUGH
FINANCIAL
DELIVERY

The Group performed strongly in 2019,
meeting or exceeding all of its financial
targets set for the year. These results
demonstrate the continued management
of our inforce book to deliver cash
generation and resilience together

with a focus on growth through

new business.”

James McConville
Group Finance Director and Group Director, Scotland

Note: Presentation of financial information
IFRS results for the year ended 31 December
7018 include the Standard Life Assurance
bus:nesses for the four month period from 1
September, post completion of the acquisition
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IFRS

The Group generated an increased
operating profit of £810 million for the
year (2018; £708 million], reflecting the
contribution of the Standard Life
Assurance businesses for a full 12 month
period post completion of the acquisition.
This has been partly offset by the lower
positive impact of management actions
and demographic actuarial assumption
changes within operating profit compared
to the prior period.

The IFRS profit after tax for the year is
£116 million (2018: £410 million). As
expected the IFRS results continue to be
impacted by investment variances arising
from the Group's hedging programme,
which is calibrated to protect the Group’s
Solvency Il surplus. Improving equity
markets during 2019 generated losses on
these hedging instruments, which
together with the provision of costs
associated with the delivery of transition
activity and the recognition of a full year's
amortisation charge on intangible assets
recognised on acquisition of Standard
Life Assurance, has more than offset the
Increased operating profit.

CASH
Cash generation remains our key
reporting metric.

The Group's cash generation of £707
million in the year aliowed it to exceed
the upper end of its £600 to £7GC million
target range for that period, and is stated
net of a £250 million injection of capital
into our European business to prepare it
for Brexit.

CAPITAL POSITION

The Group's Solvency Il capital surplus
pasition of £3.1 billion (2018: £3.2 hillion)
remains resilient with the adverse
impacts of economic variances, the

Part VIl transfer of the Standard Life
Assurance Limited European business to
the Group's Irish domiciled subsidiary,
and the capital strain of writing new
business being largely offsset by the
delivery of management actions.

Our solvency ratio of 161% (2018: 167 %)
remains comfortably in the middle of our
target range of 140 to 180%.



STRATEGIC REPORT

The Group's strong financial position has
been recognised by Fitch Ratings who
revised its Insurer Financial Strength
rating of A+ for Phoenix from a ‘stable’ to
‘positive’ cutlook in December 2019,
following announcement of the
acquisttion of ReAssure Group.

GROWTH

Group Assets under Administration
{'AUAY) increased te £248.3 billion in
the year (2018: £226.5 billion} benefiting
fram positive market movements,
notably strong performance in global
gyuily 1higrkels arwd el inlluws from the
firnnip's HK Onen hiiaineas This was
partly offset by net outflows from the
Group’s Heritage businesses. Gross
in-flows for the UK Open business ara
down on the prior year, principally
reflecting challenging market conditions
for the Wrap product.

LOOKING AHEAD

Phoenix continues to be on track

to achieve its long-term cash generation
target for the five-year period 2019

to 2023 which has been updated by
£0.1 billion to £3.2 billon, reflecting
new husiness written in 2019, The
Group looks forward to the future from
a position of financial strength.

Long-term cash generation 15 expected
to increase by £475 million as a result
of new business transacted in the year
{2018: £630 million). This includes the
impact of four BPA transactions
executed n the period, together with
new business from our UK Cpen and
EFurope segments.

Alternative performance measures

Ihe Group assesses 1ts financial performance based on a number of measures, some of which are

not defined of spacified in accordance with Genarally Accepted Accounting Principles ({GAAP' or
statutory reporting framework, These metnics are known as Alternative Perforimance Measures {{APMs')

The Group’s strategic focus prioritises the generation of sustainable cash flows from its operating
companias through the margns earnad on ditterent lite and penston products and the release ot capital
requirements. Performance metncs are monitored where they support this strategic purpose, which
includes ensuring the capital strength of the Group 1s rmaintained.

As aresult, GAAP measures typically used to assess financial performance, such as IFRS prafit after
tax, are considered by the Board to be of lower importance when assessing Phoenix’'s performance
against its strategy. IFRS results exclude any changes to the capital requirements and therefore do
nat fully reflect the performance of the Group.

A3 such, the key performanee indicators for the Group mainly focus on cash generation and capital
strength. Further intormation on the Group's APMs can be found on page 264, including definiions, why
the measure 1s used and It applicable, how the APM can be reconciled to the nearest GAAP measure.

CASH GENERATION

Operating companies’ cash generation
represents cash remitted by the Group's
operating companies to the halding
companies.

Please see the APM section cn page 264
for further details of this measure.

Maintaining strong cash flow delivery
underpins debt servicing and repayments
as well as shareholder dividends

The cash flow analysis that follows
reflects the cash paid by the operating
companies tc the Group's holding
companies, as well as the uses of those
cash receipts.

Cash receipts

Cash gensrated by the operating
companies during 2019 was £707 million
(2018 £664 million). Cash generaticn is
reported net of a £250 million cash
remittance into the Group's Irish
domiciled subsidiary, Standard Life
International. This capital injecticn
preceded a Part VI transfer of the Irish,
German and Austrian policies of Standard
Life Assurance Limited to Standard Life
International, completed in March 2019
as part of preparations to ready the
business for Brexit.

Year ended Year ended
31 December 2019 31 Decernber 2018
£m £
Cash and cash equivalents at 1 .January 346 535
Operating companies’ cash generation: R
Cash receipts from Phoenix Life 367 664
Cash receipts from Standard Lite Assurance B 565 -
Cash recelipts from Management
Services companies o 25 -
Cash remittances to Standard Life International {250) -
Total cash receipts' 707 664
Uses of cash: o
Operating expenses {43) (32}
Pension scheme contributions (50) ~(49)
Debt interest {112) (88)
Naon-operating cash outflows {137) {216)
Uses of cash before debt repayments
and shareholder dividend {342) {385)
Sharehclder dividend {338) (262}
Total uses of ¢cash {680) (847)
Equity raise (net of fees) =934
Debtissuance (net oﬁéég) - 932
Cost of acquisitions o - (1,971)
Support of BPA activity (98) {101)
Cash and cash equivalents at 31 December 275 346

1 Includes £58 million and £54 million received by the holding companies in respact of taxlosses
surrenderead to Phoenix Life and Standard Life Assurance respectively (2018 £39million—FPhoenix Lifel.

Allamounts in the Business Review sectron marked with an'APM’ are alternative performance

measures. See ‘Alternative Performance Measures” sectionon page 264 for further details of

these measures

Allamounts inthe Business Review section marked with 2 'REM’ are KPIs linked to executive

remuneration. See ‘Directors’ Rernunearation Report’ on page 99 for further details of executive

remuneration including the financial and non-financial performance measures on whichitis based.
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CASH GENERATION CONTINUED

Cash outflows

The operating expenses of £43 million
{2018: £32 million} principally comprise
corporate office costs, net of income
earned on holding company cash and
investmeant balances.

Annual pension scheme contributions

of £50 million {2018: £49 million) are
made on a monthly basis and include
total contributions of £40 million into the
Pearl Groug Scheme and £10 millicn into
the Abbey Life Scheme, including

4 million paid into Charged Accounts
and held in escrow.

Debt interest of £112 million {2018:
£88 million) increased principally as a
result of the annual coupon payment
on the £445 million (€500 million} Tier 2
bond issued in September 2018.

Non-operating net cash outflows
Non-operating nel cash outflows

of £137 millien (2018: £216 million)
principally comprises £689 million

of recharged staff costs and Group
expenses associated with corporate
related projects, including £54 million
of costs related to the transition of the
acquired Standard Life Assurance
businesses and £8 million of costs
related to the acquisition of the ReAssure
Group. It also includes £45 million of
prermium, collateral pledged and cash

paid to close out derivative instruments
entered into by the holding companies

ta hedge the Group's exposure to
currgncy risk as well as equity risk arising
from the Group's acquisition of the
ReAssure Group.

The remainder of the balance includes
£4 milfion of costs related to the
separation of businesses from Standard
Life Aberdeen plc and £19 million of net
other items.

Shareholder dividend

The shareholder dividend of £338 million
reprasents the payment of £169 million in
May for the 2018 final dividend and the
payment of the 2019 interim dividend

of £168 million in September. The final
2019 dividend per share proposed is

23.4 pence.

Equity raise (net of fees)

The £934 million equity issuance in 2018
relates to proceeds, net of fees, from the
rights issue associated with the financing
of the acquisition of the Standard Life
Assurance businesses.

Debt issuance (net of fees)

The £932 millicn debt issuance in 2018
comprises the net proceeds of the Tier 1
Notes of £600 million completed in April
2018 and the £445 million (€500 million}
Tier 2 bond issuance in September 2018.

1Jan 2019 to

31 Dec 2023
lllustrative stress testng’ £bn
Base case five-year target L 3 389
Following a 20% fall in equity markets 4.0
Following a 15% fall in property values 3.6
Following a 73bps interest rates rise” A 4.0
Following a 88bps interest rates fall? B 3.7
Following credit spread widening? 3.6
Following 6% decrease in annuitant mortality rates” 33
Following a 10% increase in assurance mortality rates 3.8
Following a 10% change in lapse rates® 3.5

1 Assumes stress occurs on 1 January 2020

allowance for defaults/downgrades.

product groups.

2 Assumes recalculation of transitionals {subject to PRA approval),
3 Credit stress equivalent t¢ an average 120bps spread widening across ratings, and ncludes an

4 Equivalent of six months increase in longevity applied to the annuity portfolo,
% Assumes most onerous impact of a8 10% increase/decrease in lapse rates across different
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Cost of acquisitions

Cost of acquisitions of £1,971 million in
2018 relates to the cash consideration
settlement to finance the acguisition of
the Standard Life Assurance businesses.

Support of BPA activity

£98 million (2018: £101 million) of funding
has been provided te the life companies
to support BPA new business.

Target cash flows

The Group set a short-term cash
generation target of £600 to £700 million
for 2019 (net of the £250 million cash
remittance into Standard Life
International as part of Brexit
preparations) and with £707 million

of cash generation achieved, the

Group has exceeded the upper end

of its target range.

The Group's cash generaticn target for
the five year pertod 2019 to 2023 has
been upgraded by £0.7 billion t0 £3.9
billion, to reflect new business written

in the year. The resilience of the target
is demonstrated by the illustrative stress
testing in the table to the left.

Expected cash flows after 2024

There is an expected £8.8 billion of cash
to emerge from 2024. This does not
include any management actions from
2024 onwards or any additional value
from future new business from the
Group's Open business and BPA
transactions. It also does not reflact

the impact of any future M&A including
the ReAssure Group acquisition.

£707.

OPERATING COMPANIES’
CASH GENERATION
[ APM} REM
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ASSETS UNDER ADMINISTRATION AND NEW BUSINESS

The Group's AUA represent assets
administered by or on behalf of the
Group, covering both policyholder funds
and shareholder assets. This includes
assets recognised in the Group's IFRS
consolidated statement of financial
position together with certain assets
administered by the Group but for
which beneficial ownership resides
with customers.

AUA provides an indication of the
potential earnings capability of the Group
arising from its insurance and investment
business, whilst AUA flows provide a
measure of the Group’s ability to deliver
new business growth.

Acreconciliation from the Group's IFRS
consolidated statement of financial
position tc the Group’'s AUA 1s provided
on page 256. Please see the Alternative
Performance Measure (APM’) section
on page 264 for further details of

this measure.

Group AUA

Group AUA increased to £248.3 biflion in
the year (2018: £228.3 billion) benefiting
from positive market movements, notably
strong performance in global equity
markets, and net inflows from the
Group's UK Open businass; partly offset
by net outflows from the Group's
Heritage businesses.

£475

INCREMENTAL LONG-TERM
CASH GENERATION X3

£248bn

ASSETS UNDER
ADMINISTRATION

£158.

UK OPEN AND EUROPE
NEW BUSINESS
CONTRIBUTION X1

UK Heritage net flows

UK Heritage net outflows of £{6.0) billion
{2018 pro forma': £{7.1) billion) reflect
policyholder outfiows on claims such as
matunties, surrenders and annuities in
payment, net of total premiums recerved
in the period from in-force contracts.

It includes £1.1 billion {2018 nil} of
mflows arising from the Group’s buy-in of
the remaining pensicner liabilities of the
PGL Pension Scheme and £1.7 billion
{2018: £1.5 billion) of new business
inflows arising from BPA transactions
completed in the year.

UK Open flows

The UK Open segment experienced
gross inflows of £8.8 billion {2018 pro
forma’: £10.7 billion} during the year, of
which £6.0 billton (2018 pro forma':. £7.4
billion) was received in respect of new
contracts transacted in the period,

Strong gross inflows in the Workplace
product of £4.9 bilhion (2618 pro forma':
£4.4 billion} benefited from statutory
pensions auto-enrolment increases.

Gross inflows in the Wrap product of
£3.0 billion {2018 pro forma' . £4.1 billicn)
were adversely impacted by challenging
market conditions, notably market
uncertainty arising from Brexit combined
with a decline in transfers from defined
benefit to defined contribution

pension schemes.

Retail products experienced gross
inflows of £1.8 billion {2018 pro forma’:
£2.1 billion).

Qutflows for the UK Open husiness were
£8.1 billion {2018 pro forma: £7.0 bilkon)
mainly due to run-off, resulting in net
inflows of £1.7 billion {2018 pro forma’ .
£3.7 billicn).

Europe net flows

The European business contributed a
small net outflow of £0.1 billion to the
Group's AUA.

Other movements including markets

AUA increased by £26.4 billlon as a result
of other movernents, largely driven by the
impact of strong global equity market
performance in the year, together with
the positive impact of falling yields on the
fair value of fixed interest rate securities.

New business contribution

In respect of our Open and Europe
business segments, we monitor new
business contribution as the Group’s
measure of the future value delivered
through the writing

of new business.

New business contribution represents
the increase in Solvency Il shareholder
Own Funds (net of tax) arising from new
businass written in the year, adjusted to
exclude the associated risk margm and
any restrictions recognised in respect

of contract boundaries. It is stated net

Movement In AUA

(Ebn)
9.8
226.3 ——
5.0 B

AUA UK UK UK
as at Heritage Open Open
1 Jan net flows inflows outflows
2019

26 4 248.3
{0.1)
Eurcpe Other AUA
net movement as
flows including 31 Dec
markets 2018

1 The pro forma positon assumes the acguisition of the Standard life Assurance businesses ok piace on 1 January 2018
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ASSETS UNDER ADMINISTRATION AND NEW BUSINESS

CONTINUED

of '‘Day 1" acquisition costs and 1s
calculated as the value of expected
cash flows from new business sold,
discounted at the risk-free rate.

New business contribution for 2019 was
£158 million {2018 pro forma™: £154
rmillion). This includes £153 million (FY18
pro forma™: £137 million) from the
Group's UK Open business which
benefited from the statutory pensions
auto-enrolment increases; and £5 million
(2018 pro forma’: £17 million) from the
Europe business which was adversely
impacted by lower gross flows and the
impact of assumption changes.

Long-term cash generation

As aresult of new business transacted in
the year, long-term cash generation is
expected to increase by £475 million
{2018 pro forma’;. £530 million),
compnsing £240 million from the UK
Open and European business segments
(2018 pro forma™: £280 million) and

£235 million from BPA transactions
(2018 pro forma®: £250millicn).

The UK Open long-term cash generation
is down on the prior year, reflecting the
overall decline in gross in-flows, primarily
from Wrap inflows. Long-term cash
generation from the Workplace product

benefited by circa £50 million as a resuit
of auto-enrclment increases in the year.

Four BPA transactions were completed in
the year, reflecting the Group’s selective
and proportionate approach to its
participation in this market.

CAPITAL MANAGEMENT

Group Solvency Il Surplus

A Solvency Il capital assessment involves
a valuation in line with Solvency 1l
principles of the Group’'s Own Funds and
a risk-based assessment of the Group's
Solvency Capital Requirement ('SCR).
The Group's Own Funds differ materially
from the Group's IFRS cquity for a
number of reascns, including the
recognition of future sharehclder
transfers from the with-profit funds and
future management charges on
investment contracts, the treatment of
certain subordinated debt instruments as
capital items, and a number of valuation
differences, most notably in respect of
insurance contract liabilities, taxation

and intangible assets.

£3ol bn

GROUP SOLVENCY Il SURPLUS
(ESTIMATED)

161-.

GROUP SHAREHOLDER CAPITAL
COVERAGE RATIO (ESTIMATED)
£

The SCR is catibrated so that the likelihood
of aloss exceeding the SCR is less than
0.5% over one year. This ensures that
capital s sufficient to withstand a broadly
"1-in-200 year event’,

The Group has approval from the PRA for
the use of its Internal Model { Phognix
Internal Model’) to assess capital
requirements, the scope of which was
extended to include the acquired AXA
VWealth and Abbey Life businesses in
March 2017 and March 2018 respectively.

The Standard Life Assurance businesses
determine their capital requirernents in
accordance with an approved Internal

Mode! {'Standard Life Internal Model’},
which was in place prior to the acquisition
of the Standard Life Assurance
businesses. The one exception to this is
Standard Life International, the Group’s
Irish subsidiary, which remains ¢n
Standard Formula. As a result, the Group
currently uses a Partial Internal Modcl to
calculate Group SCR, aggregating
outputs from the existing Phoenix
Internal Model, the Standard Life Intemal
Model and Standard Life Internatonal’s
Standard Formula, without further
diversification. A harrnonisation
prograrnme to combine the two Internal
Muodels into a single Internal Model

is ongoing.

The Group Solvency Il surplus position at 31 December is set out in the table below:

Estimated Estimated

position as at position as at

31 December 31 December

2019 2018

fbn fbin

Own Funds’ 10.8 10.3
SCR? 7.7 (7.7}
Surplus? 31 3.2

companies within a period of nine months

{2018: 1462}

1 Own Funds includes the net assets of the Iite and holding companies ealculated under
Sowency |l rules, pension scheme surpluses calculated on an IAS19 basis not exceeding the
holding companies’ contribution to the Group SCR and qualifying subordinated liabiities. It is
stated net of restrictions for assets which are non-transferable and fungible between Group

? The SCR reflects the nsks and obligations to which Phoenix Group Haldings ple 1s exposed.
3 The surplus eqguates to a regulatory coverage ratio of 140% as at 31 December 2018

* The pro forma position assumes the acquisition of the Standard fife Assurance businesses ok place on 1 January 2018.
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Change In Group Solvency Il Surplus
{€bn)
0.8 10.2)
———
04
2 -

Surplus Surplus  Management New
as at emerging actiors Busingss
FY18 ard reiease includirg

of capital BPs,
requiremerts

(0.21
——— U7
. o
— 3.1
Part VIl Financing Fconomic Surplus
trarster costs, and as at
pensior other FY19
centributions  vanarces  ({estimated)

ard payment
of 2019
firal dividend

Group Shareholder Capital
Coverage Ratio (€bn)
161% 167%

FY18

FY19 {estimated)

3% Surplus M SCR MR Own Funds

Change in Group Solvency

1l Surplus (estimated)

The Group Selvency Il surplus has
decreased to £3.1 billion (2018:
£3.2 billion).

Surplus generation and the impact of the
reduction in capital requirerments for the
Group added £0.4 billion to the surplus
during the year.

Management actions undertaken
increased the surplus by £0.6 billion.
This includes £0.1 billion in respect of
capital synergies associated with the
acquisition of the Standard Life
Assurance businesses, primarily as a
result of internal group restructuring
activities. Other management actions of
£0.5 billion include further investment in
iHliguid assets within annuity portfolios,
the optimisation of matching adjustment
portfolios and asset de-risking initiatives.

The impact of new business written
during the year reduced the surplus by
£0.2 billion. This primarily reflects the
capital strain associated with BPA
transactions executed in the period
and vesting annuities in the Heritage
business segment. The Open business
continues to be capital hght.

The Part VII transfer of Standard Life
Assurance Limited's Irish, German and
Austrian policies to Standard Life
International resulted in a £0.2 billion

reduction in the surplus reflecting
increases in the SCR and risk margin
as a result of the more onerous

capital requirements and a loss of
diversification under Standard Formula
compared to the Standard Life Internal
Model, together with the recognition
of counterparty default risk.

Financing costs, pension contributions
and dividend payments {including accrual
for the 2018 final dividend} amount to
£0.5 billion and reduced the surplus

in the period.

The adverse impact of economic and
other variances reduced the surplus

by £0.2 billion. The positive impact of
changes to lengevity assumptions of
circa £0.1 billion, including updates to the
latest Continuous Mortality Investigation
2018 projection tables, has been more
than offset by the strengthening of
assumptions used to determine the SCR
held in respect of the Group's £2.8 billion
Equity Release Moertgages portfolio,

and the adverse impact of updates

to other demographic assumptions
including mortality.

Other variances also include the net
adverse impact of econormic and market
movements in the period, notably falling
yields and foreign exchange, together
with the costs of corporate related
projects.
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Group Own Funds have benefitted

by circa £0.3 billion as & result of
recognising the benefits {net of
associated costs} that will be delivered
by our Standard Life transition activities
including the end state Customer Service
and IT operating madel. This is largely
offset in Sclvency Il surplus by an
ncrease in SCR associated with the

risk of this transition

Standard Life Assurance Limited and
the Phoenix Life entities undertook a
mandataory recalculation of Transitional
Measures on Technical Provisions
('TMTP’) as at 31 December 2019.

Group Shareholder Capital Coverage
Ratio (estimated}

The Solvency Il surplus excludes the
surpluses arising in the Group’s
unsupported with-profit funds and
unsupparted Group pension schemes of
£2 1 billion {2018: £2.1 billion). Surpluses
within the with-profit funds and the
Group Pension Schernes, whilst not
included in the Solvency Il surplus, are
available to absorb economic shocks.
This means that the headline surplus

is resilient to economic stresses.

In the calculation of the Solvency Il
surplus, the SCR of the unsupported
with-profit funds and the unsupported
Group Pension Schemes is included, but
the related Own Funds are recognised
only to a maximum of the SCR amount.
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CAPITAL MANAGEMENT CONTINUED

This approach suppresses the regulatory
capital coverage ratio calculated as
eligible own funds as a percentage

of SCR.

As aresult, the Group focuses on a
shareholder view of the capital coverage
ratio which it considers to give a more
accurate reflection of the capital strength
of the Group, The Shareholder Capital
Coverage Ratio is calculated as the ratio
of Eligible Own Funds to SCR adjusted to
exclude Own Funds and the associated
SCR relating to the unsupported
with-profit funds and the unsupported
Group Pension Schemes.

The Group targets a shareholder capital
coverage ratio in the range of 140%
to0 180%

Please see the Alternative Performance
Measures section on page 264 for further
details of this measure.

The Group Shareholder Capital Coverage
ratio is 161% as at 31 December 2019
(2018: 167 %).

Sensitivity and scenario analysis

As part of the Group's internal risk
management processes, the regulatory
capital requirements are tested against a
number of financial scenarios, The results
of that stress testing are provided
opposite and demonstrate the resilience
of the Group Solvency Il surplus.

The sensitivities reflect the impact of any
strang with-profit funds or pension
schemes that may become weak after
application of the strass
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Life Company Free Surplus {estimated)
Life Company Free Surplus represents
the Sclvency Il surplus of the Life
Companies that is in excess of their
Board approved capital management
policies.

As at 31 December 2019, the Life
Company Free Surplus is £1.2 billion
(2018; £1.0 bilhon}. The table below
analyses the movement during

the period

As the analysis is presentad on a net of tax
basis, cash remittances to the holding
companies excludes £112 million of
amounts received by the holding companies
in respect of tax losses surrendered to the
Life companies that is included in the
Group's Cash Generation metric.

Cash remittances from helding
companies relate to the £250 million
capital injection into Standard Life
Internationat as part of the Group's
Brexit planning activities.

Estimated PGH

Solvency ll

surplus

Illustrative stress testing’ £bn
Base: 1 January 2020 3.1
Following a 20% fall in equity markets L 3.2
Following a 15% fall in property values 29
Following a 73bps interest rates rise” 3.1
Following a 88bps Interest rates fall 3.0
Following credit spread widening?® o 2.8
Following 8% decrease in annuitant mortahty rates” 2.5
Following 10% increase in assurance rmortality rates 3.0
Following a 10% change in lapse rates?® 2.7

1 Assumes stress occurs on 1 January 2020.

allowance for defaults/downgrades

product grouops.

2 Assumes recalculation of transitionals (subject to PRA approval).
3 Credit stress eguivalent 1o an average 120bps spread widening across ratmgs and includes

4 Eguivatent of six months increase in longewity applied to the annuity portfolic.
5 Assurmes most onercus impact of a 10% increase/decrease in lapse rates across different

Estimated
position as at
31 December 2019

£bn
Opening Free Surplus 1.0
Surplus generation and run-off of capital reguirements 0.5
Management actions T 0.6
Part VIl transfer (0.3)
New business o o {0.1)
Economic, financing and other ] 0.1
Free Surplus before cash remittances 1.8
Cash remittances to holding companies (0.9)
Cash remittances from holding companies 0.3
Closing Free Surplus 1.2
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IFRS RESULTS

Operating profit

Operating profit is a non-GAAP financial
performance measure based on expected
long-term investment returns. It is stated
before amortisation and impairment of
intangbles, other non-operating items,
finance costs and tax.

Please see the APM section on page 264
for further details of this measure.

The Group has genesrated an operating
profit of £810 million (2018: £708 millian),
The increase compared to the prior year
is primarily driven by the inclusion of the
Standard Life Assurance businesses for
a full 12 month period post ccmpletion of
the acguisition in August 2018. This has
been partly offset by the lower positive
impact of management actions and
demographic actuarial assumption
changes within operating profit compared
to the prior period.

IFRS profit after tax

The IFRS profit after tax attributable

1o awners is £116 million {(2018; £418
million). The decrease primarily reflects
net negativé economic variances arising
on hedging positions held by the life
companies to protect the Group's
Solvency I surplus position, compared to
net positive variances in the prior year
together with a full year's amortisation
charge on intangibles arising on
acquisition of the Standard Life
Assurance businesses. The 2018 result
also included a £141 million gain
recognised on the acquisition of the
Standard Life Assurance businasses.
These negative factors have been partly
oftset by the improved operating profit
detailed above.

£810..

OPERATING PROFIT
[APM]

£116-

IFRS PROFIT AFTER TAX

Basis of operating profit

Operating profit generated by the UK
Heritage, UK Open and Europe business
segments is based on expected
investment returns an financial
investments backing shareholder and
policyholder tunds over the reporting
period, with consistent allowance for the
corresponding expected movements in
liabilities (being the release of prudential
margins and the interest cost of unwinding
the discount on the liabilities)

The principal assumptions underlying the
calculation of the long-term investment
return are set out in note B2 to the IFRS
consolidated financial statements.

Operating profit includes the effect

of variances in experience for non-
econamic items, such as mortality and
persistency, and the effect of changes
in non-economic assumptions, Changes
due to economic items, for example
market value movements and interest
rate changes, which give riss to
variances between actual and
expectad investment returns, and

the impact of changes in economic

assumptions an liabilities, are accounted
for outside of operating profit. Operating
profit is net of policyholder finance
charges and policyholder tax.

UK Heritage operating profit

The Group's UK Heritage business

segment does not actively sell new
lite or pension policies and runs-off
gradually over time.

The with-profit operating profit of

£126 millicn (2018: £101 million)
represents the shareholders’ one-ninth
share of the policyholder bonuses. The
increase on prior year primarily reflects
the full 12 months contribution from the
Standard Life Assurance businesses.

The with-profit funds where internal
capital support has been provided
generated an operating profit of £18
rmillion {2018: £20 million). The profitis
principally driven by the net positive
impact of updating actuarial assumptions,
including longevity.

The non-profit and unit-inked funds
operating profit increased to £577 milion

Year ended Year ended
31 December 31 December
2019 2018
Profitflloss) afier tax £fm £m
UK Heritage 694 640
UK Open 73 41
Eurcpe 52 22
Management Services companiés 26 25
Group costs {35} (20}
Operating profit 810 708
Investment return variances and economic
assumption changes on long term business (177} 283
Variance on owners' funds 13 {193}
Amortisation of acquired in-force business,
customer relationships and other intangioles {395) (207}
Other non-operating items {169} (38)
Profit before finance costs and tax
attributable to owners 82 553
Finance costs attributable to owners {127) {114}
{Loss)/Profit before the tax attributable
1o owners of the parent o {45) 439
Profit before tax attributable to non-controlling interests 31 31
(Lq;s)lprofit before tax attributable to owners {14} 470
Tax credit/icharge) attributable e owners 130 (60)
Profit after tax attributable to owners 116 410
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Business Review continued

IFRS RESULTS CONIINUED

{2018: £524 miillion), reflecting the full 12
months contribution from the Standard
Life Assurance businesses and the
impact of BPA transactions entered into
in the peniod. This has been partiy offset
by the lower positive impact of
management actions and the delivery of
actuarial modelling enhancernents in the
prior period. Updating actuarial
assumptions had a net positive iImpact of
£183 million on the result for the year
{2018: £205 million) and included the
impact of updating longevity base and
improvement assumptions to reflect
latest experience analyses and the most
recent Continuous Mortality Investigation
2018 core projection tables.

The long-term return on owners’ funds of
£{27) million (2018 £i5) million) reflects
the return on owners’ assets, primarly
cash-based agsets and fixed interest
securnuss, and the impact of expenses
borne by the shareholder. The loss in the
peried principally reflects certain one-off
project costs and the settlement of VAT
on certain invastment expenses that
were borne on behalf of policyhclders.

UK Open operating profit

The Group’s UK Open business segment
delivered an operating profit of £73
million {2018: £41 million}. This includes
operating profits generated across the
Workplace, Retall and Wrap product
lines, including new business distributed
through our Strategic Partnership with
Standard Life Abardeen plc and under the
Group's SunLife brand. The increase in
operating profit compared to the prior
vear reflects the full 12 months
contribution from the Standard Life
Assurance busmesses, partly offset by
the adverse impact of updating mortality
assumptions on the SunLife business to
reflect latest experience.

Europe operating profit

The Europe business segment which
comprises business written in Ireland,
Germany and Austria and a mix

of Heritage and Open products,
generated an operating profit of

£52 million during the year (2018:

£22 million). Again, the increase
orincipally reflects the inclusion of the
12 months contribution of the Standard
Life Assurance businesses.

Management services

compantes operating profit

The operating profit for managemaent
services of £26 million {2018; £25 million)
comprises income from the life and
holding companies in accordance with
the respective management services
agreements less fees related to the
outsourcing of services and other
operating costs. The increase compared
to the prior period is principally driven
by a revised management services
agreement that was in place for the full
pariod in respect of the acquired Abbey
Life business, partly offset by the
impacts of run-cff. A manacement
services agreement has been signed in
respect of the Standard Life Assurance
businesses and will be effective from 1
January 2020. See other non-operating
items below for further detail.

Group costs

Group costs in the pericd were

£386 million (2018: £20 million). They
mainly comprise project recharges from
the service companies and the returns
on the scheme surpluses/deficits of
the Group staff pension schemes.
The increase in costs compared to the
prior period principally reflects a lower
return on the scheme surplus cof the
PGL Pension Scheme, following the

Year ended Year ended

31 December 31 December

2019 2018

UK Heritage operating profit £m fm
With-profit_ - 126 107
With-profit where internal capital support provided 18 20
Non-profit and unit linked 577 524

Long-terrn return on owners’ funds 27} (5
UK Heritage operating profit before tax 594 640
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buy-in transaction that took place in
March 2018 {see note G1 to the IFRS
financial statements).

Invesl'rnent return Vuriclnces und economic
assumption changes on long-term business
The net adverse investment return
varignces and economic assumption
changes on long-term business of

£177 millicn (2018: £283 million positive)
primarily arise as a result of losses on
hedging positions held by the life funds
and reflect improving equity markets in
the year. The Group’s exposure to equity
movements arising from future profits in
relation to with-profit bonuses and
unit-linked charges is hedged te benefit
the reguiatory capital position. The
impact of equity market movements

on the value of the hedging instruments
is reflected in the IFRS results, but the
corresponding change in the value of
future profits s not. These adverse
impacts have been partly offset by the
positive iImpacts of strategic asset
aflocation activities, including investrmeant
in higher yielding illiquid assets, and
lower swap curve yields experienced
during the period.

Variance on owners’ funds

The positive variance on owners’ funds
of £13 million (2018:; £193 million
negative) is principally driven by gaing

on foreign currency swaps held by the
holding companies to hedge exposure of
future Iife company profits to movements
in exchange rates. The prior year result
included realised losses on derivative
instruments entered into by the holding
companies to hedge exposure to equity
risk arising from the Group's acquisition
of the Standard Life Assurance
businesses. L.osses of £143 million were
incurred on thase instruments, together
with option premiums of £22 million.

Amortisation of acquired in-force

business and other infangibles

The acquired in-force business is being
amertised in ine with the expected
run-off profile of the profits to which

it relates. Amortisation of acquired
in-force business during the year totalled
£375% million {2018: £189 million} with the
increase from the prior year driven by a
full 12 months amortisation charge in
respect of the acquired-in-force business
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relating to the Standard Life Assurance
businesses. Amortisation of other
ntangible assets totalled £20 million

in the year {2018: £18 million).

Other non-operating items

Other non-operating items of £169
million negative {2018: £38 million
negative} includes an £80 rillion benefit
arising from updated expeénse
assumptions for insurance ¢ontracts,
reflecting reduced future servicing costs
as a result of transition activity. Such
benefits on the Group’s INvestment
contract business will typically be
recognised as incurred. This benefit has
been more than offset by staff and
external costs incurred or provided for in
the period with regard to transition activity
and the transformation of the Group's
operating model and extended
relationship with Tata Consultancy
Services, totaling £190 milion, of which
£175 millicn relates to external costs.

Also included in the net other non-
operating items are £5 million of costs
assoclated with preparations to ready the
business for Brexit, costs associated with
other corporate related projects of £41
rmillion, including the Group's Internal
Model harmonisation project and the
acquisition of ReAssure Group and net
other items totalling an expense of

£13 million.

The prior peried result included a gain on
acquisition of £141 millien reflecting the
excess of the fair value of the net assets
acquired over the consideration paid for
the acquisition of the Standard Life
Assurance businesses and a net benefit
of £45 rmillion reflecting anticipated cost
savings associated with the move to a
single, digitally enhanced cutsourcer
platform. These amounts were more than
offset by a provision for £68 mitlion in
respect of a commitment to reduce
ongoing and exit charges for non-
workplace pension products, costs of
£59 million associated with the
aqualisation of accrued Guaranteed
Minimum Pension benefits within the
Group's pension schemes, costs of £43
million associated with the acquisition of
the Standard Life Assurance businesses
and £7 million incurred under the ongoing

transition programme. it also included net
other one-off items totalling £47 million,
including other corporate project costs.

Finance costs

Finance costs of £127 million {2018:
£114 milhon) have increased by £13
million, reflecting the interest charges
on the €600 million Tier 2 debt issuance
n September 2018.

Tax credit atiributable to owners

The Group's approach to the
management of its tax affars 1s set out
in its Tax Strategy document which is
available in the corporate responsibility
section of the Group's website. The
Group’s tax affairs and tax controls are
managed by an in-house tax team who
report on them to the Board and the
Audit Committee on a regutar basis
throughout the year. The Board believes
that its Tax Strategy accords with the
Group's approach to its wider Corperate
Social Responsibility. The tax strategy
was refreshed in August 2019 and
published in accordance with the
relevant statutory reguirements.

Implicit in the Group's Tax Strategy

and the management of its tax affairs

is a desire for greater transparency

and openness that will help the Group's
stakeholders better understand the
published tax numbers. in this way the
Group aims to participate In a substantive
manner with HMRC and cther insurance
industry stakeholders on consultative
documents and tax law changes that
potentially impact on the insurance sector.

The Group's insurance operations are
primarily based in the UK and are liable to
tax in accordance with applicable UK
legislation. Following the acquisition of
the Standard Life Assurance businesses,
the Group's overseas operations have
increased, in Ireland and Germany in
particular. The Group complies with the
local tax obligations in the jurisdictions in
which it operates. Phoenix Group
Holdings was & Jersey resident holding
company until 31 January 2018 when

it became tax resident in the UK.
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The Group tax credit for the period
attributable to owners i1s £130 million
(2018: £60 rmillion tax charge) based

on a loss {after policyholder tax} of

£14 million (2018. £470 million profit).
The significant tax adjustments to the
Owners' loss before tax are primarily
due to the impact of a deferred tax rate
reduction relating primanty to AVIF

of £{60) million, a prior year credit for
sharehgldars of £{51) million, the impact
of non+ax deductible costs of £22 million
and profits taxed at a rate other than the
statutory rate of £{13) million, See note
C# to the IFRS consolidated financial
statements for further analysis.

Financial leverage

The Group seeks to manage the level of
dsbt on 1ts balance sheet by monitoring
its financial leverage ratio. This is to
ensure the Group maintains its
investment grade credit rating as issued
by Fitch Ratings and optimisés its funding
costs and financial flexibility for future
acquisitions. The financial leverage ratio
as at 31 December 2019 (as calculated

by the Group in accordance with Fitch
Ratings’ stated methodology} is 22%
(2018: 22%). This is below the target
range management considers to be
associated with maintaining an investment
grade rating of 25% to 30%.

Financial leverage is calculated as debt
as a percentage of the sum of debt and
equity. Debt is defined as the IFRS
carrying value of shareholder borrowings.
Equity is defined as the sum of equity
attributable to the owners of the parent,
the unaliocated surplus, the Tier 1 Notes
and non-controlling interests.
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Risk Management

RISK

MANAGEMENT

THE GROUP’S RISK
MANAGEMENT FRAMEWORK
The Group's Risk Management
Frameweork ('RMF') embeds proactive
and effective risk management across
the Group. It seeks to ensure that risks
are identified and managed effectively
and that the Group is appropriately
rewarded for the risks it takes.

QOver 2019 the Group completed the
design and implementation of a
harmonised framework following the
acquisition of Standard Life Assurance
businesses; this takes the best of
legacy-Phoenix and legacy-SLAL
frameworks and is designed to be
appropriate for the risk profile of the
enlarged Group.

The nine components of the
harmonised RMF are outlined in
the diagram below, with further
information given in the sections
that follow.

Risk Management
Framework

RISK
POLICIES

RISK ENVIRONMENT

The Group continues to manage a
significant level of change activity.
Operational capacity across the Group,
and within our outsourcing partners,

is being actively monitored by
management and Boards to ensure

it continues to meet business demands
and 1o prevent any adverse impact

to customer outcomes and

business performance.

In Novernber the Group announced an
enlarged partnership with TCS to drive
growth in our UK Open workplace
business and meet the future needs
of our workplace clients, customers
and their advisers. The Group’s
Supplier Management Model will
continue to provide the foundation for
eftective oversight of the increasing
role that strategic partners play in the
delivery of the Group's strategy.

Externally, whilst the UK general
eleclivi igsultin Decernibe puvided
greater political certainty, markst risk

GOVERNANCE &
ORGANISATION

STRATEGIC RISK
MANAGEMENT

RISK & CONTROL PROCESSES & REPORTING
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remains heightened due to the possible
outcemes of ongeing Brexit trade
negotiations and wider gecpolitical
uncertainty. The Group remains well
prepared for operational impacts as

a result of potential Brexit outcomes.

The Group continues to actively
monitor and take action against
potential financial and operaticnal
impacts due to the spread

of COVID19.

in December the Group announced
the acquisition of ReAssure Group plc,
a leading life insurance closed book
consolidator in the UK. This acguisition
is highly attractive for the Group. The
acquisition s subject to a number of
pre-completicn cenditions including
regulatory approval. On completion
the acquisition would be expected '
to heighten existing risks that the
Group is exposed to, particularly

those related to transition activity for

acouired businc3scs.

Y/ 4

Work to harmonise

our Risk Management
Framework is now complete.
This framework is designed
to be appropriate for

the risk profile of the
enlarged Group.”

Jonathan Pears
Group Chief Risk Officer
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OWN RISK AND SOLVENCY
ASSESSMENT (ORSA)

The Group's ORSA cycle brings
together inter-linked risk management,
capital and strategic processes.

The ORSA provides:

* processes to identify, assess, control
and monitor risks the Group faces;

an understanding of current and
potential risks to the business;
including financial and non-financial
risks under base and stressed
scenarios;

our appetite to accept these risks
and how the Group manages
them; and

a forward looking, internal
assessment of the Group's solvency
position in respect of its risk profile
and how it is likely to change given
business plans and strategy.

The ORSA plays an impaortant role in
supporting strategic decision-making
and strategy development at our
Boards and risk ccrmmittees.

ORSA process cycle

RISK STRATEGY AND CULTURE
Risk Strategy

Our risk strategy is to take rewarded risks
that are understood, managed effectively
and are consistent with our overall Group
Vision, Purpose and Mission.

We achieve our risk strategy not by
risk avoidance, but through the
identification and management of an
acceptabie level of risk {our risk
appetite’) which ensures that the
Group is appropriately rewarded for
the risks that are taken.

Risk Culture

Risk culture is the sum of our shared
values, behaviours and attitudes
towards risks faced by the Group and
our customers. Our risk culture reflects
the way we think and act, both
individually and collectively.

We seek to grow an environment that
supports informed decision-making
and controlled risk taking. The creation
of this environment is enabled through
the Group's Values of Passion,
Responsibility, Growth, Courage and
Difference. Underpinning each of
these are the individual and collective
attitudes and behaviours that allow
this environment to be realised.

Indicators of risk culture include focus
on custemers, encouragemsnt of
challenge, willingness to talk about and
learn from mistakes, effectiveness of
governance, and rewarding good risk
management.

STRATEGY AND
BUSINESS PLAN

STRESS AND
SCENARIO TESTING

RISK MANAGEMENT
AND MONITORING

RISK EXPOSURE
AND APPETITE

RISK CAPITAL
ASSESSMENT
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RISK APPETITE

Risk appetite is used to define the
amount of risk 1that the Group is wiiling
to accept in the pursuit of enhancing
customer and shareholder value, and
attaining our strategic cbjectives.

The risk appetite statements establish
the risk boundaries within which we
are prepared to operate and set the
tolerance for delivery against our
objectives. They also encapsulate cur
risk appetite for policyholder security
and conduct, earnings volatility, liquidity
and our control envirenment. The
following Risk Appetite statements are
adopted by the Group:

Capital — The Group and sach Life
Company will hold sufficient capital to
meet business requirements including
those of key stakehoiders in a number
of Board-approved asset and liability
stress scenarios.

Cash flow — The Group and each Life
Company will seek to ensure that it
has sufficient cash flow to meet its
financial obligations under a range

of Beard-approved scenarios.

Shareholder value — The Group only
has appetite for risks that are rewarded,
understood and contrelled, and
consistent with the Group's strategy.
The Group will take action to grow and
protect shareholder value.

Control - The Group and each Life
Company will, at all times, operate a
strong control environment 1o ensure
compliance with alt internal poliicies,
applicable laws and regulations, in a
commercially effective manner.

Conduct - The Group has no appetite
for deliberate or negligent actions
leading to unfair customer outcomes,
poor market conduct or reputational
damage. Where unfair outcomes arise,
the Group has a low appetite for delays
in rectification.
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Risk Management conlinued

RISK UNIVERSE

A key element of effective risk
management is ensuring that the
business has a complete understanding
of the risks it faces. These risks are
defined in the Group's Risk Universe.

The Risk Universe allows the Group
to deploy a common risk language,
allowing for meaningful comparisons
to be made across the business.
There are three levels of Risk Universe
categories. The highest Risk Universe
category is Level 1 and includes:

* Strategic Risk

* Customer Risk

* Financial Soundness Risk
* Market Risk

s Credit Risk

s Insurance Risk

s Operational Risk

Governance Framework

PGH Board

BOARD

FIRST LINE QF DEFENCE
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PGH Board Nomination Committes

RISK POLICIES

The Group Risk Policy Framework
comprises a set of policies that
supports the delivery of the Group's
strategy by establishing operating
principles and expectations for
managing the key risks to the Group.
The pelicies centain the minimum
control standards to which each
business unit must adhere.

The policies define:

¢ the individual risks the policy is
intended to manage;

¢ the degree of risk the Group is willing
to accept, which is set out in the
policy risk appetite statements;

* the minimum contrals standards
required in order to manage the rigk
to an acceptable level; and

* the frequency of controls in
operation,

The Group Risk Policies are mapped
1o risks across the Risk Universe to
ensure complete coverage of all
material risks.

As part of the Risk Policy harmonisation
process between legacy-Phoenix and
legacy-Standard Life Assurance
businesses in 2018, a Group Conduct
Risk Framework has been developed.
This provides a consistent and
cormprehensive approach to the
management of conduct risk and risks
to the achievement of customer
outcomes across the Group. The
Conduct Risk Framewark overarches
all nisk policies te provide a holistic viewy
of conduct risk.

GOVERNANCE AND
ORGANISATION

Governance

The RMF sets out a three lines of
defence model with ¢learly defined
roles and responsibilities for

all components. Risk accountability
and ownership are embedded in Ling 1.
Overall responsibility for approving the
RME rests with the Board, with
maintenance and review of the
effective operation of the RMF
delegated to the Group Board Risk
Committee. This delegaticn also
ncludes approval of the overall risk
management strategy and the review
and recommendation to the Board of
the relevant risk policies, risk appetite
staternents, risk profile and any
relevant emearging risks.

First line: Management

Management of risk is delegated froam
the Board to the Group Chief Executive
Officer, Executive Committee
members and through to business
managers. Line 1 is responsible for
implementation of the RMF, ensuring
that risks to the Group and its
customers are identified, assessed,
controlled, monitored, managed

and reported.

Second line; Risk Oversight

Risk oversight is provided by the Group
Risk Function compromising risk and
compliance functions and the Board Risk
Committee. Group Risk provides a Risk
Management Toolkit to support Ling 1 in
their management of risks. The purpose
and responsibilities of the Group Risk
function are set out in its annual Risk
Function Mission & Mandate.

Group Chief Executive Officer

PGH Board Remuneration Committee | PGH Board Risk Committee | PGH Board AuditCommittee

SECOND LINE OF DEFENCE

THIRD LINE OF DEFENCE

EXECUTIVES
PGH Board Nomination Committee
MANAGEMENT
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Group Risk and Campliance

Chief Risk Officer

Group Inteynal Audit
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Third line: Independent Assurance
Independent verification of the
adequacy and effectiveness of the
internal controls and risk management
is produced by the Board Audit
Committee, supported by the

Group Internal Audit function.

The governance framework in
operation throughout the Group
can be found in the chart on page 50.

EMERGING RISK

The Greup defines an emerging risk

(or opportunity) as an event that is
perceived to be potentially significant
but is not yet fully understood.
Mitigating action may not be necessary
untit further information is known about
the possible impact.

The distinction between a risk and an
emerging risk predominantly relates to
the time horizen, with emerging risks
generally being medium to longer term
in nature. In many cases the potential
impact for the Group is not yet clear
and may change over time.

The Group captures emerging risks,
and emerging opportunities, in a
dashboard covering potential
likelihoods, timeframes and impacts.

Senior management and the Board
regularly review and challenge the
validity of the dashboard and also
discuss items which should be added.
These conversations help drive cut
potential new risks and cpportunities,
puliing on the collective expertise and
experiences of senior individuals.

Examples of emerging risks the Group
considers are outlined in the table
on page b6.

STRATEGIC RISK MANAGEMENT
Strategic risks threaten the
achievement of the Group strategy
through poor strategic decision-
making, implementation or response to
changing circumstances. The Group
recognises that core strategic activity
brings with it exposure to strategic risk

The identification and assessment of
strategic risks is an integrated part of
the RMF; strategic risk is a Level 1 Risk
Category in the Group's Risk Universe.

A strategic risk policy is also maintained
and reported against regularly, with a
particular focus on risk management,
stakeholder management, ccrporate
activity and overall reporting against
the Life Companies’ and Group's
strategic ambitions.

RISK AND CAPITAL MODELS

A continuous process is followed for
the identification and assessment of
risks and the corresponding resilience
of the Group’s capital position. The
Group continually strives tc enhance
its internal risk and capital models

to ensure appropriate management
of risks.

Under Solvency II, the development
and production of any Internal Model
ocutput contributing to regulatory capital
reguirements must comply with
validation standards. This is supported
by a Model Governance Policy, which

11

sets out the standards that must be
satistied to demonstrate meeting
Solvency |l requirements. The output
of the Internal Mode! is used within
the Group's ORSA process to provide
insight into risks associated with
(Group objectives.

Our Stress and Scenario Testing
Programme uses the Internal Model
to assess the capital impact of a range
of plausible and extreme stresses.

RISK CONTROL PROCESSES
AND REPORTING

fdentification, assessment,
management and reporting of risks
is undertaken across the three lines
of defence, and reported through
business and management
governance to the relevant Boards
and Committees.

RISK MANAGEMENT
EFFECTIVENESS

Group Risk conducts an annual
assessment of the Group's adherence
to the RMF that provides assurance

to management and the Beards that
the RMF has been implemented
consistently and is operating effectively
across the Group.

Our risk culture promotes an environment that supports
informed decision-making and controlled risk taking.”

Jonathan Pears
Group Chief Risk Officer
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Risk Management continued

PRINCIPAL RISKS
AND UNCERTAINTIES
FACING THE GROUP

The Group's principal risks and

L . . Principul risks
uncertainties are detailed in P

this section, together with their
potential impact, mitigating
actions in place, links fo the
Group's sirategic priorities

and changes in the risk from
the Group’s 2018 Annual
Report and Accounts, published
in March 2019. o®

High

>
%

Impact

Following a review of principal risks,
the number of principal risks has
increased from ten to eleven with
‘Climate Change and wider
Environmental, Sccial and Governance
(ESG) risk’ moving from an emerging
risk to a principat risk. This is due to
the increasing understanding of the
potential risks associated with the
transition to a low carbon economy

Low

Likelihood

KEY

Strategic Risk

Customer Risx

Market Risk

Insurance Risk

(A
LB,
G Operational Risk
L0}
LEd
[FJ

Credit Risk

'(_ h Change from last year

Unlikely Almast certain

and fonger-term financial risks.

Potential impacts for the Group are Change in risk

wide ranging including material @ Risk Improved
changes in asset valuations, reduced

. @ Mo Change
proposition attractiveness and
reputational risk if the Group does @ Risk Helghtened

not respond appropriately.
@ MNew Principal Risk
The current assessment of the residual

risk in respect of each of the Group’s

Level 1 Hisk Universe categories 1s

illustrated in the chart opposite. The

residual risk is the rematining risk after

controls and mitigating actions have

been taken into account.

Further details of the Group's exposure
to financial and insurance risks and
how these are managed are provided
in note E6 and F4 (to the IFRS
consolidated financial statements).
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Strategic prionities

@ Improve Customer Cutcomes
@ Crive Value

@ Manage Capital

@ Engage Colleagues
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Risk

The Group fails

Impact

Mitigation

Strategic
priorities

The Group s exposed 1o the nsk of

to make further failing to drive va'ue through inorganic

valug adding growth ooporturities This includes

acquisitions acquisitions of Iife and pensions books

or effectively of business and further investmen:

transition n the Bulk Purchase Annuity {'BPA')

acquired marxet

businesses The transition of acquired businesses
nto the Group could inroduce
structural or cperational challenges that
result in Phoenix falling to delver the
expecred outcomes for custormers
orvalue for shareholders.

The Group’s Qur Strategic Partnerships are a core

Strategic enabler for delivery of the Group's

Partnerships fail
to deliver the
expected benefits

The Group fails

to ensure that

its propositions
continue to meet
the evolving needs
of customers

and clients

strategy, they allow us tameet the
needs of our customers and clients,

and deliver value for our shareholders.
Phoenix's end state operating model
will leverage the strengths of our
strategic partners whilst retaining
in-house key skills which differentiate
us. There 1s ansk thatthe Group's
strategic partnerships do not deliver the
expected benefits.

The Strategic Partnership with
Standard Life Aberdeen plc {'SLA

plc’) is expected 1o provide addimonal
growth opportunities through our Open
business. In addition, SLA plc provides
investrnent-management services to
around two thirds of our assets under
adrministration.

Our recently enlarged partnership with
TCS 15 8150 expectad 10 support growth
plans for our Workplace Open business,
enabling further digitat and technology
capabilities 1o be developed 10 support
enhanced customer outcomes.

The Group applies aclear setof critena %fi%
10 8SSE5S INOIQan ¢ opporunites.

Our acquisition strategy 1s supported @
by the Group's financial srrength
and flexiblity, its strong regulatory
relationshios and its track record of
managing customer outcomes and
generating value

The financial and operational nsks of
1arget businesses are assessedin
the acqu'sition phase and potential
mitigants are 1dentified.

Integration plans are developed and
resourced wth approprate'y skiled
staff to ensure target operat ng models
are delverad mline w.th expectations.

Qur Corporate Development team
continues to assess new Merger &
Acquisition and BPA opportunities

The Group continues to actively
manage operational capacity reqguired
1o deliver 1ts strategy; this inciudes
transition activity. A Life Company
operational capacity dashboard 1s
regularly reviewed by both Lie and

Group Boards.

Change from last year

@ No Change
Execution of the Standard t ife Assurance
Lirmited transition inte the Groun s

progressing weit and remains on track {o
deliver our synergy targets

In December, Phoenix anncunced its
acausition of ReAssure Group ple; this
brings additional scale to Phoenix’s
Heritage business and enhances our key
attributes of cash generation, resilience
and growth This transaction meets

all of our acguisition criteria: it 1s value
accretive; 1t supporis our dividend, and
1t1s consistent with maintenance of our
investment grade rat:ng. On compfetion,
the acquisition would be expected to
heighten existing risks that the Group 1s
exposed to, in particular this principal nsk.

The Joint Operating Forum {(JOF') @
betwsen SLA plc and Phoenix

continues to develop the partnership

with SLA plc in existing areas, and

1o 1dentify areas for future growth

and partnership, for the benefit of

customers and shareholders of

each Group.

The JOF also oversees the operation

of the Client Service and Proposition
Agreement I'CSPA'), ensuring that each
of the parties to the CSPA s performing
against ther CSPA onligations.

The Transitional Services Agreement
U'TSA') Oversight Committee between
SLA plc and Phoenix oversees TSA
performance and actiity to exit the
TSAsin future,

The Group's engagement with
Dihgenta, and its parent 1CS, adheres 1o
afgorous governance structure, in line
with the Group’s Supplier Management
Model. As aresult, productive and
consistent relationships have been
developed with TCS, which will
continue o develop throughout future
phases of our enlarged partnarship.

@ Risk Heightened

The Group is currently engaged in
ongong discussions with members
of the Standard Life Aberdeen group
n respect of disagreements over the
operation of certain aspects of the
share purchase agreement with SLA
picrelating to services and expenses,
and the scope and cost of services
provided pursuant to the TSA, the
CSPA and certain other agreements
betwaeen the Group and members of
the Standard Life Aberdeen group
The Group and SLA plc are currently
seeking a commercial resclution

to this

While the Group's pre-existing,
functional relationship with Diagenta
and i1s parent TCS remains strong
and both parties have significant
experience working together,

the heightened risk reflects the
increased dependency that we now
place on our partnerships, particutarly
TCS, to enable successful delivery

of the Group's strategy

The Group's ability to deliver growth
assurned in business prans could be
adversely impacted If our propositons
fail to meet the needs of customers
and ¢lients.

The nsk could matgnalise through
increased outflows or reduced new
business levels

Our propositions are designed and @
developed with our customers and
chents at the heart, @

We actvely review and invest in our
ProposItions 1o ensure they remain
competitive and meet expectations.
We glso regularly seek customer
feedback on our propositions, using
this to inform future developments.
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@ No Change

The Group caniinues te progress
propositional enhancemeants, in
particular across our YWorkplace
business. In October 2019 we
launched a new passive investment
solution for our Workgplace business.

We continug 1o invest in our

digital propositions in lineg with
ther importance in delivering our
strategy,; most recently threugh
the announcement of an enhanced
strategic partnershipwith TCS to
increase the Group's digital and
technology capabilities. This aims to
build on the strong innovation

and custorrer service excellence
towhich we are committed.
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Risk Management conlinued

Risk

The Groupfails
1o appropriately
prepare for and
manage the
effects of climate
change and wider
ESG risks

| Cusorner sk [

The Group fails
ta deliver fair
outcomes for
its customers

Operational risk

The Groupis
impacted by
significant
changesinthe
regulatory,
legislative

or political
environment

24

Impact

[he Group s exposed to market nsks
related to clirmate change as aresult of
the potential i plications of a transition
10 alow carbon economy.

In addition there are long-term market,
insurance, reputational, proposimonal
and operational implcations of phyaical
nisks resulting from climate change
{e.g. the mpact of physical nsks on

the prospects of current and furure
investment holdings, along with
potential irmmpacts on future actuaral
assumptions)

The Group 18 also exposed to the risk of
failing to respond to wider ESG risks;
for example failing to meet our
corporate and sociat responsibility
cemmitments This canresultin
reputational damage and lead to
areduction N earnings or valug.

Mitigation

In March 2020, the Group became
a signasory to the fask Force on
Climate-related Financial Disclosures
{'TCFD") The disclosure included on
page 58 outhnes the Group's progress
ta date in incorporatng climate-related
nisks and opportunities within our
governance, strategy, rsk
management and metncs and

targets frameworks

Strategic Change from last year

@ New Principal Risk

The Group 1s exposed 1o the nsk that
it fails to deliver fair outcomes for

18 customers, leading to adverse
custorner experience and/or potential
detriment

This could alse lead to reputational
damage for the Group andfor
financial losses.

Our Conduct Risk Appetite sets the
boundaries within which the Group
expects customer outcomes to be
managed This consists of asetof
principles and standards for all Group
colleagues to follow to meet the
changing needs of our customers
and our business

The Graup Conduct Risk Framework,
which overarches our Risk Universe and
alirisk policies, 1s designed to detect
where our custormers are at risk of poor
outcomes, minmimise conduct risks, and
respond with timely and appropriate
mitigating actions

The Group alsc has a suite of customer
pahcies which got out koy custormor
nsks and minimurn control standards
Inplace to mitigate them.

We maintain & strong and open
relatonshipwith the FCA and other
regulators, particularly on matters
involving customer outcomes

Changes inregulation could increase
the Group's costs, impact profitatulity
ar reduce demand for our propositions.

Changes inlegslation, such as the
irnplications of Brexit, can alsc impacr
the Group's operations or financial
positoen.

Political uncertainty or changes n the
government could see changes in
policy that could impact the industry
‘nwhich we operate

@ Mo Change
As part of RMF harmonisation, an
enhanced Conduct Risk Framework
1s being rolled out across the Group
The Canduct Risk Framewaork
provides a rmechanism for enhanced
oversight of custorner cutcomes
across the Group

Cur remedation prograrmme for
custorrers affected by the outcome
of the FCA's Industry-wide annuity
review 1S now substanzially complete.

Over the year, two external asset
managers {Woodford and M&G)
suspended funds tha: some of the
Group's customears invest in through
our products. The Group has a small
exposure to these funds in terms of
poth assets and customer numbers
As part of the suspensions we

have followed our standard fund
deferral process

The Group actively angages with
regulators and governments in order
to understand potential changes in the
regulatory and legisiative landseape.

The Group assesses the risks and
benelils ol regulatory and legislative
changes to our customers and to

the Group and actively engagos

with regulators and governments

as appropriate.

The Group has contingency plans in
place to ensure we can continue
service our non-UK po‘icyholders after
the UK leaves the EU.
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@ Risk Improved

There remains uncertainty around
the final outcome of Brexit; however,
the ‘Improved' rating was noted
naur Intenm Report and reflects
actions the Group implemented
inMarch 2018, through a Part VIt
transfer, to protect the interests of
our non-UK Eurgpean customersin
the eventof a ‘No Dea'' Brexit.

The Group is well prepared for
aperational impacts as a result
of potential Brexit outcomes and
politicaf changes.

While the industry is susceptible

10 new regulatory deliverables, the
Group continually reviews the PRA
and FCA2019/2020 busingss plan
and there are currently no large,
unexpected changes that the Group
has to manage.



STRATEGIC REPORT

Risk Impact Mitigation Strategic Change from last year
priorities

Operational risk
The Group orits The Group s exposed tothe nsk o The Group has s business continuity @ @ o Chan

outsourcers are beng unable 1o manta n provis.on managemen: framewdor< that 's subec:t oLhange

not sufficiently of services in the even® o* major toannual refresh and regular testing, @ Qutsourcer service delivery evels
opf?r.ationally operatienal d sruption, ewtherwqhm Following the FCA and PRA December @ remain good aga nst a bac<drop of
resilient our own arganisaten or those of 2019 update on Operational Restience, he ghvened change activity across

QUr QUISOUTCETS. the Group 18 working to ensure that the Group.

The Group now re‘ies on awide range of we willbe inside disruption tolerances
IT systems, Including those we provige  wahin three years of the publcation of
to Sl A ple through the terms of the final guidelines

Standard Life Assurance businesses

Our Reverse Stress Testing and
Recovery P.anning Processes
demonstrate the Group s resilent to

r rsigh [
acquisiton Inaddition, the Group s E;Ziq(;\sg&(:gzr:;ifearnh::g;guttsource spect’ic Board-approved scenanos.
increasing its use of on'ine ‘unctionality  pariners and critical supplhiers adhere Whiist cyber-attacks show no
to meet custormer prefe»rence& This 10 the sarre business continuity 5 gn of decreasing In vo'ume and
exposes ustothens<offalureofkey e ples sophistcation, the Group continues
systermns and cyber-attacks. 1o adaptits approach inorder 1o keep

The Group continues to utilise cyber
/ security tools and capabilities in order to
and effectiveness of firms responses  muygate Information Secunty and Cyber
to busmesg resllience incidents rsk. Qur specialist Line 2 Information
areincreasing. Secunity & Cyber Risk Assurance
team also provides independent
oversight and challenge of Line 11T
and nformation secunty controls,
identifying trends, internal and external
threats and advising on appropnate
rmitigation solutions.

Regu atars' expectations of the speed up to date with the latest threats.

The Group fails Delivery of the Group's strategy Tirnely communicauons to our pecple

workforce with
the skills needed

against our plans. Life Assurance Limited transition

continue to progress as planned.

loss of cntical corporate knowledge,
unplanned departures of key ndwiduals  We regularly benchmark terms and

toretainor is dependent on a talented and airm 1o provide clarity around corporate % @ No Change
attract a diverse engaged workforce, activiiies. Communications include @ Qrganisational changes from across
and engaged Periods of uncertainty can result ina detalls of key milestones to deliver @ the Group as a result of the Standard
'_t:' d‘:“"t"' orthe fallure to attract Individuals with  cond:tions agamst the market, : Activity 1s underway to menitar
its strate i i . ‘ Wity ‘
gy :)hj Zi'gigg:ate skills 1o help detver We rn‘a\ntam andreview succession colleague engagement and protect
) e ) . plans for key Individuals. customner service and | T operations
This risk is inherent in our business The Group continues o actively fallowing the announcement of the
model given the nature of our manage operational capacity required to extended partnership with TCS

acquisition activity. Potential areas of
ungertainty include the transition of
the Standard Life Assurance business
into the Group, the recently expanded
strategic partnershipwith TCS, and the
acquisition of ReAssure Group ple

deliver our strategy. Thisis particularly
pertinent across the Life Comparies
given the increasing dermands on our
workforce in this part of the business

A Lite Company operational capacity
dashboard i1s regularly reviewed by both
Life and Group Boards

Adverse market The Group and its customers are The Group undertakes reguar

movements exposed 1o the implications of adverse  monitorng activities in relation to @ @ R sk Heightened
canimpactthe market movermnents This canimpact market risk exposure, including g The UK general election result in
Group's ability the Group's capital, solvency and limits in each asset class, cash flow December 2019 has provided greater
to meet its cash ligu:dity position, fees earned on assets  forecasting and stress and scenario 6 politicat certanty: the potential for
flow targets, along held, the certainty and timing of future  testing. The Group continues 1o adverse market sk remains due to
withthe potential  cash flows and long-term investment implement de-nisking strategies 10 ongaing uncertainty regarding Brexit,
to negatively performance for shareholders mitigate against unwanted customer geopolitical tensions and the impacts
impact customer and customers. and shareholder outcomes from certain ot COVID-19.

sentiment There are a number of drivers for market market moverents such as equities

Markets have recently stabilised;
whilst yields have recovered, they
remain at low levels YWe continue to

and interestrates The Groupalso
mamntans cash buffers inits holding

events, market sentiment, Sector compan'\es and has access to a credit
y facility to reduce reliance on emerging take management actions to provide

specific sentirment and hinancial risks of i resllience against unanticipated

climate change inciuding risks framthe ~ ©3SNTOWs. market movernents

transition to a low carbon economy The Group's excess capital position
conunues to be closely monrtored and
managed, sarticularly given the low
interest rate environment, and potential
for adverse market Impacts ansing from
prospective Brexit outcomes.

movermnents including governmaent
and central bank policies, geopalitical

Our busmness planning process
stresses our balance sheet to

ensure it remains resilient to market
movements; contingency actions are
available to help us manage markets
risks, e g as aresultof Brexitor
global economic dovwnturn

Qur exposure toresidential property
remains within appetite; howaever,
as noted in our Intenm Report

this continues to increase inl-ne
with investrnent in Equity

Release Mortgages
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Risk Management coniinued

Risk Impact

The Group may The Group has guarantoed Fabylitiss,
be exposed annuities and other policies that

to adverse are sensitive to future iongevity,

persistency and mortality rates.
For example, f our annuity
poicynolders Yive for longer than
expected, then the Grouo will need
to pay their benefits for longer

The amount of agdimonal capital
required to meet additional liabilines
could have a material adverse impact
on the Group's ability to meet 1ts cash
flow targets.

demographic
experience which
15 put of fine with
expectations

The Life Companics are exposed to
deterioration in the actual or perceived
creditworthiness or default of
invastment, reinsurance o banking
counterparties. This could cause
immediate financial loss or a reduction
in future profits.

Anincrease n credit spreads
{partcuiarly It accompanied by a higher
level of actual or expected 1ssuer
defaults} could adversely impact the
value of the Group's assets.

The Group is
exposedte
the failure of
a significant
counterparty

The Group is also exposed 0 trading

counterparties, such as reinsurers or

service providers failing to meet ali or
part of their obhigations

Mitigation Strategic

priorities

The Group undertakes regular ieviows
of experience and annuitant survival
checks to idenufy any trends or
variances in assumptions.

&
&

The Group regularly reviews
assumptions o reflect the continued
trend of reductions in future mortality
Improvements

The Group continues to active'y
manage its longawity sk exposures
whichiincludes the use of reinsurance
contracts to maintain this risk

within appetite

The Group actively monitors
persistency risk meuics and exposures
against appetite across the Open and
Herntage businesses

Change from last year

@ No Change

The Group secured over £1 1 billion of
BPAliabilities in the year. Consistent
with previous transactions, we
continue 1o reinsure the vast majority
of the longewvity nisk

Whilst the row yield environment and
marke: valatility continue to

impact longevity and persistency
risk exposures, we are comfortable
with current exposures when
considered against our Board-
approved risk appetites,

The Group regularly monitors its
counterparty exposures and has
specific imits relating to individual
SXpasUIes, counterparty credit rating,
sector and geograchy.

_
&

VWhere possible, exposures are
diversified through the use of arange
of counterparty providers. All material
reinsurance and dervative posiuons are
appropnately collateralised.

For mitigation of risks associated waith
stocklending, additional protection s
provided through indermnity Nsurance

@ No Change

As part of BPA deals, the Group
CONTINUES 10 INCrease Nvestnent

in iliquid creditassets. This s in ine
with our strategic asset aliocation
plan and wiathin our nsk appetite.
Investment counterparty exposures
continue to be managed and
monitored across the Group

and rerna nwithin risk appete

EMERGING RISKS

The Group’s senior management and
Board also take emerging risks into
accourt when considering potentially
adverse outcomas and appropriate
management actions prior to the

risk crystallising.

Risle Title

Solvency || Changes

Description

The impacrt of alternative providers in the

Risk Universe
Category

Strategic

market or those with more comprehensive

digital propositions

Changes to the solvency regime as a rasult

Financial soundness

Examples of some emerging risks
the Group currently considers are
listad in the table opposite.

Retail Price Index

of EIOPA review and evalution of the UK's
regulatory regirme fol'owing its exit from the EU

The potental financial impacts from anticipated

{RP1} Reform reform of RPl towards a variant of the Operational
Consurmner Price Index (CPI}.

COVID-19 COVID-19 may have operational, financial and Market/Operational/
dermographic impacts for the Group Insurance

For more information on the Group's
emerging risk process, see page 51
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VIABILITY STATEMENT

In accordance with provision 31

of the 2018 UK Corporate Governance
Code, the Board has completed an
assessment of the prospects and
viability ef the Group over a five-year
period to December 2024.

ASSESSMENT PROCESS

& KEY ASSUMPTIONS

The Group's prospects are assessed
primarity through its strategic and
financial planning process. This
strategy is outlined within the Strategic
Report of the Annual Report and
Accounts. The Beard fuliy participates
in the annual strategic planning process
by means of a Beard meeting to review
and approve the Annua! Operating

Plan (ACQP').

The output of the AOP is a set of Group
objectives, detailed financial forecasts,
and risks and contingent actions to be
considered when agreeing the plan.
The latest AOP was approved by the
Board in November 2019. This
considered the Group’s current position
and its prospects over a medium

term harizon, reflecting the Group’s
stated strategy.

Progress against the financial plan is
reviewed monthly by both the Group's
Executive Committee and the Board.

The Board has determined that the
five-year period tec December 2024
Is an appropriate period for the
assessment, being the period gver
which the Directors set internal and
external targets, and the period
covered by the Group's Board-
approved AQP.

The Board has also made certain
assumptions when making the
assessment and these include
the following:

= no change in stated dividend policy
until completion of the acquisition
of ReAssure Group;

* that corporate acquisitions are not
relevant, as any acquisition would only
be progressed on the basis it meets
the Group's stated critena; and

* the stresses calculated occur on
1 January 2020 with no aliowance
for any recovery or contingent
actions availabte, but do take into
account the impact of any appropriate
Sclvency |l transitionals recaiculation

ASSESSMENT OF VIABILITY

In making the viability assessment,
the Board has undertaken the
following process:

¢ |t considered Group prospects,
taking into account current position
and the principal risks and
uncertainties that it is facing as
cutlined above;

* |t defined that viability is maintaining
the capability to satisfy mandatory
liabilities and meet external targets;

* |t reviewed the ACP which considers
profits, liguidity, solvency and
strategic objectives and the impacts
of management actions on the
Group. The AQP was finalised in
November 2019 and reaffirmed
the Group's strategy;

* [t completed stress testing to assess
viability under severe but plausible
scenarios, including two adverse
stresgses, with no recovery or
contingent acticns, which are deemed
to be representative of the key
financial risks to the Group as follows:

1. Market stress — a combined
market stress broadly equivalent
to a 1-in-10-year event, calibrated
to the Phoenix internal model,
incorporating a fall in equity,
property values and yields, with
a widening of credit spreads.

2. Longevity stress — longevity and
yield stress broadly equivalent to a
1-in-10-year event, which implies a
1.2 year increase in life expectancy
for a 65 year old male and 1.0 year
increase for a 85 year old female,
alongside a fall in yields.

PHOENIX GROUP HOLDINGS PLC ANNUAL REPGRT & ACCOUNTS 2019

it completed reverse stress testing
for the Group to understand howy
severe the above scenarios would
need to be given the Group's current
and expected levels of solvency

and liquidity;

It considered the principal medium
to long-term risks facing the Group
which have the potential to impact
on viability as discussed in the Risk
Management section;

It completed a qualitative
assassment of all strategic risks to
the Group and contingent actions
available that could be implemented
should any risk materialise that
threatens the Group's resilience; and

+ It reviewed the financials, synergies
and risks associated with the
acquisition of ReAssure Group,
taking into account the current
position and under a combined
rmarket and longevity stress.

The results of the stress testing,
including a combination of individuai
scenarios, as disclosed in the Business
Review Section, demonstrated that
due to the significant excess capital in
the Life Companites, the Group’s high
cash generation and access to
additienal funding, the Group is able to
withstand the impact in each case with
regards to meeting all mandatory
liabilities as they fall due, and continue
to track towards meeting external
targets assuming a partial recovery
from the stress

STATEMENT OF VIABILITY

Based on the results of the procedures
cutlined above, the Board has a
reasonable expectation that the Group
will be able to continue in operation
and meet its liabilities as they fall due
over the five-year period of assessment.
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REPORTING STATEMENTS

TASK FORCE ON CLIMATE-RELATED FINANCIAL DISCLOSURES (‘TCFD’)
In March 2020, the Group became a signatory 10 the Task Force on Climate-related Financial Disclosures { TCFD').

The disclosure included below outlines the Group's progress to date in incorporating climate-related risks and
opportunities within our governance, strategy, risk management and metrics and targets frameworks.

Itis expected that these disclosures will continue to evolve as the Group moves towards full alignment by 2022

in line with the recommendation of the UK Government’s Green Finance Strategy.

Governance

The Phoenix Group Holdings plc Board is cornmitted to high standards of corporate governance and the Group's corporate governance policy
is aligned to compliance with the UK Corporate Governance Code which sets standards of good practice for UK listed companies. Detalls of the
Group's cornpliance with the Code can be found in the Corporate Governance section of this report from page 73 onwards

Management responsibilities

Overall responsibility for climate-related 1ssues 1s
held by the Group’s Chief Executive Officer, Clive
Bannister, as part of his ownership of Phoenix’s
sustainability strategy.

The responsibility for ensuring the appropriate
identification, assessment, management and
reporting of climate-related finanaal risks that
could impact the Group sits w'th the Group
Finance Director, James McConvilie

The Group's overall risk managéement frarmework
{fwhich includes climate-relatad financial risks) 1s
the responsibility of the Group's Chief

Risk Officer, Jonathan Pears. This forms part

of his role in ensuring that the Group's Risk
Management Frarmework aporopriately supports
the identification, assessment, management
andregorting of financial risks that could impact
the Group,

Further details are included in the Risk
Management section below.

Sustainability Committee

In 2018, the Group established a Sustanability
Committes, which comprises key functional
representatives from across the business and 1s
led by a newiy appointed Head of Sustainability.

This committee meets at i@ast every two
weeks and Is responsible for the oversight,
delivery, managernent and reporting of the
overall sustainability strategy and its underlying
emironmental commtment including initiatives
which are climate-related.

As our response to the TCFD guidelines evolves,
we will be reviewing our internal governance
structures and position to ensure risks are
managed and opportunities are seized.

The Group 1s currently developing its new sustainabiiity strategic framewvork, led by its sustainability vision ‘Committing to a Sustainaole Future’
and underpinned by four key commitments. deliver for our customers, foster responsible Investment, reguce our environmeantal impact and ba

a good corporate chizen,

The ‘reduce our environrmentai Mmpact’
commitmentand the underlying ambitions being
developed within, will censider the following
climate-relared nsks of most materialimpact 1o
our business’

Material dimate-related risks

¢ Transition Risks - we believe that the primary
mmpact for our business will bé the transition
toalow carbon economy.

* Physical Risks —we are exposed to the long-term
market, insurance and operatcnal implications of

physical risks resulting from climate change (e.g.
the impact of physical risks on the prospects of
currentand future investment holdings,

along with potential impacts on future

actuanal assumptionsh.

= Lisbiity Risks —related o both transition and

physicalrisks There are also legal nisks assocated

with the actions we take or fail 1o take now (such

as faling to mitigate the financial risks of climate
change for our customers) and how these are
viewed in the future.

Group Responsible Investment Philosophy
The Group has developed a Group Responsible
Investrment Philosophy. This s seen as the first
steptowards embedding ESG considerations
within the Investment Management process
and serves as a framework that sets out a high
level commitmment and focus to both internal and
external stakeholders

Risk Management -~

The Group has made a number of enhancements tots Fisk Management Framework ('RMF ‘) to suppart the ident fication, assessment, management,
monitoring and reporting of financial nisks from climate changa

Risk Universe:

Clirate-related nsks can manifest across the level
1 categenes and the pnmary foCus 1s to ensure
that these {and sustainability nsks rmore generallyl,
are considered in all aspects of our strategy
Where there are material climate-related risks
undger management in othar nsk categones, these
are highlighted through the relevant sk reporting.

Risk Policies:

The existing set of Group Risk Policies s being
enhanced through the addition of a Group

Metrics and Torgets -

Sustainability Risk Policy which mcorporates
allimatena’ ESG risks for Phoenix, ncluding
climatechange.

Consideration is being given in the 2020
refreshes to ensure that climate changs
nsks are appropriately covered inall palicies
where matenal,

Risk Appetite:
The Group s ensuring that its risk appetite
statements appropriately reflectits appetite

As partof Phoenix's overall sustainability strategy and implernentation plan, we are currently developing our approach to reporting targets and metrics

for ¢l mate change ris<s, and sustamnabiity risks
mere broadly developed as part of its vision

Scenario Testing:

The Group participated in the PRA's 2018
insurance stress test exercise and is
supplementing this with additional quantitative
analysis to consider the /mpacts across our 11sk.
universe,

Laterin 2020, the Group expects to participate
inthe Bank of England’s Bienmial Exploratory
Scenario exerc se.

for each of the Group's sustainability commitments. This will include spocific cimate-related targets within our reduce our environmental impact’
commiiment Further details are provided withm the Group's 2018 Sustamabiiity Report.
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STRATEGIC REPORT

SECTION 172 STATEMENT

The Directors are mindful of their duty to promote the success of the Company. They believe they have acted in the way
they consider, in good faith, would be most likely to promote the success of the Company for the benefit of its members
as a whole. The table opposite shows where more information can be found on the matters referred to in the Companies
Act Section 172 (1).

Reporting requirement Page
CULTURE, VALUES AND THEIR LINK TO COMPANIES ACT SECTION 172 81
STAKEHOLDER ENGAGEMENT AND HOW THE BOARD 871083
HAS DISCHARGED ITS SECTION 172 DUTIES
BRINGING THE EMPLOYEE VOICE TC THE BOARDROOM 841087
NON-FINANCIAL INFORMATION STATEMENT
Phoenix welcomes the increased focus from all stakeholders on 1ts non-financial performance. As required by the
Companies Act 2016 sections 414CA and 414CB, the table below outlines where key content requirements of the
nen-financial statement can be found within this Report.
Reporting requirement Phoenix policies which Section within Annual Report Page
govern our approach
ENVIRONMENTAL * Code of Business Ethics * Qur Environment — 63
MATTERS s Corporate Respensibility stakehotder engagement
Group Policy
EMPLOYEES * Code of Business Ethics * Engage colleagues 36
s HR Group Policy * Qur Colleagues -
stakeholder engagement 64
SOCIAL AND * Code of Business Ethics * Qur Community — stakeholder
COMMUNITY MATTERS » Corporate Responsibility engagement 66
Group Policy * Qur Customers —
stakeholder engagement 652
* |mprove customer outcomes 30
HUMAN RIGHTS + Code of Business Ethics « QOur Suppliers —
» Sourcing and Procurement stakeholder engagement 63
Group Policy * Qur Colleagues —
* Modern Slavery statement stakeholdsr engagement 64
s Health and Safety Group Policy
ANTI-BRIBERY * Code of Business Ethics * Qur Colleagues — 64
AND CORRUPTION = Financial Crime and Anti-Bribery stakeholder engagement
Group Policy
* Whistleblowing Group Policy
« Financial Centrol and
Reporting Group Policy
* Share Trading Group Policy
BUSINESS MODEL * Qur Business model 2610 27
» Cash gereration process 2810 29
¢ Our strategy and KPlIs 3010 37
PRINCIPAL RISKS AND * Principal risks and uncertainties 52 to b6
UNCERTAINTIES
NON-FINANCIAL e Inside Front Cover IFC
KEY PERFORMANCE INDICATORS * Our strategy and KPis 30
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Stakeholder Engagement

IMPROVING
STAKEHOLDER
OUTCOMES

The Group's mission is to
improve outcomes for customers,
whilst delivering value for
shareholders. However we have
responsibilities and engage

with a much wider group of
stakeholders and positive
engagement and outcomes for
these stakeholders is key to the
Group’s long-ferm success.

All of our interactions are
governed by the Group's Code
of Business Ethics and Ethical
Conduct which sets out how we
can maintain a high standard of
integrity across all engagement.

Read how we are integrating
responsible Environmental, Social and
Governance ('ESG’) business practices
into our everyday operations:
www.thephoenixgroup.com/
sustainability2019
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Key Stakeholders

CUSTOMERS

10 millien policies with £248 billion

of assets under administration. Key
products and services include with-prafit,
unit-inked, annuities, protection and
workplace pensions.

Page 62

SUPPLIERS

The Group has ¢ 1.000 suppliers of which
¢.19 are considered strategic or critical
to the business.

Page 63

How we engage

-

T=raugh a variety of channels, utlising
phone, e-mail, digital platforms, surveys,
written communications as well

as individual research projects and
direct interaction.

The Group has contract and relatonship
management teams which, using our
Governance Framework, defines the
engagement with cur strategic and critical
suppliers to buld and devetop mutua'ly
bereficial partnerships.

COLLEAGUES

Qver 4,400 colleagues based across

Europe supporting Phoenix Graup, Phoenix

Life, Standard Life Assurance and SunlLife.
In operational sites: Wythall, London,
Basingstcke, Bristol, Edinburgh, Glasgow,
Dublin and Frankfurt.

Page 64

By using survays, site-specific colleague
presentaticns, intranet content, trade
union representation, Inclusion netwaorks,
works councils, feedback channels,
networking, events and a

range of continual professional
development opportunities.

COMMUNITY

A range of community partners including
charities, schools, hospices and local
community groups benefit from the
Group's support across the year.

Page 66

Through dedicated face-te-face quarterly
rmeetings with ‘charity partners’ and
partnership schools, and on a less
regular basis with other commun ty
partners. Surveys and feedback is
routinely captured

ENVIRONMENT

The Group is committed to managing and
reducing its environmental impact and
considers the ongoing effects of climate
change on its operations

Page 68

By working with a range of brokers to
actively monitor the energy market and
help procure in Iine with risk appetite,
expioring green technclogy whenever
posstble. The Group benefits from

a range of in-house specialists and
external expertise to help manage the
Group's carbon reduction programme,
Colleagues regularly support a range of
environmental-based comrnunity groups
10 volunteer their tme to help protect
the wider environment.

INVESTORS

The Group maintans an active dialogue
with its investors throughout the year.

Page 71

.

We have a comprehensive
communications and engagement
programme, which includes investor
roadshows in several geographies,
conferences, Capital Markets Days
and sales tearn presentations.

GOVERNMENT, TRADE
BODIES AND REGULATORS

Actively contributing to policy
developments impacting long-term

savings. Collaboration with a range of trade

associations relevant to sector. Ongoing
regulatory engagement.

Poge 72

Through meetings, research and
attendance at industry greups and
relationship managers.
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Stakeholder Engagement continued

OUR

CUSTOMERS

The Group recognises the
responsibility it has to all
of its customers.

IMPROVED COMMUNICATIONS
AND CONNECTIONS

The Group's Customer Treatment Risk
policy covers risks arising from the
design or management of products,
or from the failure to meet or exceed
reasonable customer expectations,
taking account of regulatory
reguirements. Customer treatment
risks are aligned to the areas of focus
in Phoenix Group's Customer strategy.

One aspect of the Group's Customer
strategy involves improving
communications so that customers
understand what they can do with their
policy or plan and ge on t© make an
informed decision should they wish

to take any action.

During 2019, key communication
initiatives included signposting services
and organisations to help customers
take a proactive role in managing their
financial affairs.

A number of activiies were focused
on enhancing customer experience,
for example vulnerable customer
support and retirement event invites.

EIRead more about key
customer engagement
activities undertaken during
the year on page 30
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LISTENING TO CUSTOMERS
Feedback from customers is obtained
through automated surveys, individual
research projects and maost recently
through talking with the wider
‘customer community’ about their
experiences and how they like

to engage with the Group.

CUSTOMERS IN VULNERABLE
CIRCUMSTANCES

Phoenix has a vulnerable customer
strategy which aims to address
vulnerability to the extent that the right
outcomes for customers are achieved
regardless of whether they are living

in vulnerable circumstances.

A number of inftiatives were
progressed during the vear ingluding
providing opportunities to support
people fiving with dementia, the launch
of a unigue initiative in conjunction with
Living Streets charity to help tackle
social isolation amongst the over

6hs, through the dalivery of regular
community walks and work with
Money Advice Trust, a charitable

trust providing free debt advice.

The Group continues to engage with
regulatory autherities and industry
working groups on pension scams
and looks at ways to better protect
customers from becoming victims
through raised awareness.

PUTTING THINGS RIGHT FOR
OUR CUSTOMERS

Complaint activity including those
referred to the Financial Ombudsman
Service or the Pensions Ombudsman
Service is monitored and a significant
proportion of complaints are resolved
across the Group, In less than three
days. This is a key performance
indicator for the complaints team

and results in a better experience

for customers.
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DIGITALISATION

In 2019 the digital proposition
continued to evolve across the Group,
with further investment in onling
capabilities and connecting digitally
with customers to increase
engagement. This has enabled website
access 24/7, whilst also reducing

the volume of paperwork issued.

Customers wishing to consolidate their
pension pots using the onling guidance
journey have alsc continued to
increase. Technology has also bheen
implemented to capture customer
feedback in real-tme.

DATA PRIVACY AND CYBER
SECURITY

Phoenix Group has an appointed
Data Protection Officer to monitor
compliance with the GDPR and DPA
2018, providing advice on Phoenix
Group's data privacy obligations and
acting as the point of contact for data
subjects and regulatory authoritios.

The Phoenix Group Data Protection
Officer owns the Group Privacy policy
and Data Protection Risk palicy and
maintains oversight of ongoing privacy
compliance. This is done through policy
assurance testing, privacy reviews and
ongoing training.

Phoenix has continued to strengthen
and improve its security position
around customer data through the
deployment of market leading tools,
controls and policy harmonisation.

Security controls to protect the
Company from cyber-related incidents
have also been deployed and a
dedicated security operations team

i3 In place 1o effectively respond to
emerging cyber threats. The Group
nas had no significant cyher-related
incidents over the year.
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OUR

SUPPLIERS

We rely on our service
providers and partners fo
support the delivery of our
strategic objectives.

SUPPLY CHAIN MANAGEMENT
Sourcing and procurement at Phoanix
goes heyond the initial evaluation and
selection processes and includes
implementing and managing a good
waorking relationship with all suppliers.

The Group's Sourcing and Procurement
policy sets the minimurm cperating
standards relating to the management
of sourcing and procurement risk
throughout the Group and forms part
of the sourcing and procurement
control framework. The framework
prevides support through the sourcing
lifecycle at all stages including supplier
evaluation, risk-based due diligence
and contract management.

The Commercial Partnerships team
rmanages a decentralised procurement
rmaodel for low valueflow volume spend,
enabling the business to cperate
flexibly but within the controls of the
Sourcing and Procurement policy.

This has a robust oversight and
governance model.

The Group has ¢.1,000 suppliers of
which ¢.19 are considered strategic
or critical to business'.

1 A Strategic Relationship is financialty important
to the Group and provides a critical service A
disruption in supply would create significant
issues for Phoenix. A Cntical Supplier is where
the provision of goods or services 1s limited to
few suppliers and that the goods or services
provided would signmificantly damage Phoenix
should these services fail.

For strategic or critical providers,
Phoenix has a dedicated professional
relationship manager assigned. Their
role is to govern the relationship,
measure and menitor performance and
work to continually improve outcomes
for all stakeholders.

In 2019 a single procurement function
was Implemented 1o operate across
the enlarged business under a
harmonised Sourcing and Procurement
policy and framework. All Standard Life
Assurance Limited suppliers are being
segmented and will now operate within
the Phoenix Supplier Management
Model. This model is well established
and allows experts from the business
to engage with experts from their
suppliers to manage therr subject
matter area, with support from
relationship managers ensuring that
services are overseen and delivered
effectively.

PROMPT PAYMENT CODE

The Group voluntarily signed the
Government’s Prermpt Payment Code
in 2012 and from January 2018 has
heen submitting relevant statements
under the Small Business, Enterprise
and Employment Act 2015 for the
duty to report payment practices.
The Group is committed to supporting
the culture of prompt payment in

the business community.
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MODERN SLAVERY

Phoenix Group takes active steps to
ensure its supply chain is not engaging
in any form of modern slavery or
numan trafficking. In February 2013 a
staterment was published on the Group
website pursuant to Section 54, Part 6
of the Modern Slavery and Human
Trafficking Act 2015. The statement
details the policies Fhoenix has in place
and the ongoing actions that will be
taken to continue to support the
combating of modern slavery and
human trafficking in supply chains.

As a part of the Group’s Sourcing and
Procurement policy, Phoenix wil!
identify any supplier that supports the
delivery of care services and will
review their adherence to the Modern
Slavery Act on an annual basis. To date
there have been no issues raised with
reviews conducted.

B The Group’s Modern Slavery and
Humean Trafficking Statement is
available at www.thephoenix
group.com/mss
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OUR

COLLEAGUES

We are an employer of choice offering rewarding
careers and opportunities, promoting physical, financial
and mental wellbeing in the workplace and
empowering a wholly inclusive workforce.

i he Group's Human Hescurces ('HR')
policy defines people risk, which, if
unmanaged, could result in a reduction
in earnings or value, through financial
or reputational l0ss.

The minimum control standards in
place enable effective management
around the attraction, recruitment,
development and engagement of
colleagues, whilst ensuring compliance
with any fegislation and external
regulatory reqguirements.

Adherence to this policy Is managed
by the Group’s HR department via
quarterly assessment of the minimum
control standards. There were no
material issues raised during the year.

I he Group has been recognised tor the
eighth consecutive year as being hsted
as one of the UK's Top Employers, and
became a signatory to the Scottish
Business Pledge in 2019, which portrays
the Group's commitment to being a
responsible employer.

DIVERSITY AND INCLUSION
The Group's Diversity and Inclusion
strategy was refreshed during the
year and commitment towards the
published targets remains key.

The targets are ambitious and sector

Read more about our colleague
engagement activities in the
Group’s Sustainability Report
www.thephoenixgroup.com/
sustainability2019

Kl Read more about diversity
and inclusion at www.the
phoenixgroup.com/diversity
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leading, and now will retlect all entities
within the Group. Progress on the

Group's targets is available on page 36.

COLLEAGUE INSIGHT SURVEY
Building on the cultural survey from
2018, the Group introduced a new
six-monthly insight survey to
understand colleagues’ experiences
with regard to direction and change,
leadership and the ability to speak up.

COLLEAGUE ADVISORY FORUM
In April, Group Board Member Karen
Green was appointed as Director for
Workforce Engagement, facilitating
communication between colleagues
and the Board. Read more on page 84.

INCLUSION NLETWORKS
Various inclusion networks are

in operation across the Group which
are sponsgored by mambore of tho
Executive Committee, portraying
the importance placed on colleague
coflaboration and employee voice.

VALUES AND PERFORMANCE
MANAGEMENT

The Company’s new values form
the foundation for a revised Group-
wide approach to performance
management and to measuring
engagement and colleague insights.
This single approach to performance
manAgement measiires hnth what'
and ‘how' and differentiates individual
contribution through a clear six-
paint rating aealn

INSPIRING CONFIDENCE
THROUGH LIVING OUR VALUES

I ast year's cultural survey helpea shape
the new valucs for the Group.

Passion

We make a positive impact by caring about
customers, colleagues and communities

Responsibility

We do the right thing by taking perscnal
@ ownership

Growth

We succeed through learning, experimenting
and adapting

Courage
We innovale by challenging ourselves and
others to do better
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Difference
We collahorate and find strength through
respecting and embracing new perspectives
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REWARD

The Group continues to attract, develop
and retain talented individuals by offering
a competitive range of benefits and
development cpportunities. The Group
15 in discussions with the Living VVage
Foundation to understand in more

detail the requirements to gain full
accreditation as a Living Wage Employer.
The Group has been paying at least

the Real Living Wage to colleagues
since 2014,

The Group also provides the apportunity
for employees to participate in the
Company's all-employee share
schemaes, which include Sharesave and
the Share Incentive Plan, to encourage
breader share cwnership in the
Company.

FINANCIAL CRIME PREVENTION

In order to ensure that any financtal crime
matters or occurrences are effectively
managed, the Group has a number of
policics and practices in operation. The
Gronp's Anti-Bribery policy addiesses
bribery and corruption risks alongside
the Financial Crime policy which
addresses risks such as anti-money
laundering and fraud. Both policies detall
the minimum control standards and risks
that are to be managed to mitigate any
potential issuss.

Adherence to the Anti-Bribery and
Financial Crime policies is managed
by the Financial Crime team via
assessments of the minimum contro!
standards that make up the policies,
as well as themed Financial Crime
Reviews and Assurance testing.

Colleagues are required to complete
annual computer-based training around
both financial crime prevention and
adherence with the Code of Business
Ethics and Ethica! Conduct. Colleagues
are also required to complete a Gifts and
Hospitality Register which is overseen and
managed by the Financial Crime team.

The Group has a zero tolerance towards
bribery and corruption in all its forms and
adheres to the 2010 Bribery Act. Service
providers are advised of and engagad in
the zero tolerance approach to bribery
and corruption and are expected to
comply with Phoenix's minimum
control standards.

No instances or breaches were recorded
during the year.

WHISTLEBLOWING

The Group operates a Whistleblowing
policy, prompting colleagues to
disclose information where they
believe wrongdoing, malpractice or

risk exists across any of Phoenix's
operations. Colleagues are encouraged
to speak up about matters that concern
them, with the understanding that
confidentiality will be maintained.

HUMAN RIGHTS

The Group is committed to ensuring
that human rights are respected and
processes are in place to remove any
human rights issues both internally and
externally via outsourced relationships.

In line with the Equality Act 2010 and
mn order to ensure that the Group is
aligned to relevant Articles of the
United Nations Universal Declaration of
Human Rights, the Group has a Dignity
at Work policy in place. The policy
covers bullying and harassment of and
by managers, employers, contractors,
suppliers, agency staff and other
individuals engaged with the Group.

All colleagues are required to comply
with the policy and take appropriate
measures to ensure harassment and
bullying do not oceur.
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Adherence to the pelicy is managed
by the Group’'s HR department via
assessment of the minimum control
standards. During the year the Group
effectively resoived all employee
disputes and as a result was involved
in no employment tribunals.

HEALTH AND SAFETY

The Group operates a Health and
Safety policy which helps manage risks
and adverse effects.

The Group has reported four reportable
accidents during 2019 which were
reported to the Health and Safety
Executive under the Reporting of
Incidents, Disease and Dangerous
Occurrence Regulations ('RIDDOR).

The Group aims to reduce this figure by
50% across 2020 through a proactive
safety approach to communicate with
colleagues and make them aware of
warkplace risks.

All colleagues are required 1o complete
annual computer-based health and
safety training. Arrangements are in
place to manage onsite facilities across
all sites, ensuring the working
environment is compliant and fit for
purpose.
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OUR

COMMUNITY

We strive to improve
educational opportunities
and life chances for
individuals within our local
community. We contribute
to our local communities

— providing donations,
skills, time and resources
to the cause.

PHOENIX GROUP’S CHARITY
PARTNERS OF THE YEAR

The Group continues to recognise
the importance of corparate
charity partnerships.

The Group's partnership with Midlands
Air Ambutance Charity and London's
Air Ambulance Charity is coming to
the end of its six-year collaboration in
March 2020. Across this partnership
the air ambulances have benefited
from in excess of £876,000 since 2014
{c. £97,000 for 2019). In addition,
colleagues in Scotland have supported
Scotland's Charity Air Ambulance
donating over £105,000 in 2019.
Colleagues in Basingstoke have
supported Hampshire and Isle of
Wight Air Ambulance, with a donation
of £10,000.

The largest fundraiser of 2019 was the
festive run in London which involved 46
teams of colleagues, air ambulance staff
and suppliers. This eventraised in excess
of £24,000 after Cormpany matching.

SuriLife colleagues have supported
Alive Activities Limited across the year,
enriching the lives of older people in
care and supporting training materials

Read more abeout our
community initiatives in the
Group’s Sustainability Report
www.thephoenixgroup.com/
sustainability2019

for carars. One fundraiser involved

57 colleaguss participating in the
SunLife Big Charity Challenge, walking
the Brecon Beacons.

Further atield colleagues continued

to support a local children’s cancer
foundation Hilfe fir krebskranke Kinder
eV, Frankfurt in Germany, with a
donation in excess of €20,000, and the
Austrian Cancer Foundation in Vienna,
Osterreichische Krebshilfe Wien, with
a donation of €6,000. Colleagues in
Ireland commenced an 18 month
partnership with ALONE, benefiting
older members of the community.
Donations for this cause totalted in
excess of €71,000 across the year.

OTHER CHARITABLE DONATIONS
Outside of the formal charity
partnerships colleagues may also apply
for matched funding providing the
cause meets the Group's charity
criteria, and is not deemed political

or religious. Across the year a range

of causes were supported, including:
City’'s Lord Mayor’s Appeali,

St Michael's Hospice in Basingstoke,
Macmiltan Cancer Suppert, Action

for Children, Irish Cancer Society

and Alzheimer Scotland.

Onsite fundraising across all sites
benefited charities by in excess of
£32,000 and individual offsite
fundraising including an element of
statf-matching by the Group benefited
local charities by a further £200,000.

COMMUNITY WELLEBEING
Following its successful pilot in 2018,
the Group in conjunction with Living
Streets charity re-launched Wythall
Walking Friends. A unique colleague-
led walking project, aimed at
individuals aged over 85 living in

the local community.

The Group's dementia champions
continued to provide awareness
sessions to colleagues in England,
supporting Alzheimer's Society.

66 PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019

COMMUNITY INVESTMENT

The Group has worked closely with various
ComMmunity partners over the year, offering
support in both financial and nen-financial
ways. Phoenix was premier sponsor of the
“Whthall and Hollywood Fun Run’ which
for this 10-year anniversary included a
10km, Bkm and 1.5km run through the
heart of Wythall's community and entered
the site’s grounds as part of the

official distancs.

The 5th Annual Jobs Fair in Bromsgrove,
hosted by Rt Hon Sajid Javid MP, was
co-sponsored by the Group, attracting
over 90 1ocal, national and international
ermployers and promoting local job
opportunities in the Midlands area.

In Irefand, support continued for Junior
Achievement Ireland, a programme
designed to give pupils an appreciation
of the value of work and enterprise.
Colieagues get involved with offering
Science Foundation Ireland FutureWize
Workshop events across Dublin. The
workshops emphasised the importance
of STEM and promoted a career
planning module.
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In the Edinburgh office, 15 young people
are also engaged with the Career Ready
programme, receiving reqular mentoring
sessions with colleagues.

VOLUNTEERING

Colleagues throughout the UK and
Ireland regularly denate their time and
skills to community causes.

London colleagues participated in City
Giving Day 2019 in aid of Lord Mayor's
Appeal, supporting the Chairman in his
role of Alderman. The Group's CEC
hclds the position of Chairman at

the Museum of Londen, praviding
pro-bono support.

Collectively Phoenix Group colleagues
donated over 8,000 hours across

the year, supporting a variety of
peneficiaries ranging from schools,
hospices, local parks, environmental-
focused projects to groups supporting
the vulnerable.

INSPIRING CONFIDENCE
THROUGH OUR COMMUNITY
PARTNERSHIPS

The Group's partnership with Midlands Air
Ambulance Charity is all about providing mutually
beneficial opportunities for our colleagues, the
wider charity and those living within our local
community.

This year colleagues were offered Cardiopulmonary
Resuscitation ('CPR’) training, equipping them with
skills that could save a fife. It is estimated that over
30,000 cardiac arrests take place outside of the
hospital setting every year in the UK, but the
survival rate is less than 1in 10.

CPR sessions were held onsite across a three-
month period, promoting the ‘Restart a Heart
Campaign’. The purpose was to raise awareness
and impart valuable life-saving skills, which
could help keep someone alive until medical
attention arrives.

The Group was shortlisted at the Better Society
Awards 2019 for the National Charity Partnership
Award in conjunction with Midlands Air
Ambulance Charity.

Emma Gray, Fundraising and Marketing Director
for Midlands Air Ambulance Charity said:

“We are very proud tc have offered this vital
training to 150 staff at Phoenix Group as part
of our long-standing partnership.”
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Stakeholder Engagement continued

OUR

ENVIRONMENT

We aim to minimise
our impact on the
environment.

Read more about our
Environmental initiatives in the
Group’s Sustainability Report,
www.thephoenixgroup.com/
sustainability2019

WASTE MANAGEMENT

AND CONSUMABLES
Operationally, the Group considers
its internal practices and 1s focused
on minimising waste and
increasing recycling.

All core sites continue to divert 100%
of their waste from landfill and new
waste streams for compostable iterms
and food waste have been introduced.

In 2019 at the Edinburgh and Wythall
offices, various single-use plastic and
non-recyclable items in use within the
restaurant and coffee shop facilities
were removed. The London office,
which is shared tenancy, achieved an
accolade for its achievements in waste
management, waste minimisation and
re-use in the form of the Clean City
Awvards Scheme.
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ENERGY AND WATER SAVING
The energy contract for the Group's
main UK offices is managed centrally
and from January 2012 all electricity

at these sites was provided from 100%
renewable sources, which is backed
up by Renewable Energy Guarantees
of Origin {{REGC'}.

Other initiatives in 2019 have included
upgrading lighting systems, making
use of LED technology to make site
operations iess energy intensive and
having electric vehicle charging stations
retro-fitted at the Wythall and
Edinburgh sites.

CONSERVATION

Colleagues have continued to
support environmental-focused
charities and community groups
such as Warwickshire Wildlife Trust,
National Trust, Bromsgrove District
and Redditch Borough Councils, Cangl
& River Irust, Hampshire and Isle

of Wight Wildlife Trust and the Heart
of England Forest which is home to
the Phosnix Way Wood. Tha Sunlife
operation continues its membership
of the Woaodland Trust.

INSPIRING
CONFIDENCE
THROUGH
RESPONSIBLE
INVESTING

In 2019, we continued to diversify
our investment portfolio by
completing another green deal.

Over £43 million was funded in
long-lerm debl to help finance an
operational wingd farm in south-
west Scotland, providing a long-term

reliable income stream from a clean
energy investment.
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GREENHQUSE GAS EMISSIONS
AND ENERGY CONSUMPTION
DISCLOSURE

This section includes an update on the
Groug's annual energy consumption

In 2019 absolute emissions {{ocation-
based Scope 1 and 2) have increased
by 8% due to the inclusion of Standard
Life premises for all of 2019 but only

a third of 2018. This increase has

The Group reports Scope 2 emissions
using the GHG Protocol dual-reporting
methodology, stating two figures

to reflect the GHG emissions from
purchased electricity, using both:

and greenhouse gas emissions for the
calendar year 20139 and the prior year,
2018. Emissions disclosed relate

to facilities, activities and property
investment portfolios where the
Group has operaticnal control.

The einissions repot led are based
on the main requirements of the
15014064 Part 1 and the GHG Protocol
Corporate Standard (revised edition).
Data was gathered at site leve!

to compile the carbon footprint.
Internaticnal Encrgy Agency and

UK Government Conversion Factors
for GHG Company Reporting have
been used to convert activity data
into carbon dioxide eguivalent
('CO.e') emissions,

The scope and depth of reporting has
been expanded in recognition of the
growing importance of tackling the
climate emergency and in preparation
for Streamlined Energy and Carbon
Reporting {'SECR’} which will apply
to next year's disclosure.

For the first time, fugitive emissions
{based on refrigerant top-ups) in

Scope 1 and emissions from employee
car travel for business purposes in
Scope 3 have been disclosed.

Following the purchase in 2018 of
much of the Standard Life busingss
property investment portfolios as

well as cccupled premises in Ireland,
Germany, Austria and the UK are
included. Further, in property
investment portfolios, where energy
consumption is sub-metered to
tenants, this also falls into Scope 3
reporting, whereas all other landlord-
obtained consumption remains as
Scope 1 or 2 emissions. Also included
for the first time is a8 comparison of
werformance for occupied premises
and appropriate investment properties
against the BBP REEB benchmarks.

* a location-based method that reflects

the average emissions intensity of
the national electricity grids from
which consumption is drawn; and

* a market-based method that reflects

emissions from electricity specific
to each supply / contract. Where
electricity supplies are known to be
from a certified renewable source,
a zero emissions factor is used,
otherwise residual mix factors

are used.

GREENHOUSE GAS EMISSIONS!

outweighed the reduction in the
emission factor for consumption of
purchased electricity (Scope 2) and
the reduced consumption of energy
on a like-for-like basis. For the like-for-
like set of occupied premises and
investment portfolios, there has

been a significant reduction of 15%

in Scope 1 and 2 emissions.

1% of electricity consumption is from
certified renewable sources — which
explains why the market-based
emissions for Scope 2 are significantly
less than the location-based emissions.

Absolute GHG emissions in tonnes of CO,e

2012 2018

markel- locatior- location-
Emissions, tonnes of CO,e, from. based pased hased
Scope 1 - Combustion of fuels, business
travel in company cars, and fugitive ermssions
of refrigerant gases 4,203 4,203 3,463
Scope 2 ~ Electricity purchased for landlord
shared services and own use {purchase of
heat, steam and cooling not applicable) 3,702 13,052 12,5633
Scopes 1 and 2 — Mandatory carben
footprint disciosure o 7,905 17,255 15,997
Scope 3 — Energy sub-metered 1o tenants,
business travel In employees’ cars, and
transmissions and distribution losses
from electricity 760 4,267 5,728
Scopes 1 and 2 and 3 — Voluntary 3 scopes
carbon footprint 8,665 21,523 21,725

1 Emissions factors — [EA [for location-based Scope 2 and Scope 3 T&D losses), AIB {for
market-based residual mix factors for non-renewable electricity), and DEFRA {fuels, refrigerants
and car travell. There is a significant ime-lag in the avalability of [EA factors —the 2019 factors will
not be published until late 2021. Therefore all 2019 consumption data are converted using the
factors actually ansing in 2015 {except car travel which uses DEFRA factors as published in 2018).
Whilst imperfect, we can consistently and readily report emissions internally from the first day of
ayear {foer monthiy/quarterly reporting! Emissions are thus somewhat overstated rather than
understated; though this encourages energy reduction and scurcing of renewable energy.
Refrigerants — Refrigerants data have only been coliected, and shown, from 2019 (380

tonnes COe)

Phoenix Greup's chasen intensity measurement?

2018 2018
location-based location-based
Scope 1 and 2 Emissions from occupied premises 62 kg 73 kg
per floor area intensity COsefm? CO.e/m?
Scope 1 and 2 Emissions from occupied premises 3.7 tonnes 3.8 tonnes
per full-time equivalent employee (FTE) Intensity CO;e/FTE CO,e/FTE

2 Qur intensity measurement calculations currently only include our Wythall estate and leased

floor of Juxon House
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Approximately 1.3% of 2019 building
energy consumption has been
estimated as full year data was

not available for all sites.

In 2019 there was 87GWh of Group
energy consumption (building energy
and business trave! in either
employees’ cars or company cars) —

97% of which was from UK operations.

In greenhouse gas emissions terms
(Scopes 1, 2 and 3), UK sites account
for 96% of Group emissions.

The Group's chosen intensity metrics
detail carbon emissions per floor area
and per fuli-time equivalent employees
{'FTE‘} in occupied premises. The
intensity by both floor area and FTE
has decreased from 2018 to 2019 -
largely driven by 15% reduction at

the Wythzli site.

Several operational premises have
been excluded from intensity metrics
to aveid skewing the intensity results.
These premises were either not owned
for the whole two-year period that is
used to compare intensity or the
metering arrangement between
landlord and tenant does not currently
allow precise allocation of consumption
between parties.

ENERGY BENCHMARKING
COMPARISON

The chart below compares the 2019
energy intensity performance of
sorme of the Group’s occupied offices
and appropriate investment property
offices against the most recent BBP
REER benchmarks.

REDUCING OUR ENERGY
CONSUMPTION AND EMISSIONS
The actions the Group is considering in
order to reduce its carbon footprint are
in line with the need to use energy
efficiently, thus reducing consumption,
and also drawing on decarbonised
supplies of energy. These include:

® taking forward energy consumption
reduction measures — in particular
from recent ESOS audits;

installing energy menitoring and
sub-meters;

enhancing building management
controls;

installing LED lighting; and

installing variable speed drives
on fans, motoers and pumpsets.

Office energy intensity in 2019, occupied premises and investment properties
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The chart shows that there is a significant range of performance, from better than 'good’ to poorer than “typical’.
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STRATEGIC RERORT

OUR

INVESTORS

Phoenix operates a
comprehensive investor
relations programme and
values an active dialogue
with the Group's financial
audiences including
institutional investors, private
investors, rating agencies
and research analysts.

INSTITUTIONAL EQUITY
INVESTORS

Throughout the year members of the
Executive Committee and the Investor
Relations team held meetings with
investors to provide updates on the
Group's strategy and operations. This
invalved 17 shareholder roadshows
and a total of 204 meetings with 310
existing and prospective equity
investors across the UK, North America
and France.

The Chairman and Non-Executive
Directors are available for investor
meetings to discuss various subjects.
The Board also receives feedback on
shareholder views through a biennial
anonymaous shareholder consultation
and is kept regutarly updated through
the distribution of equity research
notes, broker briefings and

meeting summaries.

RESULTS PRESENTATIONS

AND CAPITAL MARKETS DAYS

As part of its reporting cycle, the Group
holds full year and interim results
presentations which are webcast live
on Phoenix's website. {n addition,
Phoenix held a Capital Markets Day on
28 November 2019 in London which
was attended by 133 external
attendees and provided detailed
insights into the Group's operating
model and strategy. The event also
provided attendees with the
opportunity to meet with senior
management and Phoenix's subject
matter expearts.

Investor presentations are generally
filmed and the videos, as well as the
presentation materials and transcripts,
are made available on the Phoenix
Group website.

CONFERENCES

Conferences enable the Group to meet
with a significant number of investors
and are important platforms for
presenting Phoenix's investment
proposition. This year, Phoenix
attended six conferences in the UK and
two in Paris organised by a number ot
investment banks, including Bank of
America, J.P. Morgan Cazenove,
Investec, KBW, Morgan Stanley

and Natixis.

RESEARCH ANALYSTS

AND SALES TEAMS

Phoenix maintains an active dialcgue
with its equity and debt research
analysts, who are invited to attend
investor events such as results
presentations and the Capital
Markets Day.

Senior management and Investor
Relations held a total of 25
presentations to equity and debt
sales teams to promote the Phoenix
investment case. In addition,

they participated in seven

reverse roadshows.

DEBT INVESTORS

The Debt Investor Relations
programme is managed by the Group
Treasury department and supported by
the Investar Relations department. The
Board is kept informed of the current
credit views of debt investors through
reguiar debt capital markets updates
and summaries of meeting feedback.
Senior management conducted three
non-deal debt investor roadshows in
the UK, Continental Europe and Asia,
meeting 96 debt investors overall.

In addition, the Group Treasury team
also organised a Group lunch aimed

at debt investors.
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CREDIT RATINGS AGENCIES
AND BANKS

Phoenix's life companies and bonds
in issue have credit ratings by Fitch
Ratings. The Group meets with the
rating agency at least once per year for
the annual ratings review. The Group
Treasury Team and management last
provided Fitch with an ugpdate in
December 2019 in relation to the
announcement of the acguisition

of ReAssure Group plc.

Prior to that the tearmn had given a
comprehensive presentation in June
as part of the annual review process.
The Group Treasury department and
senior management also kesp a
constant dialogue with the Group’s
relationship banks.

ENVIRONMENTAL, SOCIAL

AND GOVERNANCE {'E5G’)
RATING AGENCIES

Phoenix responds to certain
guestionnaires from non-financial rating
agencies and is a constituent of the
FTSE4Good index which is designed to
measure the performance of companies
demonstrating strong ESG practices.

PRIVATE SHAREHOLDERS

Private shareholders are encouraged
to engage with the Group through the
Investor Relations team and Company
Secretariat. Contact details for the
Investor Relations team can be found
on Phoenix Group's website.

ANNUAL GENERAL

MEETING {"AGM’)

The Group's AGM is an oppertunity to
communicate with shareholders who
are invited to ask questions during the
meeting and then are able to meet with
members of the management team
and Directors. Businass to be
discussed at the meeting is notified to
shareholders in advance through the
Notice of Meeting. The Group will hold
Extraordinary General Meetings
{'EGMs’) 1o address matters that arise
in between AGMs such as for example
asking shareholders for approval of
certain corporate transactions that
require a shareholder vote.
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Stakeholder Engagement continued

GOVERNMENT,
TRADE BODIES
AND REGULATORS

We communicate the views
and concerns of customers
to government and wider
policymakers.

The Group regularly engages with
political stakeholders at Westminster
and Holyrood, along with key trade
bodies representing the industry, to
communicate the views and concerns
ot its customers to government and
wider policymakers.

GENERATION X

The Group sponsored the Pensions
Pclicy Institute ('PPI’) to undertake
research into the long-term savings
position of ‘Generation X,
encompassing those aged 38-53,
totalling around 13 million people.

The report considers the challenges
facing this generation, who are less
fikely to have the levels of Defined
Benefit provision enjoyed by those
betore them. Ihe report continues to
serve as a useful tool for conversations
with policymakers, clients and
customers, helping individuals achieve
better retirement cutcomes.

Read more on the Group’s website:
www.thephoenixgroup.com/
media/generation-vexed.aspx
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COLLABORATIONS WITH

TRADE ASS50CIATIONS

The Group cellaberates with a range
of trade associations representing the
sector. Susan Mclnnes, Group Director
of Open Business, continues as chair
of tha Ascociation of British Incurors’
{'ABI'} Long-Term Savings Committes,
which infarme the ABI'e work on koy
initiatives including the pensions
rashbnard, whirh nver time will enahie
customers 10 sae all of thair pencion
pots across different providers in one
place online.

Colleagues also lend their expertise

to a variety of expert working groups —
Phoenix has, for example, taken a
leading role in supporting the Pensions
Scams Industry Group, which has been
successful in helping to prevent scme
instances of pension fraud.

As a major employer in Scotland, the
Group bhecame a signatory to the
Scottish Business Pledges during the
year, 8 voluntary initiative between the
Scottish Government and business to
help build a fairer Scotland. Key
elements include paying the Living
Wage and a commitment to investing
in a skilled and diverse warkforce.
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Group Finance Director and Group
Director, Scotland, James McConvilie,
Is @ member of the Scottish
Government’s Financial Services
Advisory Board 'FISAB'), chaired by
the First Minister, which advises
Minictors on mattors relating to tho
financial services industry.

A record of our face-to-face meetings
wiith MSPs, memhbers nf the Scottich
Govornmont and Juniar Scottish
Minigtars is publicly available on the
Scottish Lobbying Register. The Group
actively supports Scottish Financial
Enterprise ('SFE'), the representative
bedy for Scotland’s financial services
industry, on their initiatives and working
groups, along with the Edinburgh
Chamber of Commerce.

REGULATORY RELATIONSHIPS
The Grovipy maintains a strong and
open relaticnship with the Prudential
Regulation Authority ('PRA), Financial
Conduct Authority {'FCA’) and ather
regulators. The Regulatory Relationship
team, which reports to the Group Chief
Risk Officer, manages interactions
with the PRA, FCA and other

primary regulators and liaises with
them regularly.

The Board Risk Committee also
receives monthly updates on the
Group's regulatory interaction.

The Strategic Report was approved by

the Board of Directors on 6 March
2020 and signed on its behalf by

A il

Clive Bannister
Group Chief Executive Officer
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Chairman’s Introduction

PROTECTING
OUR CUSTOMERS
AND SHAREHOLDERS

Strong governance must remain a bedrock
for the Group as we continue fo grow as a
FTSE 100 company, with the aims of both

protecting our customers and shareholders
and enhancing our performance.”

Nicholas Lyons
Chairman

UK CORPORATE GOVERNANCE CODE

As detailed in the Corporate Governance Report on pages 81 to 130, we
comphedin 2013 with all the provisions of the UK Corporate Governance
Code {'the Code’}. This followed our taking steps to comply with the new
Code provisions which applied to Phoenix from the accoumting year 2019,
We have cornplied with all the provisions of the Code in its appropriate
varsionin cach of tha last fiva years.

SFCTION 1772

Details of how the Board engaged with Phoenix's various stakeholders in
accordance with section 172 of the Companies Act 2008 are shown in the
Corporate Governance Heport on pages 87 to 130,

FAIR, BALANCED AND UNDERSTANDABLE

In accordance with the UK Corporate Governance Code, the Directors
confirm that they have reviewed the Annual Report and consider that it 1s
fair, balanced and understandable and provides the information necessary
for shareholders to assess the Group’s position, performance, business
model and strategy.
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SHAREHOLDERS

I am gratefu! to our shareholders for
thair continual strong support, both for
ongoing matters at our AGM and for
our strategic propositions. Following
the tremendous support for two large
rights issues in 2016 (Abbey Life
acquisition) and 2018 {Standard Life
Assurance acquisition}, we are not
calling on our existing shareholders

to provide equity for the acquisition of
ReAssure Group. However, | do wish
to thank them for their strong support
at our May 2019 AGM when

all 24 resolutions were passed with

a majority of at least 92% of all votes
cast and at our General Meeting in
February 2020 for the acquisition of
ReAssure when both resolutions
were passed by at least 99% of all
votes cast.

Many of our shareholders have been
with us on our upwards trajectory into
the FTSE 100 index which we joined
in March 2019. Qur Board Evaluation
Review was undertaken in the fourth
quarter of 2019. This followed our
two-day Board strategy offsite session
in July 2019 and focused on how the
Board could best drive the Group's
corporate strategy forward,
underpinned by strong governance;
1o the continued benefit of customers
and shareholders.

I am particularly grateful for the support
we receive from our biggest sharehalder
and stratedic parner, Standard Lle
Aberdeen and look torward to
welcoming two new strong strategic
partneis, Swiss Re and MS&AD who
die et expetied w hold dpproxinnaely
13% 10 15% of vur Wlal shares it issue
on completion of the ReAssure
acquisition later this yedr.

BOARD OF DIRECTORS

AND SUCCESSION

A maior role for the Board, the
Nomination Committee and me, as
Lhairman, was the orderly succession
fur our Group Chiwl Executive Offlicer.
We tocused on this in 2018 and | am
nleased that we secured Andy Briggs
as the successor to Clive Bannister
atter Chive's superb nine years at the
Phoenix helm. Andy was appointed
as our top choice for the role after a
robust process, considenng both
internal and external candidates.



CORPORATE GOVERNANCE

Our Group Finance Director Jim
McConville retires at our May 2020
AGM after eight very successful years
as Group Finance Director. The
succession for Jim has been carefully
planned and | am confident that Rakesh
Thakrar, our Deputy Group Finance
Director since July 2014, will be a
waorthy successor to Jim.

In September 2018, we were pleased
10 welcome Mike Tumilty to our Board
as one of the Standard Lite Aberdeen
nominees (in accordance with their
shareholder rights). Mike is a
replacement to Barry O'Dwyer who
left the Standard Life Aberdeen Group
{'SLA) to become Chief Executive of
Royal London. | wish to thank Barry for
his Tnsightful contribution during his
short time on cur Board. | look forward
to welcoming to our Board a nominee
from each of cur new strategic partners,
Swiss Re and MS&AD, on completion
of the ReAssure acquisition later this
year. As well as bringing a new
geagraphical element, | am canfident
that the directors nominated to gur
Board by Swiss Re and MS&AD {who
will each have rights attached to their
shareholdings to nominate one director
to the Phoenix Board) will bring strong
additional skills to our Board.

At that point, SLAs shargholding

is expected to reduce to the level
{between 10% and 15% of issued
share capital) where they will have one
nominee instead of twa on our Board.

GROWTH
WITH ROBUST
GOVERNANCE

During the five years from 1
January 2015 1o 31 December
2019, Phoenix's market cap
trebled from £1.8bn to £5.4bn.

Its FTSE position rose from 167th
to 91st. During that time, Phoenix
remained fully compliant with the
provisions of the UK Corporate
Governance Code.

KEY STATISTICS Decegg:‘!; Decerg‘t;fsr
Market Cap £5.40bn £4.06bn
FTSE position 91 97
AGM votes in favour of all resolutions May 2019 May2018
92% 93%

UK Corporate Governance Code Fully Fully
compliant complant

in 2019 n 2018

Given the Executive Directorship
changes and continual rotation of
non-executive Directors over the

last few years (including my own
appointment as Chairman in October
2018}, the Board Evaluation Review
concluded 1n 2019 that a period of
Board stability would ba preferable
going forward. This excludes

the changes from our strategic
partnerships. This conclusion

was reached after the review had
considered the balance of skills and
experience on the Board and that these
were strong and appropriately diverse.

During the year, Karen Green
commenced her role as Directer for
Workforce Engagement. This has
commenced encouragingly and further
information is provided in our Corporate
Governance Report on page 8B4 | see
this as part of a wider programme of
enhancing the Board's engagement
with our Phoenix colleagues. We held
one particularly successful interactive
day when the Board met in October
2019 in our Edinburgh office, and

we took the opportunity to hold
engagement sessions for colleagues
from across the business with all
Board members and also each of our
Audit, Remuneration and Risk
Committee Chairs.

| am pleased that our Board complies
{as at 10 March 2020} with the target
of the Hampton-Alexander Review for
the Board to be at Ieast 33% female.
With the proposed appointment to the
Board of Rakesh Thakrar at cur May
2020 AGM, we will comply with the
target of the Parker Review for the
Boards of FTSE 100 companies to
contain at least one ethnic minority
director by 2021.
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EVOLUTION OF BOARD FOCUS
As well as the continual focus of the
Board on strategy and perfoermance,
the Board has increased its activity

in 2019 on the important topic of
Environmental, Soctal and Governance
('"ESG'}) matters and the Group
appointed its first Head of
Sustainability. The Board will continue
to increase its activity in this sphere.
The Board also reviewed the Group's
culture and values in 2019 appropriately
focusing on these matters as central to
how the Group operates to the benefit
of custormers, shareholders and our
colleagues. Details of how the Board
engaged with Phoenix's various
stakeholders in accordance with
section 172 of the Companies Act
2006 are included in the Cerporate
Governance Report on pages 82 to 83.

The following sections provide more
detail on our Board of Directors,
Executive Management team,
operation of governance and
remuneration practices:

* Board and Committee struciure
* Board of Directors

* Executive Management Team

* Corporate Governance Report
+ Directors’ Remuneration Report

¢ Directors’ Report.

Nicholas Lyons
Chairman
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Corporate Governance

IN THIS SECTION

The Corporate Governance Report has been restructured to align with the five pillars

of the UK Corporate Governance Code 2018.

BOARD STRUCTURE

PR

BOARD OF DIRECTORS

EXECUTIVE MANAGEMENT TEAM .

CORPORATE GOVERNANCE REPORT

BOARD LEADERSHIP AND
COMPANY PURPOSE

Board allocation of agenda time
Operation of the Board

DIVISION OF RESPONSIBILITIES

Board roles and respensibilities

Board and Committee attendance

COMPOSITION, SUCCESSION
AND EVALUATION

Normination Committee Report
- Rale of the Committee
— Board Succession

~ Board diversity policy
Board evaluation review

AUDIT, RISK AND .
INTERNAL CONTROL

Page

Board and Committees and overview of their responsibitities 77
Biographical details and experience of the Directors 78
Roles and responsibilities of the Executive Management team 80

81
Culture, values and their link to Companies Act Section 172
How the Board has discharged its Saction 172 duties
Bringing the Employee Voice to the boardroom

88
Board Independence and Appointment Terms

20
— Board recruitment process and recruitmenit of the new CEQ

g2

Audit Committee Report

— Roie of the Committee

— Principal Activities during 2019

— Auditor's Appointment

— Assessment of the Effectiveness of the External Audit Process
— Auditor’s Independence and External Auditor Policy

— Significant Matters considered in relation to the Financial Statements
Risk Committee Report

— Rcle of the Committee

— Significant Matters discussed in 2019

— Principal Activities during 2019

— Review of Systemn of Internal Controls

DIRECTORS’ REMUNERATION REPORT

REMUNERATION

Role of the Committee

Rermuneration Committee Chair's letter
Director's Remuneration Report

— Remuneration at a glance

— Directors” remuneration policy

— Annual report on remuneration

99

j 6 PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019



CORPORATE GOVERNANCE

Board Structure

PHOENIX GROUP HOLDINGS
BOARD AND COMMITTEES

The main focus of the Phoenix Group Holdings Board is on Group strategy and performance, with input from Board
committees. The chart below sets out the main activities of the Phoenix Group Holdings Board and its Committees.
More detailed operational and customer-focused matters are addressed at the subsidiary beard and committee level.
The Board has delegated specific responsibilities to four standing committees of the Board. The terms of reference
of the committees can be found on the Company’s website.

The role of the Board and its commitiees

PHOENIX GROUP HOLDINGS

PLC BOARD

* (Group Strategy

* Major Transactions

* Group Budget

* Group Risk Appetite

* Performance Maonitoring

+ External/Sharehclder Reporting
* External Debt

page 78

BOARD COMMITTEES

Audit Risk Nomination Remuneration

Committee Committee Committee Committee

+ Financial Reporting * Risk Appetite and e Board and e Group

e Int | Controls high-level Hisk senior Executive Hemuneration
nternal Lontrols Matters Appointments Framowork

= Exlenial Audil * The Group's Risk * Diversity and * Executive Director

» Internal Audit Management inclusion Remuneration

Framework * Board and Senior * Employee Share
Executive Schemes

Succession Planning

page 92 page 97 page 90 page 99
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Board of Directors

THE GROUP IS GOVERNED BY OUR
BOARD OF DIRECTORS

The Board comprises the Non-Executive Chairman, the Group Chief Executive
Officer, the Group CEO Designate {unfil 10 March 2020 when he assumes
the role of Group CEQ), the Group Finance Director, two SLA nominated
Directors and seven independent Non-Executive Directors.

1. NICHOLAS LYONS
Chaisman

®

Appointed to the Board: 31 October 2018

Experience: Nicholas Lyons was appointed Chairman
of the Board of Directors of Phoenix Group Holdings
and Chairman of the Nomination Committes of
Phoenix Group Holdings with effect from 31 Octaber
2018 Nicholas Lyons ionned JP Morgan in 1982, where
he worked for 12 years In debt and equity capital
markets and mergers and acquisitions. He spent eight
years at Lehman Brothers, as a Managing Director

i their European financial institutions group, ending
his executive career in 2003 as Global Co-Head of
Recruitment. 8r Lyons has held 2 number of positions
on the boards of ather financial institutions including
the Pension Insurance Corporation, where he was

the Senior Independent Director from 2016 until July
2018. He also held pasitions on the boards of the
Catlin Group Limited, Miller Insurance Services Ltd
where he was Chairman from 2008 until 2018, Friengs
Life Group limited and Friends Life Holdings ple Mr
Lyons is on the Board of the British United Prowident
Association Lirmited (EUPA) and Convex Group Limited
and 13 also Charman of Clipstone Industrial REIT pic
He 15 an Alderman in the City of London Corporation

2. CLIVE BANNISTER
Group Chie Execatve Otficer
{Until 10 Barch 20200

Appointed to the Board: 28 March 2011

Experience: Clive Bannister joined the Group in
February 2011 as Group Chief Executive Officer
Prior to this, Mr Bannister was Group Managing
Directer of Insurance and Asset Management at
HSBC Holdings pic He joined HSBC in 1994 and held
various leadership roles in planning and strategy n
the Investment Bank (USA] and was Graup General
Manager and CEO of HSBC Group Private Banking,
He started his career at First Natonal Bank of Boston
and prior to working at HSBC was a partner in Booz
Allen Hamilton in the Financial Services Practice
providing strategic support to financial institutions
including leading insurance companies, banks and
investment banks Mr Bannister is also Charman

of the Museurn of London
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3. ANDY BRIGGS
Group Chiaf Executve Ofhoer
IFrom 10 Mares 20200

Andy Briggs was appointed Group Chief Executive
Officer (designate] of the Company on * January 2020.
Mr Briggs has over 30 years of insurance industry
leadershio experience and 15 a qualified actuary He
was Group Chief Executive of Friends Life, the listed
insurer, Managing Director of Scottish Widows,

Chief Executive of the Retirement Income division at
Prudential and Chairman of the ABl. Most recently he
was CEQ UK insurance of Aviva plc untl Apnil 2019
He is a Trustee and Charr of the Income Generation
Committee of the NSPCC and also serves as the

UK Government's Business Champion for the
Ageing Society

4. JAMES MCCONVILLE
Geaup Foance Dirsctar
and Graup Direclor, Scotland

Appointed to the Board: 28 June 2012

Experience: Between April 2010 and December 2011,
Mr McConville was Chisf Finance Officer of Northern
Rock plc Prior to that, between 1988 and 2010, he
workad for | nyds Banking Group ple formerfy | loyds
TSB Group ple) in a number of senior finance and
strategy related roles, latterly as Finance Director of
Seottish Widows Group and Director of Finance for the
Insurance and Investmenis Division. Dunng 2011 and
2012, Mr McConville was a Non-Executive Director

of the life busingsses of Aegon UK. in 2014, Mr
McConville joined the board of Tesco Personal Finance
plc as a Non-Executive Diractor, Mr McConville
qualfied as a Chartered Accountant whilst at Cocpers
and Lybrand

5, ALASTAIR BARBOUR

Seqon independent Drector

®®Ea)

Appointed to the Board: 1 October 2013

Experience: Alastar Barbour has over 30 years’ aucit
experience with KPMG where he worked scross the
full spectrum of financial services clients from large
general nsurers and reinsurers to the hfe insurance and
investment management sector, working on a range

of aperational and strategic issues Mr Barbour is the
former Head of Financial Services, Scotland for KPMG
Hea retired from KPMG in 2011 1o bulld a non-executive
carger. He is a Drector and Audit Committee Chairman
of RSA Insurance Group ple and Chairman of Liontrust
Asset Managernent ple {both London Stock Exchange
listed companies] He s also a Director of The Bank of
N.T Butterfield & Son Limited, a group hsted on the
New York Stock Exchange and in Berrmuda. Mr Barbour
was appointed Senior Non-Executive independent
Director on 2 May 2018




CORPORATE GOVERNANCE

6. CAMPBELL FLEMING
Hon Prpoutive: Dot

Appointed to the Board: 31 August 2018

Experience: Campbe | Fleming 1s the Global Head

of Distnibution at Aberdeer Stancard Irvestments,
the asset maragemant business of Standard Life
Absrdeen He joinea Aberdeen Asset Managemeant
in August 2016 from Colurntia Threadneedle
Investmenits where he was the Cnief Exgcutive -
EWEA and Global COQ for four years Mr Fleming
recently stepped down as Chair of the Investrrent
Associgtion Trade Committee and has previously held
senigr positions at JP Morgan Asset Management

7. KAREN GREEN
Indepercent Mor-Exezut ve Director @ ®

Appointed to the Board: 1 July 2017

Experience: Karen Green s the former Ch ef Executive
of Aspen UX, which comprised the UK insurance
companies’ of Aspen Insurance Holdings, and was a
member of the Aspen Group Execut ve Committee

for 12 years She also held a number of other

senior positions including Group Head of Carporate
Developmer:, Strategy, and Otfice o the Group CEQ.
Prior to that, she held various senior prvate equity

and cerporate “inance roles from 1997 to 2003 at GE
Cap:tal and then MMC Capital, gaining substantial
M&A expenence, having worked previously at Baring
Brothers and Schroders Ms Green 1s 3 non-executive
director at Admiral Group pic and :s a Council Member
of Llayd's of London She is also a Vice President of the
Insusance Institute of London

8. WENDY MAYALL
Independent Non-Exacdtive Drector

Appointed to the Board: 1 September 2018

Experience: Wendy Mayall has over 30 years of asset
rmanagement experience, including as Group Chief
Investment Officer and later consuftant at Liverpool
Victoria from 2012 10 2015, having previously been
Chuef Imnvestrmen: Officer for Unilever's UK pension
fund from 1996 10 2011 and holding management
resoonsibity for Unilever’s pension funds globally.
From 2006 to 2009, Ms Mayall was the Chair of the
Investment Committee of the Mineworkers Pension
Scherme, a British government appointment to one

of the largest goverament backed pension schemes
in the UK Ms Mayall s 2 Mon-Executive Director of
Old Mutual Wealth Oversight Council Sheis also the
Senior independent Director and Audit Committae
Chair of Fidetity tnvestrnents Life Insurance Company
and Chair of the Funding Committee for TPT
Retrement Solutions.

9. JOHN POLLOCK
I~cependent Non-Exacutive Drector @

Appointad to the Board: 1 September 2018

Experience: John Pol ock had a careerin life
assurance at the Legal & General Group from 1980

to 2015, including as an Executive Director of Legal

& General Group ple from 2003 to 2015 Mr Pollock
held numerous senior roles, gairng wide strategic and
techrical expeneance, finally as Chief Exacutive Officer
of LGAS (L&G Assurance Societyl, one of |.egal and
General's three primary husiness units. Prior to Mr
Pollock’s retirement from Legal and Generalin 2015, he
held positions as Deputy Chair of the FCA Practitoner
Panel, Charman of investmant platform Cofunds, and
as a Non-Executive Director of the Cala Hormes Group

Cammittee membership

10. BELINDA RiICHARDS
Adepnnddont Non-Exacat v Direoto ®

Appointed to the Board: 1 Octooer 2017

Experience: Belinda Richards has held semior
executive positions at KPMG, EY, and latterly Deloitte
from 2000 to 2010 wnete she was 3 sen:or corporate
finznce Partner and the Glooal Head of Merger
Integratior: and Separaton Adviscry Services Sne is ar
experienced Non-Executive Director, currently on the
Boards of WM Morrison Suaermarkets ple, Avast ple,
The Monks Investment Trust ple and Schroder tapan
Growth Fund plc Previously, she has also been on
the Boards of Aviva UK Life & Pensions, Grainger ple,
Balfour Beatly plc and Friends Life Group Ple

11. NICHOLAS SHOTT @@

I~zeoencert Non-Exscut ve D rector
Appointed to the Board: 1 September 2016

Experience: Nicholas Shott 1s an investment barker,
who has been European Vice Chairman of Lazard
since 2007 and Head of UK Investrent Banking at
Lazard sirce 2003 Mr Shott joined tazard in 1987 and
becarre a partner in 1997, He is also a Non-Executive
Direcor on the Board of the Home Office,

12. KORY SORENSON
ndependent Non-Exacutive Directar ®®

Appointed to the Board: 1 cuiy 2014

Experience: Kory Sorenson s currently a Non-
Executive Director and Chairman of the Audit
Ceommittee of SCOR SE, a Non-Executive Director and
Chairman of the Remuneration Committee of Pernod
Ricard SA, a Non-Executive Director and member of
the Audit Committee of SG5 SA and & member of

the Superwisory Board of the privately-owned Bank
Gutmann AG Ms Sorenson has over 27 years of
experience in the financial services sector, most of
which has been focused eninsurance and banking

She was @ Member of the Supervisory Board of Uniga
Group (Austria), Non-Executive Director of Aviva
Insurance Limited (UK), Member of the Supervisary
Board of the Institut Pasteur (France), Managing
Director, Head of Insurance Capital Markets of Barclays
Capital and also held senior positions in the financ al
institutions divisions of Credit Suisse, Lehman Brothers
and Morgan Stanley. Sha began her career in the
finance depariment of Total SA.

13. MIKE TUMILTY
Non Frecutive Dirgctor

Appoeinted to the Board: 1 Septernber 2019

Experience: Michael Tumiity is the Global Chief
Operating Officer of Standard Life Aberdeen. He has
warked in the financial se~vices industry for 24 years,
halding vanous senior positions, including Director of
Operations at Aberdeen Standard Investments and
Head of Investment Operations at Standard Life.

@ Audit Committee ® Remuneration Committee O Denotes chairman

® Nemination Committes Risk Committee
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Executive Management Team

THE BUSINESS IS LED BY THE
EXECUTIVE COMMITTEE

Executive Management of the Group is led by the Group Chief Executive Officer,
Clive Bannister (Andy Briggs, from 10 March 2020}, who is supported
by the Executive Committee {'ExCo’).

GCLIVE BANNISTER
{ANDY BRIGGS, FROM 10 MARCH 2020}
Graup Chiet Exe zutve C

er

Roles and responsibilities

Leads the development of the Group’s strategy
for agreement by the Board;

Leads and directs the Group’s businesses Ir delivery
of the Group's strategy and business plan,
Leads the Group to safeguard returns for
policyholders and grow shareholder value;
Embeds a nsk-conscious Group cuiture which
recognises policyholder cbligations in terms of
service and securty, and

Manages the Group's key external stakeholders.

STEPHEN JEFFORD
Groun Luman Resources Director

Roles and responsibilities

* Leads the implementation of the Group's employee
strategy in order to recrur, retan, motivate and
develop high quality employces,

* Provides guidance and suppert on all HR matters
to the Group Chict Dxeoutive Officer, ExCo and the
Group Board and Remuneration Comimittes, and

* Delivers HR services to the Group

JOHN MCGUIGAN
G'ouo Head Of Customne

Roles and responsibilities

» | eads the Group's Customer Function to drive
operational and experiencs delvery for the Group's
custorrer base,

Sets standards and policies for customer
management and interacton, and

Provides customer oversight, comrplaint handling
and remediation actvity

SUSANMCINNES
Chief Fxacutive, Standard Life Asserance Limited.
and Greap Diecton, Open Busress

Roles and responsibilities

Leads development and delivery of the Standard Life
business strategy,

Frisures that the customer propasition 15 evolved and
that it continues to meet the market need,

Focuses on a business model which ensures good
outcomes for customers. shareholders and all other
stakenolders, and

Ensures that Standard | ife deploys capital efficiently
and effectively, with due regard to regulatory
requirernents, the Risk Universe and strategy

RAKESH THAKRAR
Damuty Group: Finance Directo

Roles and responsibilities

¢ Leads on the Group's Annual Report snd Accounts,
QORSA and Pillar 3 reporting,

* Manages trie Greup's financial plans and
rranagement information in hine with strategy.

s Contributes to the effective management of the
Group's balance sheet and financial glan linch.ding
ME&A], and

s Leads on all financial aspects of any M&A.

TONY KASSIMICTIS
Graup Chisf Operating Otficer

Roles and responsibilities

= | eads development and delivery of the Group’s
operating platforms in line with regulatory
raquirements, the Risk Urwverse and strategy,
Ensures the delivery of the Group'’s informaton
technology strateqy,

Leads the managerment of the Group’s long-term
outsourcing arrangernents, and

Ensures that the Group's procurement activities
and shared services are efficient and effective.

JAMES MCCONVILLE
Group Finarce Dieclor and Groua Director, Scotland

Roles and responsibilities

= Develops and delivers the Group's financial business
plan in line witn strategy,

Ensures the Group's finances end capital are
managed and controlled,

Develops and delivers the Group's debt capnal
strategy and other treasury matters;

Ensures the Group has etfective processes n place
1o enable 2ll reporting obligations to be met,
Supports the Group Chief Executive Officer in
managing the Group's key external stakeholders, and
Enhances shareholder value through clear, ngorous
assessment of business apportunities.

ANDY MOSS
Chef Exeoubive, Phosnix Life arc Group Diractor,
Hengage Bus ness

Roles and responsibilities

» | eads the development and delivery of the Phoenix
Life business strategy, including the continued
integration of life businesses,

Leads the Phoenix Life business to optimise
outcomes for custorners in terms of bath value

and securnity, and

Ensures Phoenn Life aeplays capital efficiently
and effectivesy, with due regard to regulatary
reguirements, the Risk Universe and strategy

SIMON TRUE
Gro.p Corparate Deveopmant Director
ard Group Chuef Actuary

Roles and responsibilities

* Supports the Group Chief Executive Qfticerin
the formulation of the strategy for the Group;

+ Leads yngplementation of the Group's strategy
as regards any patential acquisition or disposal,

+ Ensures cap tal 1s managed efticiently across
the Group,

* Manages the Group's solvency position,

* | eads the developrnent of the Group’s investment
strategy, and

* Identifies and delivers oppartuniues 1o enhance
shareholder value across the Group

JONATHAN PEARS
Chief B Officar

Roles and responsibilities

+ Leads the Group's risk management functian,
ermbracing changes In best practice and regulation
including Solvency 11,

Qversees and manages the Group's relationship
with the FCA and PRA; and

Supports the Group Board Risk Commuttes m the
aversight of the Groun's sk framewark, i Ine with
nsk strategy and appetite
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QUEMTIN ZENTMER
General Counsel

Roles and responsibilities

® Leads provision of legal advice to the Group
Board, other Group company boards, ExCo
and senior management,

» Oversees and co-ordinates maintenance of, and
adherence to, appropriste corporate governance
procedures across the Group,

* Designs and implements a framework to manage
legal rigk within the Group, including compliance
by Group companies and staff with relevant legal
obligations, and

» Designs and implements a whistledlowing
framewaork within the Group.




CORPORATE GOVERNANCE

Corporate Governance Report

COMMITTED 1O THE HIGHEST
STANDARDS OF GOVERNANCE

The Board is committed to high standards of corporate governance and the Group's corporate
governance policy is aligned to compliance with the UK Corporate Governance Code (the Code')
which sets standards of good practice for UK listed companies.

The following report demonstrates how Phoenix Group Holdings plc has applied the principles of the Code and complied
with the provisions of the Code in 2019. It is the Board's view that the Company has been fully compliant during 2019
with the principles and provisions set down in the Code.

1. BOARD LEADERSHIP AND COMPANY PURPOSE

Board allocation
of agenda time (%)

&

1.CEQ report 30%
Strategy, performance, governance
and regulatory revievw

2. Strategy and planning 30%
Strategic and operational planning,
consideration of corporate transactions

. CFC/MI report 15%
Monitoring perfermance
against objectives

Lt

I

_Financial reporting 10%
Fxternal repnrting

e

Reports from Chairs of Committees 5%
Audit, Nomination, Remuneration
and Risk Committea activity

6 Board changes and performance 5%
Appointments, succession and
performance

7. Other matters 5%

VISION
Become Europe's Leading
Life Consolidator

PURPOSE
Inspire confidence in the future

MISSION
Improve outcomes for customers and
deliver value for shareholders.

OPERATION OF THE BOARD

The Board is responsible to the shareholders
for the overall performance of the Group.
The Board's role is to provide entrepreneunal
leadership within a framework of prudent
and effective controls, which enables risk

to be assessed and managed. The Board

has a schedule of matters reserved for its
consideration and approval suppeorted by

a set of operating principles.

These matters include:

+ Group strategy and business plans;

= Major acquisitions, investments and
capital expenditure;

Financial reporting and controls;
Dividend palicy;

Capital structure;

The constitution of Beard committees;
Appointments to the Board and Board
committees;

Senior executive appointments; and

= Key Group policies.

& & & B

Tha gchodulo of matters rosorved for the
Board ig available from the Company
Secretary. Matters which are not reserved
for the Board and also its committees under
their terms of reference (which are avaitable
on the Group website), or for shareholders
in general meetings, are delegated to the
executive management under a schedule of

delegated authorities approved by the Board.

Culture, Values and their link

to Companies Act Section 172

During the year, the Board focused on
deepening its understanding of and refining
the Group's culture The Group Culture
Insight Survey undertaken in December
2018 helped inferm a new set of Group
values adopted across the business:
Passion, Responsibility, Growth, Courage
and Difference. During 2019, these values
were further evolved through direct

Interaction with colleagues and subsequent
feedback from Senior Management resulting
in approval of the refined values by the
Group's Executive Committee in Aprit 2019,

At a dedicated session in 2019, the Board
then considered the Group’s Culture and
Values and later in 2019 reviewed the
cutcomes of the Group's Colleague
insight Survey.

This has influenced the Board's application
of Section 172 of the Companies Act (see
below}, which has been applied ina manner
cohsistent with the Group's purpose of
inspiring confidence in the future forits
stakeholders, in particular customers,
shareholders, employees and considering
the environment more generally; and at alf
times having regard to the Group's
regulatory responsibilities as a financial
services operation.

Section 172 of the Companies Act 20086
requires a director of a company to actin

the way he or she considers, in good faith,
would most likely promote the success of
the ¢company for the benefit of its members
as a whole. In doing this section 172 requires
a director to have regard, amongst other
matters, to the:

* |ikely consequences of any decisions
inthe long term;

* interests of the company's employees;

need to foster the company’s business

relationships with suppliers, customers

and others;

impact of the company’'s operations on

the community and environment;

desirability of the company maintaining a

reputation for high standards of business

conduct, and

* need to act fairly as between members
of the company.
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Corporate Governance Report coniinued

1. BOARD LEADERSHIP AND COMPANY PURPOSE CONIINUED

The Board Discharging Section 172 duties
In discharging 11s section 172 duties, the Board has regard 1o the section 172 factors set oul above which are listed as focus points on the
agenda for each set of Board papers.

The Board received various information during 2018 which helped it understand the interests and views of the Company's key stakeholders
when making decisions.

Likely consequences of decisions in the long ferm

The Board is continually focused on long-term preservation of value and the decisions to investin Bulk Purchase Annuity purchases over the
last two years and centinuing as a cors part of the Group's strategy have resulted in immediate capital retention for benefits emerging over
the longer term. The Board’s decision to acquire the Standard Life Assurance businesses in 2018 provided a substantial open business
franchise to offset the Heritage business run-off. And the Board'’s consideration of its strategy {July 2019} followed by approval

of the Annual Cperating Plan {(November 2019) focused strangly on preserving value and sustaining the dividend over the next ten years.

Communication with investors
The Company places considerable importance on communication with investors and regularly engages with them on a wide range of topics.

The Company's Investor Relations department is dedicated to facilitating communication with investors and analysts and maintains an active
investor relations programme. Please see page 71 for further details regarding the Company’s engagement with investors.

In addition, continued engagement is undertaken with shareholders and proxy advisers on evolving governance issues.

The Company’s AGM provides another opportunity ta communicate with its shareholders. Atthe 2019 meeting, the Code provisions were
complied with. Shareholders were Invited to ask questions during the meeting. Itis intended that the same processes will be followed at
the 2020 AGM.

The following are examples of how the Board has acted and taken decisicns in a manner which has regard to its various stakehelders.

Board information Board decision

Shareholders The Board s centinually focused on delivering value for shareholders and enhancing

The Directors consider it important to understand
the views of the market. Board members regularly
recelve copies of the latest analyst reports on

the Company and the tnsurance sector, as well

as market feedback to further develop their
knowledge and understanding of external views
about the Company. The Chairman and the Non-
Executive Directors provide feedback to the Board
on topics raised with them by major shareholders.
The Company also undertakes perception

studiss, designed to getermine the investment
comrunity's view of the core business.

An investor perception survey on Phoenix
undertaken by HSBC (Phoenix corgorate broker)
was discussed by the Board in July 2019.

sustainability of the dividend, including through its decisions in 2018 to purchase
the Standard Life Assurance businesses and in 2013 to purchase ReAssure Group
Duning 2019 the Board authorised the payment of dividends of 46 .8p per share

n accordance with 1ts stable and sustannable dividend policy. The market cap of
Phoenix Group has grown from ¢£1.8bn (1 January 2015) to £5.4bn (31 December
2019 and its position in the FTSE index over that tirne has nisen from 167th to 915t
Over 2018, the Phoenix share price rose by 32%.

Customers

Following two education sassions in the latter
part of 2018 on the custormer propositon and
customer ethos and experience for Standard Life
Assurance (acquired in August 2018), the Board
recelved external and internal briefings in early
2019 on ther responsibilities under the Semor
WManagers & Certification Regime. In addition, the
subsidiary Life Company Board {and its specifically
customer-focused With-Profits and Indepandent
Governance Committeas) spends considerable
ume to understand customers’ views including
vISItS to Qutsource Service Providers who service
much of the customer base

All Board papers follow a template which reguires consideration of proposals on
Treating Custormers Fairly. The Capitai Managernent Policy, approved by the Life
Company Board, ensuras that the regulated life companies in the Group retan a
robust level of capital, In adation the Life Company Board consists of @ majority

of independent non-exscutive directors who are not on the Group Board. The

Life Company Board is focused strongly on preserving value for customers and 1s
supported by sevaral Board committees including the With-Profits Committee and
Independent Governance Committee, which have duties 1o particular classes of
custormers and include non-esecutive Chairs and other non-executive members who
are not directors of any Phoanix Group companies.
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Board information

Board decision

Regulators
The Board is updated at every Board meeting

on regulatory matters as a key part of the Group
CEQ's Report enhanced by further reporting
between Board meetings and as part of various
other Board papers as the regulatory relatonship

1s central to all Phoenix doas as a major financial
services operation More detailed reporting

on regulatory matters and the interaction with
Phoenix's regalators occurs at the Board Risk
Committee and at the Board and Risk Committee
meetings of the Phoerix Life subsidanes Senior
executives of tne PRA and FCA attended the
Board meeting on 2 July 2019 for an intaractive
session with the Board duning which the regulators
presented the key themes of their recent Penod:c
Summary Meeting Report {'PSM’) and Firm
Evatuation Report 'FEM )on Phoenix.

Environmental, Social and Governance {'ESG’)
As well as various bnefings from management,
the Board received an external presentation in
Getober 2019 on topreal ESG matters and their
increasing relevance.

The Board's decisions have regard to the h ghly-regulated environment in which
Phoenix operates The Board's decision in Decernber 2019 to acquire ReAssure
Group pic 18 specifically subject to the change in control receiving regulatory approval.
The Boards of the regulated Phoenix Life subsidianes have approved 2 Cap tal
Management Policy, agreed with the PRA, which governs distributions up the Group
from the Phoenix Life subsidianes to provide protection to castormers. The decision-
making structure of the Group includes the regulated Phoenix Life subsid'ares’
Boards and also therr With-Profits and Independent Governance Committees,

all including independent members and establishea to provice further protection

to custorners' funds in accoroance with regulation,

Following significant Board focus on ESG matters in 2019, a Head of Sustainabilty,
Yvonne Gray, was appointed in Novermber 2013, following which the Board approved
a new ESG strategy in March 2020 after discussing it in January 2020.

In addmon, the Phoenix Group and Life Company Boards have approved investing in
assets with a positive social iImpact as follows, as disclosad at the Phoenix Capital
Markets day on 28 Navember 2019:

« City growth and regeneration — c£100 million funding to progress investrnent
in publhc services, transport and urban infrastructure

» Social housing — c£100 milion investrnent to help fund the development of mere
social and affordable homes

» Equity release — c£1.1 billion Equity Release Mortgage origination, helping over
12,000 households unlock equity in therr homes

» Clean energy — c£135 million investment across solar, wind, hydro-electric and
smart meters technologes

« Infrastructure — cf 150 miliion mvestment in new radl relling stock to improve the
journeys of both commuters and leisure travellers.

Employees

The Board received presentations on the Group’s
Colleague Insight Survey undertaken in the
second ha'f of 2019 as well as a nresentation on
the Group's Values which had been developed
through substantia input from colleagues across
the business

The Board's understanding of the views of
colleagues 1s being increased significantly through
the direct interface of Karen Green, the designated
Director for workforce engagement appointed to
engage with the workforce.

The Board appointed Karen Green in March 2019 to undertake the role of the
designated NED to engage with the workforce in support of the following praovision
inthe Code:

The board should understand the views of the company’s other key stakeholders and
describe in the annual report how their interests and the matters set out in section 172
of the Companies Act 2006 have been considerad in board discussions and decision-
making. The board should keep engagement mechanisms under review 5o that they
rermain effective For engagement with the warkforce, one or a combination of the
followang methods should be used:

* A givector apponted from the workforce
e 4 formal workforce advisory pane!
* A designated nan-executive director

Please see page 84 for further information on how Karen Green has engaged with
the Phoenix workforce in 2019,

Suppliers

The Board 1s updated at every Board meeting on
the relationship with Pnoenix’s main Qutsource
Service Providers who are a vital part of the
customer service praposition, Ths relationship
was & key therne of the Board's offsite stratagy
session in July 2019. The cperational nsk aspect of
the relationship with Qutsaurce Service Providers
1s monitored at the Board Risk Commuttee and
maore detaled reporting ocrurs at the Board
meetings of the Phoenix Life subsidiaries.

Contracts material to the Group require the approval of the Phoenix Group Heldings
Board. Dunng 2018, the Board considered the relationship with Phoenix’s main
Outsource Service Providers at its strategy offsite in July 2019 and over several
meetings considered and then approved the material expansion of the outsource
arrangement w.th TCS / Diligenta to provide support to Open as well as Heritage
busingss and enhance the digital praposition for customers.
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INSPIRING
CONFIDENCE

BY BRIDGING THE
GAP BETWEEN
THE BOARDROOM
AND COLLEAGUES

At Phoenix, the Board

is committed to ensuring
effective two-way
communication between
themselves and colleagues.
The Board regards culture
as being integral to the
effective execution of our
strategy and achieving
strong corporate
performance. An informed
Employee Voice is a key
element of this.

11

My main objective in

this role is to provide a
direct unfiltered line of
communication between
our colleagues and the
Board. We hope that our
colleagues’ feel that this
will be a further helpful
channel for their views

to be conveyed.”

Following consideration by the Board as

to the ways in which 1t engages with our
colleagues, in conjunction with compliance
with section 172 of the Companies

Act, | was appointed as the Designated
Non-Executive Director for Workforce
engagemeant in April to help develop a
closer connection between the Board and
our colleagues.

How we engaged with

colleagues in 2019

During the course of 2018, | undertook a
nurmber of visits across the business in
Edinburgh, Wythall, London, Bristol,
Frankfurt and Dublin. | also met with Senior
HR business partners in each location to
review key themes that related to our
corporate culture. These visits were
informative and provided the Board with
timely additional perspective on the level

of organisational engagement generally;
progress in creating a unified set of values
and key considerations for our colleagues, as
the next phases of the planned integration of
the Standard Life and Phoenix erganisations
tock plage during the year.

During my visits, | gained further insight inte
the diverse range of cultural ‘ecosystems’
we have across our various office locations,
SunLife with its emphasis on digital
innovation is a good example of this.

Qur Networks

We have a strong group of colleague-led
networks within Phoenix covering a wide
range of different interest groups. [ met with
representatives from these networks and
was able to obtain a good feel for the level
of commitment and engagement across
these groups, as we seek to create a mare
inclusive and diverse culture.
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s

In addition, ! spent time with colleagues who
are engaged specifically in a number of
initiatives launched by the Group during
2019, focusing on Mental Health and
Employee Wellbeing.

Unions and Staff Associations

Meetings also took place with colleagues
from our staff association and union
representatives, Vivo, Unite and the German
Works Councif ta hear their views on
creating a fair and engaging pface to work.

The inaugural Colleague Advisory Forum
The above visits were followead by the
inaugural meeting of our newly established
Group wide Colleague Advisory Forum (‘the
Forum’) in October. The Forum currently
comprises 16 colleagues from different
locations, grades and functions as
representatives from across the business.
Tepics covered included.

= strategic updates;

* progress on the Group's Diversity
and Inclusion initiatives;

* the output of the Group’s bi-annual
Colleague Insight Survey;

= embedding our harmonised values
across our enlarged Group,

* steps towards aligning our People
Proposition; and

= the role of the Phoenix Group Board and
1ts Committees and a flavour of the
themes and issues the Board discusses.

The output of our Colleague Insight Survey
was a key discussion point at the Forum.
We met scon after the survey results were
available and this provided a further
opportunity for review and to ensure
feedback could be provided by all members.
This survey will now take place

on a bi-annual basis to provide colleagues
with an additional opportunity to voice

their opinions.
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Left Karen Green,
Stephen Jefford
{Group HR Directon
and colleagues at
Forum meeting

Key themes discussed with the Board
Key themes from my visits and the
Colleague Engagement Forum which
| discussed with my Board colleagues
included.

» feedback on how the orgamisation
communicates across the Group {given
the velume of crganisational charge
and various transformation projects);

» how Phoenix's strategic purpose is
understood by our colleagues;

* the progress in embedding a commaon set
of values across different locaticns and

colleagues aspirations for more
development and wishes to make a
broader contribution.

Broader Boord engagement

The Board also hosted additional
engagement activities with colleagues in
2019 such as lunches with the Non-
Executive Directors and additional
interactive sessions hosted by the
Committee Chairs in October. In addition
the Board reviews regular reporting from the
Group Human Resources Director and also
had a "deep dive’ on work place culture.

| would hke to thank the colleagues that

! have met in 2019 and the Forum members
for their engagement to date and honest
feedback. | lock forward to continued
discussions with colleagues from around the
business in 2020 and anucipate that the
Group’s sustainahbility strategy, ‘cornmitting
10 a sustainable future” will be a key focus
area.

Karen Green
Designated Non-Executive Director
for Workforce Engagement
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INSPIRING
CONFIDENCE
THROUGH BOARD
ENGAGEMENT

As part of our programme of enhancing the
Board’s engagement with colleagues, the

Board held a series of interaction sessions with
colleagues at our Edinburgh office. This was
held over two days in October 2019 to coincide
with the Board meeting programme.

The sessions included an informal lunch
when the Board engaged with various
colleagues over topics raised, and separate
sessions for colleagues from various parts of
the business with each of the Chairs of the
Audit, Risk and Remuneration Committees.
The Board believes these are good ways to
hold two-way informal conversations with
colleagues and intends to do more in 2020.

Top Alastair Barbour Middle Edinburgh

{Board Audit colleagues at Board

Committee Charr) Committee
Interaction Session

Left John Pollock

{Board Risk

Committee Chair}
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Middle Edinburgh Right Nicholas

colleagues at Board Lyons, Group

Committee Chairman with

Interaction Session Edinburgh
Colleagues

Bottom Kory

Sorensnn (Roard

Remuneration

Committee Chair)

/4

Qur Edinburgh risk function colleagues found it
invaluable to hear from John Pollock, the Chair of the
Risk Committee, on the type of assurance the Board
looks for from a Risk function. It was also extremely
useful to hear first-hand on the wealth of experience that
John brings to the Group fo help navigate the various
challenges that lie ahead, and in particular his thoughts
on the key risks facing the Group in the near future.”

Roshan Lachman
Financial Risk Director
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2. DIVISION OF RESPONSIBILITIES

THE CHAIRMAN, GROUP CHIEF
EXECUTIVE OFFICER AND SENIOR
INDEPENDENT DIRECTOR

MNichaolas Lyons is Chairman of the Board

of Directors of the Company. There isa
division of responsibility, approved by the
Board, between the Chairman, who is
responsible for the leadership and effective
operation of the Board and the Group Chief
Executive Officer, Clive Bannister, who is
responsible to the Board for the overall
management and operation of the Group.

The Chairman’s other commitments are set
outin his biographical details on page 78.
The Chairman was appointed on the basis of
comrmitiing two days per week to Phoenix.

The Senior Independent Director, appointed
by the Board, is Alastair Barbour His role s
to be available 1o shareholders whose
concerns are not resolved through the
normal channels or when such channels
are inapproprate. He is also responsible

for leading the annual appraisal of the
Chairman’s performance by the Non-
Executive Directors.

BOARD INDEPENDENCE AND
APPOINTMENT TERMS

The Board considers that the following
Directors are independent: Alastair Barbour,
Karen Green, Wendy Mayall, John Pollock,
Belinda Richards, Nicholas Shott and Kory
Sorenson. The Board has considered the
criteria proposed by the Code In assessing
the independence of the Directors.

The terms and conditions of appointment of
Non-Executive Directors are on the Group's
website. The remuneration of the Directars
i5 shown in the Directors’ Remuneration
Report on pages 9910 130.

The terms of appointment for the Directors
state that they are expected to attendin
person regular (at least six per year) and
additional Board meetings and to devote
appropriate preparation time ahead of each
meeting. In January 2020, the Nomination
Committee reviewed the ume spent by
Directors and concluded that the time
required of {and given by} the Directorsis
considered to exceed the level expected in
their appointment terms.

BOARD COMPOSITION AS AT 31 PECEMBER 2019

The Board met nine times during 2019 and

is scheduled to meet seven times in 2020
including for a twoe-day strategy setting
meeling. Additional meetings will be held

as required, and the Non-Executive Directors
will hold meetings with the Chairman,
without the Executive Directors being
present, as they did on several occasicns

in 2019.

Board excluding SLA nominees

Board including SLA nominees

1. Male
2 Female

1. Male 8
2. Female 4

Total Board composition

P

1. Chairman 1

2 Executive Directors 2

3. Independent Non-Executive 7
Directors

4. Non Independent Non-Executive 2
Directors
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BOARD AND COMMITTEE ATTENDANCE 2019

Board meetings Audit Risk Nomination Remuneration
Actual/Max Actual/Max Actual/Max Actual/Max Actual/Max

Chairman

N:cholas Lyons 9/9 3/3

Executive Directors -

Clive Bannister {Group CEQ) 9/9

James McConvilte (Group FD) 9/9

Non-Executive Direct;rs ’

Alastair Barbour 9/9 6/6 "7 3/3

Campbell Flerning 79

Karen Green 9/9 6/6 7

Wendy Mayall 9/9 Hr

Barry O'Dwyer’ 2/3

John Pollack 9/9 6/6 77

Belinda Richards 9/9 4/4 B/7 414

Nicholas Shott ) 8/9 /2 2/3 B/7

Kory Sorensen 9/9 3/3 3/3 77

Mike Tumilty? 3/4

1 Barry O'Dwyer resigned from the Board on 28 June 2019.
2 Mike Tumiity was appointed to the Board on 1 September 2019,

The Nomination Committee has confirmed its absolute satsfaction with the time and commitment given to Phoenix by all Directers, The Board, Audit,
Nomination ang Remuneration Commmittee attendance records for Nicholas Shott were wnpacted by his miasing ong meeting of each on the same date due to
ill health. His attendance record was otherwise at 100%. Mike Tumilty missed the first Board meeting following his Board appointment due to a pre-existing
cemmitment, Bel:nda Richards missed two of seven Risk Committee meetings, one for a family bereavement and one for a transactional meeting called at
short notice. Her commitment is dermonstrated by her attendance record being at 100% for Board, Audit and Rermuneration Committee meetings.
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03. COMPOSITION, SUCCESSION AND EVALUATION

NOMINATION
COMMITTEE REPORT

Members

Nicholas Lyonsg (Cha}

Alastarr Barbour

Nichalas Shott

Kory Sorenson

KEY NOMINATION COMMITTEE

ACTIVITIES IN 2019

* Group Chiet Executive Officer
Succession

* Group Finance Director Succession

» Review of Board skills, experience
and diversity

* Proposal for Board Committee
changes

* Review of Directors’ time
commitment to Phoenix

* Diversity and Inclusion Oversight

The composition of the Nomination
Commitiee is in accordance with the
reqguirernents of the Code that a majorty
of its members should be independent
Non-Executive Directors, The Nemination
Committee is responsible for considering
the size, composition and balance of the
Board, the retirement and appointment of
Directors; succession planning for the Board
and senicr management, focused on the
development of & diverse succession
pipeline; and making recommendations
to the Board on these matters.

The Nemination Committee met three umes
in 2019, This was less than in prior years as
there was no non-executive recruitment in
2019. This was driven by the outcome of the
November 2018 Board Evaluation Review
which concluded that given the overall
relatively short tenure of the non-executive
directors on the Board, there should be no
non-axecutive recruitmert in 2018. The
focus was instead on the succession
planning for the Executive Directors. This
was undertaken first at the Normination
Committee and then at the Board andled 1o
the anrouncement on 8 November 2019 of
Andy Briggs as sticcessor to Chve Bannister
as Group CEO.

The Nomination Committee has been very
active In nor-executive recruitment over the
last few years. Recruitrment since 2016 has
included the role of Group Chair i 2018, with
new Nonr-Executive Directors as follows:

* September 2016 - Wendy Mavall,
John Pollock, Nicholas Shott

o July 2017 — Karen Green
October 2017 — Belinda Richards

* August 2018 - SLA nominees,
Camphbell Fleming and Barry Q' Dwwyer

Qctober 2018 - Nicholas Lyons

* September 2019 - SLA nominee,
Mike Tumilty

The standard process used by the
Committee for Board appointments involves
the use of an external search consultancy to
source candidales external to the Group and,
Inthe case of executive appointments, also
considers internal candidates. Detaled
assessments of short-listed candidates are
urdertaken by the search consultancy,
followed by interviews with Comrmittee
members and other Directors and the
sourcing of references before the
Commiltes recommands the appointments
to the Board.
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The Board supports, and complies with
{effective 10 March 2020, the Hamptor-
Alexander guidance for FTSE 350
companies that the Board should be
comprised of atleast 33% female directors.
The Beard also intends {0 comply with the
guidance of the Parker Review for FTSE 100
companies that there should be at least one
ethric minonty director on the Board by
2021, and will do so through the proposed
appointment to the Board of Rakesh Thakrar
from the May 2020 AGM.

The Board's policy on diversity is as follows:

* The Board promotes the enhancement
of diversity, including gender, as
a consideration when recruiting
new Directors.

* The Board's overriding aim is to appoint
the right Directors to the Board to drive
forward the Group's strategy within a
robustly compliant framework .

¢ The Board will undertake regular skills
audits to ensure the Board's skills remain
appropriate for its strategy and providing
diversity where possible.

The Nomination Committee has been
instrumental in increasing gender diversity
on the Board and in 2019 took an active role
in oversight and guidance of the executive
diversity and inclusion process including

a focus on the development of a diverse
succession pipeline, Details of the pelicy
of diversity and inclusion for executives

is contained in the colleagues section on
page 36 to 37 of this Annual Report
including the gender balance of those In
senior management.

BOARD EVALUATION REVIEW

In accordance with the Code, an evaluation
of the performance of the Board and that of
its Commuttees and individual Directors was
undertaken in the latter part of 2019, The
process was led by the Charrman and
internally facilitated by the Company
Secretary. The process involved completion
by Directors of a questionnaire covering
various aspects of Board, Committee and
Director effectiveness followed by individual
meetings between the Chairman and each
Director, concluding in a Board report which
was discussed by the Board in November
2018. The focus of the review was to
cansider ways for the Board tc manage its
time most effectively to drve strategy and
monitor performance in a robustly compliant
manner. The actions arising from the review
were consistent with this therme, underlining
the Board's desire to conttnue to focus on
strategy and the Group's future as a growing
heritage and open business. These
process-centred actions are being taken
forward in 2020.

The report from the Board Evaluation
Review was discussed at a Board meeting in
Novermber 2019 before the Beard had
approved the proposa!l to acquire ReAssure.
The review concluded that the Board
operates well with strong and diverse skills
and experience, adding that more open
business skills and experience would be an
incremental benefit. That has since been
achieved with the appointment of Andy
Briggs as Group CEQ. The reportalso
concluded that stability in Board
membership in the near-term would be
preferred. It is the intention of the Board and
Nomination Committee that the skills and

/4

experience on the Board will be re-assessed
once the new Board appointzes nominated
by Swiss Re and MS&AD are known,
following the intended completion of the
ReAssure acquisition.

In addition to the matters refererced above,
a further activity for the Nomination
Committee was 1o raview the time spent
by Directors in fulfilling their duties. This
concluded that the time given by Directors in
2019 exceeded the level expected in ther
appointment terms, particularly given the
time devoted by the Board to lead to the
approval of the acquisition of ReAssura in
December 2019, This followed significant
demands on the Board's time in early 2018
to approve the acguisition of Standard

Life Assurance.

To ensure that the Directors maintain
up-to-date skills and knowledge of the
Group, all Directors receive regular
presentations on different aspects of the
Group’s business and on financial, legal
and regulatory issues. All Directors receive
a tailored induction on joining the Board

in accordance with a process approved

by the Board. In 2019 the new SLA-
nominated Director, Mike Tumilty, undertook
a comprehensive induction, including
detailed strategic and operational briefings
and information, before and following

his appointment.

In accordance with {he provisions of the
Articles and the Code, all Directors will
submitthemselves for election or re-election
atthe Company’s AGM on 15 May 2020.

| am pleased with the very successful outcome from

the Nomination Commitiee’s work on the succession
planning for the Group CEQ, resulting in the appointment
of Andy Briggs to succeed Clive Bannister.”

Nicholas Lyons
Chairman
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04. AUDIT, RISK AND INTERNAL CONTROL

Members
Alastarr Barkiour (Chair}

Karen Green

John Polfock

Relinda Richards {fusit 2 July 2019

Nycholas Shott [fram 2 July 2019}

KEY AUDIT COMMITTEE ACTIVITIES

IN 2019

« Reviewed the Company’s 2018 Annual
Report and 2019 Interim Financial

AUDIT COMMITTEE’S ROLE
AND FOCUS
2019 has been a year of continued change

The composition of the Audit Committee is
detailed within the table shown above and is
in accordance with the requirements of the

Review of the actuarial processes,
methodologies and assumptions

Considered regular updates on the
2019 Internal Audit Plan

Reviewed and monitored the
effectiveness and independence
of the Company's External Auditors

Considered the financial aspects
of the proposed ReAssure acquisition

UK Corporate Governance Code 2018
("Cade’) and also with DTR 7.1.1AR. As part
of the 2019 Effectiveness review, it was
confirmed that all four members of the Audit
Committee are considered as independent
Non-Executive Directors. In accordance with
the Code, itis confirmed that at least one
member has recent and refevant financial
experience and the members of the
Committee as a whole have competence
ralevant to the insurance industry.

The Audit Committee met six imes during
2019. Its meetings are attended by the Chair
of the Risk Commmittee (whois alsca
member of the Audit Committes), the Group
Finance Director, the Deputy Group Finance
Director, the Group Head of Internal Audit,
the external auditors and usually also by the
Group Board Chairand the Group Chief
Executve Officer. The Audit Committee
holds private meetings at least annually with
each of the Group Finance Director, the
Group Head of Internal Audlit and the
exiernal auditors. The Audit Commiittee acts
independently of management, and engages
closely with both the Group Risk Committee
and the Life Company Audit Committeg to
ensure there is a good understanding of the
waork undertaken by each and enable
afficient communication between the
Committees.

for the Group with the ongoing transition
activities that have followed the acquisition
of Standard Life. The pelitical landscape
remained turbulent during the year with
sustained uncertainty around the UK's
decision to leave the European Union and
other macroeconormic factors leading to
continuing volatility in financial markets.
Against this backdrop, the main focus for the
Audit Committee ¢ontinues to be the
oversight of the integrity of the Company’s
tinancial statements and the soundness and
effectiveness of the Group’s systems and
contrels, together with monitoring the
effectiveness of both the Internal and
External auditors. This encompasses the
following key functions

e Receiving and reviewing the Annual
Report and Accounts, the Solvency and
Financial Condition Repert and other
financial results, statements and
disclosures, and recommending their
approval to the Board.

Monitoring the overall integrity of the
financial reperting by the Company and its
subsidiaries and the effectiveness of the
Group's internal controls.

Pravision of advice to the Board to enable
the Board to report on whether the Annual
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Report and Accounts, taken as a whole.
are fair, balanced and understardable and
provide the information necessary for
shareholders to assess the Group's
pasition, performance, business mode!
and strategy.

* Responsible for making recommendations
to the Board on the appointment of the
external auditors and ther terms of
engagement including approval of external
auditor fees and non-audit services and
for reviewing the performance, objectivity
and independence of the external
auditors.

« Considering and approving the remit of
the Internal Audit function and reviewing
its effectiveness.

* Oversight of activities of subsidiary audit
committees through receipt and review of
minutes, discussions between the Chairs
of the Audit Commitiee and subsidiary
audit committees, and the Audit
Committee Chair's attendance at the
Phoenix Life Audit Committee on an
occasional basis, as well as his receipt of
all papers going to the Phoenix Life Audit
Committee. This oversight has been
enhanced further through the attendance
atthe Audit Committee, on at least an
annual basis, by the Chair of the Phoenix
Life Audit Committee.

/4

AUDIT COMMITTEE’S PRINCIPAL
ACTIVITIES DURING 2019
External reporting and controls

The Audit Committee in 2019 carried out the

following activities in relation to the Group's
external reporting and the effectiveness of
Its internal controls:

* Reviewed the Company's 2018 Annual
Reportand Accounts, and the 2019
Interim Financial Statemenrts,
recormmending their approval 1o the
Board, as weli as related disclosures and

the financral reporting process, supported

by reports from management and the
external auditors. Reviewed the Group's
annual Solvency Il results and the
Solvency and Financial Condition Report,
recommending their approval to

the Board.

L ]

in relation to the Group’s IFRS and
Solvency Il reporting as summarised in

the table on page 96. These matters were

considered by the Audit Committee to be

areas subject 1o the most significant levels
of judgement or estimation, and identfied

with regard to the key audit matters

assessad by the Group's external auditors

as set out in their audit opinicn on pages
13710 146,.

» Reviewed the financial forecasts and
target setting prepared by management,
supported by the sensitivily analysis on
the key assurnptions underpinning the
forecasts, in support of the assumption
that the Group wilt continue as a going
concern, the Group's ongoing viability
and n support of dividend payments.

Reviewed a numbaer of significant matters

Reviewed the Line 1 risk and controls
report from management, the Line 2
internal control agsessment from Group
Risk, and the annual Line 3 internal control
environment opinion report (and the half
year update) from Internal Audrt prior to its
consideration by the Board and received
reports regarding consequential actions,
and received a dedicated briefing on

21 January 2020.

Considered financial disclosures
pertaining to the announcement of the
proposed acquisition of ReAssure Group
plc, supported by reports from
management and the Group's

external auditors.

Reviewed reports from Internal Audit on
the contral environment in the Group's
outsource service providers and on the
effectiveness of the internai audit work
undertaken within the outsource service
providers, notng that this was addressed
in more detail at the Phoenix Life Audit
Committee.

Received dedicated briefings on matters
including Finance and Actuanal Transition
activity and the Group's implementation of
the new insurance accounting standard,
IFRS 17

Reviewed the final accounting adopted in
the 2018 consolidated financial
statements for the acquisition of the
Standard Life Assurance businesses,
including the valuation of tangible net
assets, the valuation of intangibles and the
gain on bargain purchase, supported by
reports from managemeant and the
external auditor.

The Committee has delivered on it's key responsibilities
against the changing political and economic environment.
The Committee will continue to focus on ensuring that
there is a robust internal control environment further to

the acquisition of ReAssure Group plc.”

Alastair Barbour
Chair of Audit Committee
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04. AUDIT, RISK AND INTERNAL CONTROL CONTINUED

External audit

A key part of the role of the Audit Commitiee
is the review and oversight of the work of the
Group's External Auditor. The Audit
Committee reviewed various reports from
the Exiernal Auditor, including the 2019
Audit Plan, progress reports against that
plan, and results report for their akdit
pracedures on the 2019 annual IFRS and
Solvency Il results, and their interim review
of the half year IFRS results.

The Audit Committee considered
throughout 2019 the effectiveness,
engagement and remuneration of the
current external auditors. These activities
supperted the recornmendation of the
re-appointment of Ernst & Young {'EY’},
which was approved by the Board and
subsequently approved by shareholders at
the May 2019 AGM - see ‘Assessment of
the effectiveness of the external audit
process’ and Auditor's Appointment’

on page 95.

The external auditors” independence was
reviewed and monitored against the Group's
External Auditor policy, including their
provision of non audit scrvices and fees —
see Auditor's iIndependence and External
Auditer Policy on page 95.

The Audit Committee has also considered
matters pertaining to the mandatory rotation
of the External Audit firm — see Auditor's
Appointment on page 25.

Internal audit

During 2012, the Audit Committee
contirued to receive regutar updates from
the Head of Internal Audit on various internal
audit related matters. Thisincluded the
annual update of the Group Internal Audit
Charter and the Group Internal Audit Plan
which were approved and received regular
reports to monitor progress against the plan.
The Audit Commiittee also reviewed the
internal audit control environment opinicn
which included Internal Audit's view of the
risk management framework across

the Group.

inline with the requirernents of the Internal
Audit Charter, and to maintain compliance
with the Chartered Institute of Internal
Auditors ['CIIA') standards and the Financia!
Services ClIA Caode to undertake an
independent external assurance review over
the effectiveness of the Internal Audit
function at least once every tive years, an
external effectiveness assessment was
undertaken by PwC. From the review PwC
concluded that Internal Audit was "An
evolving function with a culture of
development, which, In a period of chalienge
and rapid change, has set good foundations
onwhich to build.” It had also been
recognised the work being undertaken in
bringing the two legacy ieams together and
establishing the enlarged function ina
challenging year. Positive steps taken by the
teamin 2019 included; the definition of the
Internal Audit function's target operating
model, a new combined methodology, and
the implementation of a new audil system
{Teammate+].

Audit Commitiee’s performance

The Committee’s performance was
reviewed by the Board in November 2019 as
part of 1ts overall Board Evaluation Review.
The conclusions from the Evaluation Review
showed that the Committee continues to
operate effectively.

General

The other areas that the Audit Committee
covered throughout 2018 included

the following:

» Whistleblowing arrangements within tha
Group as well as any whistleblowing
activity where an employee raised
concerns, in confidence, about any
possible improprieties. An update 1o the
whistleblowing policy was approved
which taok into account the wider
geographical presence of the Group which
complied with the FCAand PRA's
whistleblowing rules,

* Reviewed and approved updates to the
Group Tax Policy, Group Tax Strategy,
Group External Auditor Policy and the
Group Liquidity & Funding Policy.

Alastair Barbour
Chair of Audit Committee
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AUDITOR'S APPOINTMENT

in accordance with the regquirements of
The Statutory Audit Services for Large
Companies Market Investigation {Mandatory
Use of Competitive Tender Processes and
Audit Committee Responsibilities) Order
2014, the Audit Committee undertook a
competitive audit terrder in 2016 to take
effect for the 2017 statutory audit, which it
considered to be In the best interests of its
shareholders in light of the length of
association with the current auditors.

During 2012, the Audit Committee continued
1o review the requirements for tendering

of Audit Services for the Group and its
subsidiary companies. It 1s the Audit
Committee’s current intention that the Group
will tender its audit services prior to 2024
reflecting the mandatory rotation timing for
EY as auditor of one of the Group’s major

life companies.

EY has been auditor to the Company since
December 2018. EY has indicated its
willinghess to continue in office and
shareholders’ approval will be sought
atthe AGM on 15 May 2020.

The current lead audit engagement partner 1s
Stuart Wilson, who has held the role from the
2019 statutory audit.

ASSESSMENT OF THE EFFECTIVENESS
OF THE EXTERNAL AUDIT PROCESS
The effectiveress of the external audit
process s reviewed throughout the year by
the Committee and included the foliowing
activities:

e The Committee reviewed the detailed audit
plan and considered its coverage and
approach toidentified risks;

* The Committee considered the basis and
caleulation of Group materiality and how
this was applied to individual business
units;

* The quality of interactions between the
Audit team and the Committee, including
the provision of technical and industry
knowdedge, was assessed;

» The Committee considered the level of
insight provided by the audit findings in the
key areas of judgment, including quality of
benchmarking and analysis, and the ability
of the audit team to demonstrate that they
had applied professional scepticism in their
dealings with management;

* The results of aninternal evaluation of the
performance of the auditor, including
respondents from the Committee,
subsidiary Committees and key members
of management, were reviewed, and

* The Committee considered the findings of
external evaluations of EY, notably the
Financial Reporting Council’s Annual
Quality Review.

After consideration of the findings of the 2018
effectiveness review, EY proposed
enhancements 1o thetr audit approach as part
of their 2019 audit plan, which have been
monitored by the Commuttee.

AUDITOR'S INDEPENDENCE AND
EXTERNAL AUDITOR POLICY

The Company has an external auditor policy
which requires the Company and the external
auditors to take measures to safeguard the
objectivity and independence of the external
auditors. These measures are in respect of
specific areas, such as secondments to
management positions, or those which could
create a conflict or perceived conflict. It also
includes details of the procedures for the
rotation of the external engagement partner.

The engagement of EY to perform any
non-audit service is subject to a process of
pre-approval by the Audit Committes.
Furthermore, the Group’s external audrtor
policy prescribes alimit for fees associated
with non-audit services of 70% of the average
statutory audit fee for the three preceding
years. This aligns with requirements
introduced by the EU Audit Directive and
Regulations in 2016.

In 2019, total fees of £10.7 milllon were paid 1o
EY. Of this amount £6.0 million related to
statutory audit fees of the parent and its
subsidianes, with a further £1.4 million
incurred in relation to services provided
pursuant 1o legal or regulatory requirements.

The remaimning fees of £3.3 million are
classified as non-audit services under the EU
Directive and Regulations, and give rise to a
nen-audit to audit fee ratio of 64% within the
limits prescribed in the Group's policy.

The engagement of EY to perform any
non-audit service is subject 1o a process of
pre-approval by the Audit Committee. Cf the
£3.3 million of non-audit fees, £1.6million
related to actuanal and finance due diligence
procedures conducted in relation to the
proposed acquisition of ReAssure. Consistent

with previcus transactions, the Audit
Committee concluded that the engagement
of tha external auditors in the performance of
such diligence procedures would facilitate
audit work post-completion of the transaction,
and provide enhanced insight as to the quality
of the cortrol environment operated in the
target company by comparison to Group
standards. The remaining balance of £1.7
million relates to the provision of assurance
services to the Board and the sponsoring
banks in support of disclosures made in the
public transaction documents relating to the
acquisition. The engagement of the Group's
independent external auditor for the provision
of such servicesis consistent with market
practice in transactions of this nature.

The Audit Committee noted the release in
December 2019 of the Financial Reporting
Council { FRC’) Revised Ethical Standard,
which will become effective on 15 March
2020, Inparticular the Commmittee has noted
the changes the new Standard implements
with regard to permissible non-audit services.
Following issuance of the Revised Standard,
potential new non-audit services
engagements are being monitored by
reference to the revised requirements and the
Group's External Auditor Policy will be
updated in this regard in early 2020.

During 2019, EY reported a breach of the rules
of the FRC Ethical Standards to the Audit
Committee. The breach occurred as a result of
the pravision of prohibited tax services by EY
to Aberdeen Standard Investments ('ASI")
legal entities, where the benefit of those
services arose in ASI rmanaged funds that,
foliowing the acquisition of the Standard Life
Assurance business, are now controlled by
the Phoenix Group. {n considering these
matters, the Audit Committee concluded that
the independence of EY was notimpaired,
reflecting the trivial nature of the impact of the
services on the Group's financial staterments,
the fact that the work was undertaken by
personnel who were wholly separate to the
audit team, and that no reliance was placed by
the audit tearm on the output of the services.

In ight of the above, the Audit Comrmittee

1s satisfied that the non-audit services
performed during 2018 have notimpaired
theindependence of EY inits role as external
auditer. Further information on non-audit
fees is provided in the Notes to the IFRS
Consolidated Financial Statements

on page 1687.
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04. AUDIT, RISK AND INTERNAL CONTROL CONTINUED

SIGNIFICANT MATTERS CONSIDERED BY THE AUDIT COMMITTEE IN RELATION TO THE FINANCIAL STATEMENTS

Significant matters How these issues

in relation to the were addressed

2019 IFRS financial

statements

Review of the IFRS and Management presented papers to the Life Company Audit Commitiees detalltng recommendations tor the actuanat
Solvency |l actuarial assumptions and methadologies 10 be used for the interim and year-end reporting periods with justification and
valuatian process, {o benchmarking as appropniate. These assumptions and methodalogies were debated and challenged by the Life
include the setting of Company Audit Commitreas, with focus on longewvity, persistency and expenses, priof to therr approval.

actuarial assumptions and
methodologies, and the
robustness of actuarial
data

A summary of these papers was presented for oversight review by the Audit Committee, and the Life Company Audit
Committees’ conclusions were reported to the Audit Cornmittee through minutes of its meeting and a discussion
between the Chairmen of the committges The Audit Commuttee discussed, and questioned management and EY
on, the content of the summary papers and the Life Company Audit Committee’s conclusions.

Pension assumptions for use n the 1AS 13 Employee Benefits valuations were reviewed and approved by the Audit
Comimittee prior to the finalisatran of the valuatron reports.

The Audit Committee receved and considered detailed written and verbal reporting from the external auditors setting
out ther observations and conclusions in respect of the assumptions, methadologies and actuarial models,

Valuatnon of complex and Management prasentad papers setting out the basis of valuation of financial assets, ncluding changes in methodology

illiquid financial assets and assumptions, for the intenm and year-end reporting pericds to the Life Cormpany Audit Committees. The
assumptians, valuations and processes, parucularly for financial assets determined by valuaton technigues using
significant non-abservable inputs {Lavel 3), were debated and challenged by the Life Cornpany Audit Committee priof to
being approved.

The valuation information was then presented for oversight review by the Audit Committee who considered and
conﬂrmed the appropnateness of the basis of valuaton,

Recoverability of intangible Maf\agement presenten pape-s detailing the resuits of annua\ nmpatr"nent testtng carned out In respect of goodwnt
assets balances and revisws for indicators of impairment performed in respect of finite Iife intangibles.

The Audit Cammittae considered the results of the work parformed and confirmed the appropriateness of the
conclusions reached

Prowsmns Management presented papers derathmg the bas.s of recogmtlon and measurement of accountmg Provisions recognlsed
by the Group. The Audit Committee considered the results of the analysis performed, the uncertainties surrounding
measuremem adopted and conftrmed the approprlateness of the conglusions reached

QOperating Profit The Audit Committee reviewed the allocation of key items to operating profit to ensure the allocations were in line wnh

the Group's aperating profit framework and consistent \Mth prewous practice.,
Assessmeni of whether The Audit Commtttee considered an analysis of the processes and concluswms in support of management's conclaswoms
the Annual Report and thai the Annual Report and Accounts are farr, balanced and understandable. As part of the year-end procedures, the

Accounts are fair, balanced Audit Commuttee discussed with management and EY the review processes that operated over the production of the
and understandable Annual report and Accourits

Going cancern analysis A comprehensive going concern assessment was undertaken by the Audit Committee for the 2019 year-end and 2019
Interim reporting pericds, based on an assessment by management of the Group's hquidity for the going concern review
penod together wath forecasts and a stress and sensitivity analysis. The analysis also confirmed that all regulatory and
working capital recuirements would be met under the base case and adverse stress scenanos throughout the going
CQHCBF” revigw pertod

Viability Statement The Audit Committee reviewed the process to support, and the contents of, the Viability Statement The Commmee
concluded that the peniod covered by the Viability Staterment should continue to be five years to ahign it to the Group's
strategic plan.
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RISK COMMITTEE

REPORT

Members

John Pallock (Chair)

Alastair Barbour

Wendy Mayall

Relnda Rirhards

Kary Sorenson {(from 2 July 2019)

KEY RISK COMMITTEE ACTIVITIES

iN 2019

= Considered regular updates on the
Risk Management Framework

Evaluated and considered the proposed
acquisition of ReAssure Group ple

* Review of the Operational Resilience
framework

Monitored Group's Risk Appetite

Continued to review the Group's Risk
Profile and principle Risk Policigs,

* Reviewed the Group's Annual Qwn Risk
and Solvency Assessment Report

The role of the Risk Commitiee is to advise
the Board on rnisk appetite and tolerance in
setting the future strategy, taking account

of the Board's overall degree of risk aversion,
the current financial situation of the Group
and the Group's capacity to manage and
control risks within the agreed strategy.

It advises the Board on all high-level risk
matters.

The performance of the Committee during
2019 was assessed as part of both an overall
internal annual Board effectiveness review
and a Committee-specific effectiveness
reviaw. The conclusions demonstrate that the
Committee continues to operate effectively.

Details of the Risk Management Framework
{'BMF), for which the Risk Committes has
oversight, are provided in the Risk
Management section on pages 48 1o 57.

RISK COMMITTEE’S ROLE
* The Committze is compnsed of five

Independent Mon-Executive Directors.

Aset of ‘Operating Principles’ are in place
to define the responsibilities and
accountabilities of the Risk Cemmittees of
Phoenix Group and its subsidiary company
boards to avoid any overlap of focus or
assurance activity.

The Committee’s meetings are attended
by the Chair of the Audit Committes,
Alastair Barbour, which allows the review
of internal control effectiveness to be
managed through collaboerative working
and oversight.

The Chairman of the Phoenix Life and
Standard Life Risk Committees and Model
Governance Committee, John Lister, is a
regular attendee to the Committee and
provides members with a regular update
an the risk matters pertinent to these key
subsidiaries and the rmatters being dealt
with at the Model Governance Committee
(which is a Board Committee of the
Group’s Life Companies).

The Chairman of the Phoenix Life and
Standard Life Investment Committees,
Nick Poyntz-Wright, also periodically
attends the Committee meetings to
provide key updates which helps to
facilitate discussions relating to
investment risk.

Other regular attendees to the Committee
include the Group Chief Actuary, Deputy
Group Finance Director, the Chief
Executives of the subsidiary Life Company
boards, the Group General Counsel and
the Group Head of Internal Audit.

The Committee met a total of seven times
in 2019 including one out of cycle meeting
by telephone.

A briefing session was held to review
Brexit Impact planning and interest rate
risk management.

The Chief Risk Officer, Jonathan Pears,
has full access 16 the Chair and the
Committee and attends all meetings.

The Cormmittee receives frequent
reporting from the Chief Risk Officer and
the Group Risk function on consolidated
risk matters affecting the Group including
risk profile assessmenits and emerging
risks.

SIGNIFICANT MATTERS
DISCUSSED IN 2019
ReAssure Group plec Acquisition

The Cornmittee considered and evaluated
the proposed acquisition of ReAssure
Group plc and provided a recommendation
to the Board. The recommendation was
based on the assessment of the stralegic
risk and financial resitience of the enlarged
Group; the irmpact on the rnsk appetite and
risk profile of the Group; and operational
resilience including the proposed
operating madel.
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04. AUDIT, RISK AND INTERNAL CONTROL CONTINUED

Brexit Planning

* During the year the Committee monitored
the ongoing Brexit negotiations between
the United Kingdom and the Eurcpean
Umion and reviewed the Group's
operational readiness ahead of the
UK departure on 31 January 2020,

Transformation of the Heritage and Open

business platforms and operating model

* The Committee reviewed the key risks
and actions assccigted with the material
expansion of the Phoenix cutsource
arrangement and delivery of the proposed
Transformation Programme.

Operational Resilience

* The Committee’s key focus durnng the
year has been 1o enhance the existing
operational resikence framework to
strengthen the control environment.

Financial Risks of Climate Change

* Following the PRA's publications in April
2019 regarding “insurers’ approach in
managing the financial nsks from Climate
Change”, the Commitlee has considered
the impact and taken a number of actions
toimplement the Regulator’s
requirerments. In addition the Cormmittee
reviewed the results of the Climate
Change Scenaric Stress Tests which were
required as part of the PRA’s Insurance
Stress Test Exercise.

* Consideration of the annual ORS4A Report
for the Group and its regulated
subsicianies. The committee
recommended the ORSA Report for
approval by the Board.

/4

Risk Management Framework Harmenisation
* The Committee continued to review the
progress of the implementation of the
harmonised RMF approach across
the Group.

RISK COMMITTEE’'S PRINCIPAL
ACTIVITIES DURING 2019

In addinon to the significant matters
discussed in 2019, the Commuttee also:

* Reviewed adherence to the Group Risk
Management Framework and considered
the appropriateness of the Group's overall
Risk Appetite Statements.

* Monitered progress against the 2019
Group Risk function plan

* Approved the Group Market Risk
Appetite Targets.

s Considered the Group's capital sk
appetite framework.

* Monitored compliance with the Group's
principal risk pelicies, satisfying itself
thataction plans to address sigmificant

breaches of those policies were sufficient.

* Raviewed the Group's risk profile,
manitoring It against the nsk categories
of Market, insurance, Credit, Financial
Soundness, Customer and Operational
with particular attention to risk appetite,
risk trends, risk concentrations, provisions,
experience against budget and key
performance indicaiors for risk as well
as contingency planning.

* Reviewed the operation of the Risk
Management Framework.

s Considered nsks, issues and matters that
are escalated from the Phoenix Life
Risk Commitige.

During the year the Committee considered a range of
risks facing the Group which included the impact of Brexit
and the acquisition of ReAssure Group plc. The Committee
will continue to review and enhance key areas such as
operational resilience and climate change risk.”

John Pollock
Chair of Risk Committee

* Recelved reqular updates on
Cyber Security.

* Reviewed Reverse Stress Testing
analysis, completed and provided
oversight of, and challenge to, the design
and execution of the Group's stress and
scenarie testing, including any changes
of assumptions.

Informed the Remuneration Committes
regarding the management of the
Group's material nsks to support their
consideration of executives’ Annual
Incentive Plan rewards.

REVIEW OF SYSTEM OF

INTERNAL CONTROLS

The Board has overall responsibility for the
Group’s risk management and internal
control systems and for reviewing their
effectiveness in accordance with the Code.
The Group's systems of internal controls are
designed to manage rather than eliminate
the risk of failure to achieve business
objeclives and can provide onrly reasonable
and not absclute assurance against material
misstatement or loss

The Beard {and its subsidiary company
boards) monitar internal controls on a
continual basis, iInparticular through the
Auditand Risk Commitiees, which draw
upon input from all three lines of defence.
There is an ongoing process for identifying,
evaluating and managing the significant risks
faced by the Group, which has been in place
throughout the period covered by this report
and up to the date of approval of the Annual
Report and Accounts for 2019, in accordance
with the ‘Guidance on Risk Management,
Internal Contro! and Related Financial and
Business Reporting’ published by the
Financial Reporting Council. The
assessment for 2019 was presented to the
Board, following review by both Auditand
Risk Committees, on 6 March 2020, Where
any significant weakresses were identified,
corrective actions have beean taken, or are
being taken and monitored by both the
business and the Committees accordingly.
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DIRECTORS’

REMUNERATION REPORT
CHAIR'S LETTER

Members

Kory Sorenson {Chairk

Karen Green

Belinda Richards (from 2 July 2019

Nicholas Shott

DEAR SHAREHOLDER

On behalf of the Board and its
Remuneration Committee {Committee’),
| arn pleased to present the Directors’
Remuneration Report ('DRR’) for the year
ended 31 December 2019. This report is
subject to two shareholder votes at the
2020 Annual General Meeting {AGM'}:

» An advisory vote on the implementation
in 2019 of the existing Directors’
Remuneration Policy

* A binding vote on the proposed Directors’

Remuneration Pglicy which, if approved,
will apply from the date of the AGM for
up to three years.

SUMMARY OF THE YEAR

2019 was a momentous year for Phoenix,
with entry into the FTSE 100 In March,
strong progress made in the Standard Life
Assurance ('SLA") transition pregramme
and the antcipated synergles throughout
the year, and the announcement of our
acquisition of ReAssure Group plein
December. These highlights were achieved
while exceeding all 2019 financial targets,
integrating 3,500 new colleagues and
continuing to focus on our mission to
mnspire confidence in the future, iImprove
cutcornes for customers and deliver value
for shareholders.

The Remuneration Committee's principal
activities in the year were:

s The triennial remuneration policy
raeview raflacting the 2018 Corporate
Governance Code and developments in
best practice.

» Areview of wider workforce policies
in light of the integration of the
SLA business.

* Regular monitoring of financial and
non-financial cutcomes against 2019
targets in the context of business
strategy and risk appetite.

* Approving remuneration packages
associated with the two Executive
Cirector changes.

BOARD CHANGES (FURTHER
INFORMATION ON PAGES 122 TO 124)
As we enter 2020, the Board 1s delighted

1o welcome Andy Briggs as Group Chief
Executive Officer {CEQ') designate from
January 2020, and as CEO from 10 March
2020. His wealth of experience will be
invaluable to the Group as it continues the
Iintegration of the SLA business and
progresses its long-term growth strategy.

Andy has over 30 years of insurance
industry leadership experience including as
the CEQ of a public limited company, former
Chairman of the ABI, and the Government
Business Champion for QOlder Workers.

Andy will be remunerated in line with
our current and proposed Remuneration
Policies. He will receive:

¢ an annual base salary of £800,000;

* g maximum bonus of 150% of
base salary;

* 3 face value Long-Term Incentive Plan
('LTIP") grant of 275% of base salary;

* acash paymentin lieu of pension
contribution of 12% of base salary {10.5%
when taken as a cash payment in lieu),
in line with the Directors” Remuneration
Policy approved at the 2019 AGM to
align Executive Director pensions with
the wider warkforce; and

* benefits in accordance with our
Directors' Remuneration Policy which
will be reported in the single figure
table each year.

In addition, the Company will award
Phoenix shares to the eguivalent value to
the farferted in-flight awards granted by his
former employer in March 2017 and May
2018, pro-rated to the end of his former
amployment, The buy-out award will vest
subject to the achievement of the former
employer’s eriginal published performance
targets. The vesting date will be as soon as
practicable following verification of the level
of vesting achieved.
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NTINUED

The Commitiee approved a remuneration
package for Andy In fine with the highly
competitive market for talent in our
specialist area of financial services and
quality of the candidate. Given there has
heen no change to any element of the
remuneration package for the outgoing CEO
since his arrival in 2011, the higher package
offered reflects the increased size and
complexity of Phoenix Group and

is cammensurate with the deep
experience and expertise that Andy will
bring to Phoenix in both the Open and
Heritage businasses.

As per the announcemeant on 9 March
2020, the Committee also warmly
welcomes Rakesh Thakrar to the Board
as Group Chief Financial Officer {'CFQ'),
subject to regulatery approval. The
Committee 1s delighted with this
appointment as a reflection of succession
planning within the Group, enabling this
promotion from within the organisation.

The new CFO will be appointed on a
remuneration package consisting of:

= an annual base salary of £420,000;

* a maximum bonus of 150% of
base salary,

» aface value LTIP grant of 200% of
base salary,

* 3 pension contribution of 12% of base
salary {10.5% if taken as a cash
payment in lieu);

* benefits in accordance with our
Directors” Remuneration Policy which
will be reported in the single figure
table each year.

In November, we announced that Clive
Bannister would step down as CEQ
following the pubiication of our 2019 full
year results, after nine very successful
years with the business His departure
arrangements will be in ine with the
reruneration policy.

Clive will leave Phoenix on 8 March 2020.
He will receive pay In lieu of notice for the
period starting on this date and ending on
7 Novernber 2020, comprising salary,
pension allowance and insurance benefits.
He will receive no compensation for {oss of
car allowance. Clive's 2019 AIP will be paid
In the normal way and subject to 40%
deferral in line with the current policy. Clive

will be eligible for @ 2020 AIP award for the
portion of the year in which he remains
employed by the Group, which will be
payable in March 2021 and subject to

50% deferral in ine with the proposed
policy. Clive's in-flight LTIP awards will

be pro-rated to his end dats.

Jim McConville will leave Phoenix on

15 May 2020. His departure arrangements
will be in line with the remuneration policy.
He will receive pay in lieu of notice for the
period starting on this date and ending on

9 March 2021, comgprising salary, pension
allowance and insurance benefits. He will
receive no compensation for loss of car
allowance. Jim's 2019 AIP will be paid in the
normal way and subject 1o 40% deferral in
ling with the current policy. Jim will be
eligible for a 2020 AP award for the portion
of the year in which he remains employed
by the Group, which will be payable in
March 2021 and subject to 50% deferral in
ling with the proposed policy. Jim's in-flight
LTIP awards will be pro-rated to his end
date.

Phoenix has advanced greatiy during the
mandates of Clve and Jim in terms of
nerformance for shareholders, customers
and employees alike. We are grateful 1o
both Clhive and Jim for their contributions.

TRIENNIAL REMUNERATION POLICY
FOR APPROVAL IN 2020 {FURTHER
INFORMATION ON PAGES 108 TO 113)
The Remuneration Policy was submitted

to shareholders in 2079 due to the
establishment of a new parent company.
This was largely a roll forward of the
previously approved Policy, with the
exception of two changes in recognition of
the 2018 UK Corporate Governance Code:
alignment of pension contributions for new
Executive Directors with those provided te
the wider workforce, and the introduction of
post-cessation shareholding requirerment for
both new and current Executive Directors.

In 2019, the Committee conducted the full
triennial review of our remuneration policy
in respect of i1s alignment 1o the Company's
strategy, the provisions of the 2018 UK
Corperate Governance Code and emerging
best practice. Since the Committee's last
full review of the Remuneration Policy in
2017, the business has fundamentally
changed, including.

s entry into the FTSE100; and

= the addition of a significant
Open business.

As part of the acquisition of the SLA
businesses, Phoenix gained:

Additional assets under management
of £166 billlon, an increase of 225%.

» 4.8 million additional policyholders,
increasing our policyholder total by 86%.

» 3,350 additional employees, increasing
our employee base by 375%.

Additional cash generation of £5.5 billion,
an increase of 87 % on pre-acquisition
expectations.

After thorough review, the Committee
determined that the base structure of the
policy remains appropriate in motivating

and encouraging positive behaviours in line
with our mission 1o Improve outcemes

for customers and deliver value for
shareholders. However, the change to the
overall business merited certain changes 1o
the variabie pay plans to ensure it is relevant
10 all employees across the business.

ANNUAL INCENTIVE PLAN [‘AIP")

The first change is to add a new matric 1o
the AIP, Net Flows (Workplace), to reflect
the increased significance of the Open
business following the acquisition of the
SLA businesses. Net Flows (Workplace)
replaces the previous Management Actions
metric, and will function in a transparent
and robust manner. See page 123 for
further details.

The second change is in relation to the
Personal element of the AIP. Previousty
20% of AIP for Executive Directors

was linked to their personal objectives.

To provide greater transparency and better
linkage with the Group's strategic priorities
and wider workforce, a new Strategic
Scoracard reflecting care strategic prionities
will replace the Personal element. These
targets will be clearly articulated and
measured, whilst avoiding duglication

with any outcomes under the Corporate
element. The targets for this Strategic
Scorecard, which will include Environmental
Social Governance (‘ESG’) metrics, will be
disclosed retrospectively in the 2020 DRR
consistent with current practice for the
personal elerment.
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Annua! incentive plan

2019 Operating Companies’
Cash Generation
24%
2020 Lash Generation™
24%

Adjusted Sharehglder
Sclvency Il Own funds

Shareholder Value®

Solvency i Customar

Management

24% Actions 12% 20%

Net Flows Custamear
24% {Workplace)

12% 20%

Experience

Experience

Deterral 40%
for apencd
of 3ysars

Defarral 50%
fora pencd
of Jyeas

Corporate Component - 809% of AP metrics

Long term incentive plan

2019 Cumulative Cash
Generation
40%
2020 Net Operating Cash Rec
35%

AReturn on Adjusted Shareheolder
Salvency |1 Own Funds
35%

Return on Shasehalder value
25%

" {hese metrics have been renamed simply to provide clanty, | he calculations tor these rermain unchariged from tast year.

The third change is an increase In deferral
from 40% to 50% n order 1o further
increase the level of alignment between
the Executive Directors and shareholders,
reflecting best practice within the

FTSE 100 index.

The metrics and weighting for the 2020 AIP
are shown below, with the 2019 metrics
included for clarity.

LONG-TERM INCENTIVE PLAN ('LTIP’}
The key change to the LTIP s the addition
of a Persistency metric to reflect the Open
business, similar to our approach with the
AIP. Persistency is a key metric for the
Group’s long term strategy as it measures
long term customer retention. Persistency
will have a weighting of 20% of the award.
The existing measures which have been
renamed for clarity (Net Operating Cash
Receipts, Return on Shareholder Value,
Total Shareholder Return (TSR’ remain

in place, with a shight reduction in therr
weighting to accommeodate the new metrig,
as set out in the chart above.

OTHER CHANGES

Share Ownership Guidelines {{S0G’)

— The requirement for the Executive
Directors’ SOG 1s increased from 200% of
salary t¢ 300% of salary for the CEQ and

10 250% of salary for the CFO. Unvested
deferred bonus shares (net of tax) that are
no longer subject to performance conditions
will be included within shares counting

towards the SCG. The Post Cessation
Sharehclding Requirement will align with
in-employment SOG for a period of two
vears after departure.

Pension - Following the departure of Clive
Bannister and Jim McConville, pension
contributions have beer aligned 1o the
wider workforce {currently 12% of base
salary) in line with our new Policy. This
applies to both Executive Directors being
proposed for election at the Company’s
AGM on 15 May 2020.

Benefits — The maximum level of
reimbursed expenses under the Relocation
Policy is reduced to £50,000.

INCENTIVE OUTCOMES FOR 2019
{FURTHER INFORMATION ON PAGES
115 TO 118)

For the 2012 AP, the Committee determined

that Clive Bannister and Jim McConville
should receive 92.3% and 87.3% of their
maxirnum bonus opportunity, respectively.

The 2017 LTIP award covering the years
2017-2019 will vest at 68.5% of the
rnaximum opportunity for both Clive
Bannister and Jim McConville.

Thase autcomes reflect the strategic
achieverments of the year in terms

of financial, non-financial, and
personal contributions,

The resulting single total figure

of remuneration for Clive Bannister
was £2,976k and for Jim McConville
was £1,843k.

LOOKING FORWARD

Many of our shareholders provided valuable
feedback during the consultation on our
triennial remuneration policy review and |
thank them for their contribution. | loak
forward to continuing our dialogue 1in 2020.

Yours sincerely,

Kory Sorenson
Remuneration Committee Chair
B March 2020
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DIRECTORS’ REMUNERATION
REPORT AT A GLANCE

ALIGNMENT TO STRATEGY

Phoenix's Strategic KPlIs

This diagram demonstrates how each of our C‘[?b%?:"i' — Moo Enaye
performance measures for AP and LTIP Outcomes Value Capital Colleagues
align with the Company's strategy. Cash Generation v v
As detailed in the strategy section of the Shareholder Value - Y v
2018 Annual Report and Accounts under the AlP Net Flows (Workplage Pensions) v v v v
'Engage Colleagues' section, 8 common Customer [xpenence v v
incentive plan was launched for all Strategic Scorecard v v v
colleagues within the enlarged Group, Net Qperating Cash Receipts " v
ensuring consistency of corporate goals Return on Shareholder Value v v
and individual performance management. LTIP Persistency v P
TSR v

v AN szorccard cnaeges employes s across the Group 1o achicvs common 1oracts

2019 SINGLE FIGURE

The cutcomes under the AIP and LTIP
resuited in a single figure outcame far
Clive Bannister of £2,976k and for James
McConville of £1,843k.

Read more on page 114

18
CLO 3013 700 fi2 809 AL B - 076

2018 oo
re-stated 830

nz3

CFO 2019 77
2018 [~
re-stated 440 {77 . 881 522 1,636
6
£'000

W Salary & Benefits Il Pension AP Ml LTIP

HOW WE PERFORMED IN 2019

Group performance measures

Cumulative Cash Generation {£bn) Total Shareholder Return {percentile)

Long Term Incentive Plan (‘'LTIP'): Threshold 1.372 Threshold
Below we show outturn against the m :
measures which applied for the 2017 LTIP Targst 1.577 M Taryel m
awards which are reflected in the Single : :

Qurturn 1.726, Cutturn 55

higure 1able on page 114, Cumulative cash
generation and TSR performance are shown
over the three-year performance period
{financial years 2017, 2018 and 2019). TSR
is measured against the constituents of the
FTSE 250 {excluding Investment Trusts),
with median being the 50th percentile and
upper guintile being the 8th percentile.
Cash generation continues to be one of
our key corporate strategic objectives,
while TSN provides a dircet linkogce to
shareholder interests.
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HOW WE PERFORMED IN 2019

Group performance measures

Annual Incentive Plan {‘AIP’):

Below we show the target ranges and outturr against the metrics withir the 2019 AIP. More detalls of the 2019 AIP can be found en page
115. AP metrics that are stated Group KPls are flagged below and evidences the direct ink betwesn Group strategy and remuneration
autcomes. Those metrics that are not stated KPis were felt by the Committee to be appropriate metrics which are reflective of the
shareholder experience.

Customer Service and

Operating Companies Accessibility {Standard
Cash Generation (£m) 3 Origo Timescales (days) = Life Assurance Limited) {6} [KPl]
Thrushald 600 : Tneshuld Ihreshold =70
Maximum 700 . Maximurn =95 Maximum 275
Outturn £707m Qutturn 9.7; Qutturn 71
Adjusted Shareholder Solvency Il Management
Solvency 1 Own Funds (£m) Servicing Complaints {%)]) Actions [Em)
Threshold 5,180 Threshold Threshold
Target 5,280 Target 55 Target 170
Maximum 5.380 Maximurn Maxirmurm 250
Outturn £5,939m Outtumn 56 Outturn £512m |
Cat. B Incident Closures Customer Satisfaction
{Phoenix Life) (%) {Phoenix Life) (%) fipi| FOS Overturn Rate (%)’
Threshal =70 Threohold Thieslnd
Maximum =75 Maximum Maximum
Outturn B3| Outturn 94 Qutturn
i See note & on page 115 for detaii of the FOS Overturn Rate used in the AlP.
SHAREHOLDING . : Sharehoiding guidelines 200%
Group Chief Executive Cfficer

GUIDELINES ('SOGS') Clive Bani oo
A significant proportion of executive annister Shares held at 31 December 2019 1,081%
rernuneration is delivered in shares which ]

} \ . . h 2009
are released over a period of five years, Group Finance Director Shareholding guidelines 00%
In comination with aur sharehalding James McConville Shares held at 31 December 2019 597%

guidelines, this aligns Executive Directors
with shareholders over the long-tarm. As

at 31 December 2019, both Chve Bannister
and James McConville had exceeded their
shareholding requirements, as set outin the
chart below. Further details on shareholding
guidelines are included in the Rernuneration
Policy in Section A under the Shareholding
Guidelines section on page 110andin
Section B on page 125.
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COMPARISON OF CURRENT AND PROPOQSED REMUNERATION POLICY

Element of policy

Current Policy

Proposed Palicy

! Efxed Base Sélary Bese salanes reviewed against cdhparator Base salares are rewev&ed agéihér cbmparatdf
Remuneration groups, including the FTSE31-100 and FTSEZ50, groups which the Remuneration Commitiee
with changes taking cffect from 1 January. deems sunabla w th changes taking effect
from 1 April.
Executive Director salaries may not exceed
£780.000 adjusted for inflation since 2017 I he salary of an Executive Director may not
{currently £834,000} axceed the average median positioning wwithin
these groups adjusted for inflation.
Pension New E)éelcut‘ve Directors aligned W\t_h wider 7@5&;&@?&&;rismr;\:ﬁmfrmﬁ )
) warkforce Contribution rate to be disclosed workforce (12% of salary —or 10.5% of satary
! following review of company pension provision, when taken as a cash payment).
Benefits "Relocalion expensesghbjecr 10 3 maximum limit ﬁei\oc_a-ﬁc-ﬁ‘expenses sutie?d to @ maximum
of £150,000. limit of £60,000.
Variable Annual Incentive Deferral of 40% for a period of three years. Deferral of 50% for a period of three years.
i Plan ['AIP’
Remuneration raIP?y Financial performance measures will not be Financial performance measures wil not be
reduced below 50% of potential. reduced below 60% of potential.
. 2018 performance measures’ 2020 performance rmeasures:
} * Operating Companigs’ Cash Generation + Cash Generation' {24% of overall AIP);
124% of overall AIR);
* Adjusted Shareholder Soivency Il Own * Shareholder Value 124%).
Funds {24%]);
= Solvency I| Management Actions (12%]; * Net Flows (Workp'ace) (12%);
« Customer Experience {(20%); and * Customer Experience (20%); and
* Personal (20%). * Strategic Scorecard (20%).
Long Term Incentive 2019 performance measures 2020 performance measures:
Plan {'LTIP’
) * Cumulative Cash Generation [40%); * Net Operating Cash Receipts' (35%;);
« Return on Adjusted Shareholder Solvency I * Return on Shareholder Value' (25%);
Own Funds (35%); and
{ = Total Shareholder Return (35%). = Total Shareholder Return {20%); and
* Pergistency (20%)
Other Shareholding Executive Directors are expected to retain all Execut:ve Directors are expected to retain all
elements guidelines shares which vest under the DBSS and the LTIP shares which vest under the DBSS and the LTIP

until a minimum holding of 200% of base salary
is accumulated

Share awards do not count prior to vesting
(including DBSS awards).

Post cessation of employment, Executive
Directors retain the full requirement in the first
year and half in the second year.

untila minimurn holding of 300%/250% of base
salary for CEQ/CFO 1s accumulated.

Unvested share awards no longer subject

to performance conditions (discounted for
anticipated tax habilities), may be countad for
the purposes of the guidelinas.

Post cessation of employment, Executive
Directers are expected to retain this minimum
level, or the level held at termination, for a
perod of two years.

1 These metnics have been renamed simply to provide clarity. The caiculations for these rernain unchanged from last year. Shareholder Value represents
shareholder Soivency Il own funds adjusted to remove the Group's capital qualifying sub-debt,
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ALIGNMENT TQ SHAREHOLDERS

Our Executive rernuneration 1s designed to align with shareholder interests to deliver long-term sustainable value. The diagram below
shows how a significant portion of Executive remuneration under the propasad remuneration policy is delivered in shares and deferred
for up to five years. At fage value, 5% of the CEOQ's maximum remuneration 1s delivered in shares.

65% of total maximym remuneration for CEQ is paid in shares

3 year 2 year
LTIP performance period holding period
CEQ: 275% N Shares N Shares
CFG: 200% © /7 vested O oo released
aw:)deD:d n shares
AlP 1 year shares vested
CLO: 150% penfonnance 3 year
CFO: 150% period 50% deferral period
0% awarded in o >
cash
Pension Pension
CEQ: 800k CEQ: 800k
CFO: 420k CFO: 420K
Maximum 2020 2021 2022 2023 2024 2025

e——3 Performance pertod e > Deferral o > llelding period

INTRODUCTION

This report contains the rmateral required to be set out as the Directors” Remuneration Report ('Remuneration Report’) for the purposes

of Part 4 of The Large and Medium-sized Companies and Groups {Accounts and Reports) (Amendment) Regulations 2013, which amended
The Large and Medium-s2zed Companies and Groups [Accounts and Reports) Regulations 2008 ("the DRR regulations’).

DIRECTORS’ REMUNERATION POLICY
The Company 1s seeking approval from its shareholders at its 2020 AGM for its updated Directors’ Remuneration Policy
{'Remuneration Policy’).

The Remuneration Policy which 1s being put forward for approval by sharehaolders of Phoenix Group Holdings plc at the 2020 AGM has
been updated as described in the Chairman's covering letter. The Remuneration Policy is set out In section A of this report overleaf.
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SECTION A

THIS SECTION CONTAINS THE DIRECTORS’ REMUNERATION POLICY AS PROPOSED FOR APPROVAL
BY THE COMPANY’'S SHAREHOLDERS AT THE COMPANY’S 2020 AGM ON 15 MAY 2020.

GENERAL POLICY
The Remuneration Policy for Executive Directors is summarised in the table below along with the policy on the Charrman’s and the
Non-Executive Directors’ fees.

Overall positioning’

The Company's averall positioning on remuneration for Executive Directors has been updated to reflect the provisions of the new
UK Corporate Governance Code, best practice and feedback received from shareholders during consultation.

An appropriate balance is maintained between fixed and variable components of remuneration.

Cur updated Remuneration Policy benchmarks the total target remuneration for the Executive Directors using appropriate market data sets

* This section does not form part of the Remuneration Policy and is for information only.

HOW OUR POLICY ADDRESSES THE FOLLOWING FACTORS SET OUT IN THE UK CORPORATE GOVERNANCE CODE 2018

Factor How this has been addressed
The reward framework seeks 1o embed simplicity and transparency in the design and delivery
of rermuneration. \We have proposed changes to our AIP performance measures (to replace the
Personal Performance assessment with a Strategic Scorecard with transparent, measurable
metrics, and to replace Management Actions with Net Flows {Workplace}) in order 1o simplify
the AIP assessment process while enhancing alignment to Group strategy.
* We have included additional diagrams and charts in this year's Remunsration Report to improve
clarity for readers regarding the alignment of Executive remuneration with shareholders
and our strategy.

Clarity & Simplicity

Risk ¢ The Committee undertakes an annual review of risk before confirming the cutcomes
for the AIP to ensure that there are no risk-related concerns that require the moderation
ul AIF vuteuities.
+ Malus and clawback operate in respect of the AIP and LTIPs {see page 111 for details
on trigger events).
¢ The Committee may apply discretion to override formulaic outcomes if they are considered
inconsistent with the underlying performance of the Group.
The range of potential award levels to individual Executive Directors are set out in the scenario
chart on page 107 which also demonstrates the impact of potential share price growth by 50%
over the three-year performance period until LTIP vesting.

Predictability

A high percentage of rewards are delivered in the form of shares, meaning Executive Directors
are strongly aligned with shareholders. We have increased the share ownership guidelines to
300% for the CEQ and 250% for the CFO and introduced a pest-employment shareholding
requirement for our Executive Directors to ensure that they are aligned to the long-term
performance of the Group.

Proportionality

Executive Directors are required to hold shares from LTIP awards for two years following
vesting which provides focus on sustamnable share price growth. We have also extended
deferral levels under the AIP to further align to shareholders.

We have engaged with our employees through our Colleague Insight Survey and Emplovee
Networks (see further details on pages 36 and 84) to develop our values and to improve our
understanding of what is required to become a high-performing organisation. Qur remuneration
philasophy supports our purpose and core values,

Alignment to culture
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POTENTIAL REWARDS UNDER VARIQUS SCENARIOS (£000)
The charts below compare the maximum tevels of Total Remuneration payable under the Directors” Remuneration Policy (see page 108).

Total remuneration opportunity (£000)
CEO - Andy Briggs CFO - Rakesh Thakrar
£000 £000
5,400

1,948

£2,048 1,003 W Total fixed pay
ars W ~r
£895

H e

o0 moe
4 Sharel price growth

Minimum  On-target  Maximum  Maximum Minimum  On-target  Maximum  Maximum and divideds

with growth with growth

Minimum, en-target and maximum represent the scenano charts required under the Directors’ Remuneration Policy — see the data
assumptions below

"Maximum with growth' is the maximum scenario, but wath the LTIP slement increased 1o reflect a 50% share price growth assumption
over the three-year period until LTIP vesting. The element of the total representing the value from these assumptions on share price
growth and dividends is shown separately.

Base salary Benefits Pension Total fixed
Name £000 £600 £000 £000
Andy Briggs 800 11 84 895
Rakesh Thakrar (proposed director) 420 11 a4 475

Minimum Consists of base salary. benefits and pensicn:
» Base salary is the salary to be paid in 2G20.
* Benefits measured as banefits to be paid in 2020.
* Pension measured as the full entittement of approxsmately 10.5% of base salary receivable (after the reduction to
payments made in cash for employers’ Naticnal Insurance Contributions).

On-target Based on what the Executive Director would receive if performance was on-target:
s AIP: consists of the on-target annual incentive (75% of base salary).
¢ LTIP: consists of the threshold level of vesting (50% of base salary, 68.75% for Andy Briggs). In addition, the potential
value of Sharesave and Share Incentive Plan ('SIP’) participation is also recognised.

Maximum Based on the maximurm remuneration recevable:
» AIP: consists of the maximum annual incentive (150% of base salary).
s LTIP: assumas maximum vesting of awards and valued as on the date of grant (award of 200% of base salary for
CFO and 275% of base salary for CEQ. Sharesave and SIP valued on the same basis as In the on-target row.
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REMUNERATION POLICY TABLE

Element and purpose in supporting strategic objectives

Base Salary

This 15 the core elemeant of pay which supports the recruitment and retention of Executive Directors and reflects the individual's role
and position within the Group as well as their capability and contnbution

Policy and cperation

* Base salaries are reviewed each year against companies of similar size and complexity. Both salary levels and overall remuneration are set by reference
to the median data of comparatars which the Remuneration Committee considers 1o be suitable based on index, size and sector

« The Remuneration Committee yses this data as a key reference paint in considering the appropriate level of salary. Cther relevant factors including
corporate and individual perfarmance and any changes in an indvidual’s role and respensibiiities, and the level of salary increases awarded o other
employees of the Group are also considered.

* Base salary 1s paid monthly in cash.

* Changes (o base salanes normally take effect from 1 April

Maximum

* Salary levels are specific to the role and individual.

s Maximum salary will be the median lavel of salanss for CEQ's in the FTSE31-100 {currently £800,000), provided that this figure may be increased in
line with UK RPl inflation for the duration of this policy.

» However, when reviewing salanes for Executive Directors, the Remuneration Committee will also review the salaries, and salary increases, for senior
management and employees In relevant countries to maintain consistency. Percentage increases for Executive Directors will not exceed that of
the broader employee population, other than in specific circumstances identified by the Remuneraton Committee (e.g. in respense to a8 substantial
change in responsibilitias).

Performance measures
= N/A

Element ond purpose in supporting sirategic objectives
Benefits
To provide other benefits valuad by recipient

Folicy and operation

= The Group provides market competitive benefits in kind. Detalls of the banehits provided in each year will be set outin the Implementation Report.
The Remureration Committee reserves discretion to introduce new benefits where 1t concludes that it is in the interests of the Group to do so,
having regard to the particular circumstances and to market practice.

* Where appropriate, the Group will meet certain costs relating to Executive Director relocations and other exceptional 8xpenses.

Maximum

¢ 1t is not possible to prescribe the likely change in the cost of insured benetits or the cost of some of the other reported benefits yearto-year,
but the provision of benefits will normally operate within an annual mit of 10% of an Executive Director's base salary.

* The Remuneration Committee will monitor the costs in practice and ensure that the overali costs do not ncrease by more than the
Hermuneration Lommittes considers to be appropriate in all the circumstances.

= Relocation expenses are subject to a maximum limit of £50,000.

Performonce measures
* N/A

Element and purpose in supporting strategic objectives
Pension
To provide retirement benefits which keep Phoenix Group competitive within the marketplace and provide for the future of our employees

Policy and operation

= The Group provides a competitive employer spansored defined cantrbution pension plan

= All Executive Directors are eligible to participate in the Defined Pension Contribution plan avallable to all new joiners or they may opt to receive the
contribution in cash If they are Impacted by the relevant lifetime or annual limits, Any such cash payments are reduced for the effect of ermployers’
National Insurance Contributions,

= Phoenix will hong)uf the pensions obligations entered into under all prev:ous policies In accordance with the terms of such obligations.

Maximum
* Pension contributions for Executive Directors are aligned with the wider workforce rate which is currently 129 of salary {reduced to 10.5% when
taken as cash in lieu of contribution)

Performance measures i
« N/
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Element and purpose in supporting strategic objectives
Annual Incentive Plan (“AlP’) and Deferred Bonus Share Scheme (‘DBSS’)
To motivate employees and incertivise delivery of annual performance targets aligned to strategy

Policy and operation

» AP levels and the apprapnateness of measures are reviewed annaaly to ensure they continue to support the Group's strategy

= AIP outcomes are paid In cash in one tranche (less tne deferred snare award).

» Atleast 50% ot any annual AIP awa-d 1s to be deferred into shares for a pencd of three years althougn the Remuneration Comm tiee reserves
discretion to altar the curent practice of deferral wheather by altering the portion aeferred, the penod of deferral or whetner amounts are ceferred
11t cash o~ shates). Such alterat:ons may be required to ensure compance with regulatory guidelines for pay wethin the insurance sector, but
wil not otherwise reduce the current deferral level or the period of deferral.

» Deferal of AlP outcomes into shares s currently made under the DBSS.

s Awards under DBSS wili be in the form of awards to receive shares for nil-cost iwith the shares either being delivered automatical y at vesting
o be ng delivered at a tirme following vesting at the ind vidual's choice).

= DBSS awards a7e made automatically eacn year on tne fourth dealing day following the announcernent of annual resuts, using the average
of the preced ng three dealing cays’ share prices to calculate the number of shares in awards,

* The tnree-year perico of deferral will run to the third anniversary of the award date.

* Dividend entittements will accrue over the three-year deferral pericd and be delivered as additional vesting shares.

* pMa'us/clawback provisions apply to the AIP and to amounts deferred under DBSS as explained in the notes to this table.

Maximum
* The maximum annual incentive level for an Executive Director 1s 150% of base salary per annum.

Performance measures

= The parformance measures applied to AIP will be set by the Remuneration Committee and may be financial or non-financial and corporate, divisional
ar individual and 1n such proportions as it considers appropriate. However, the weighting of financial perfermance measures will not be reduced below
B0% of total AIP potential in any year for the duration of this policy.

= In respect of the financial and non-financial performance measures, attaning the thrashold performance level produces a £nil annual mcentive payment.

= On-target performance on all measures praduces an outcome of 50% of maximum annual incentive opportunity However, the Remuneration
Cornmittee reserves the nght to adjust the threshold and target levels for future financial years in light of compettive practice.

* The AP operates subject to three levels of moderation:

I. The Committee seeks to set suitable ranges for each measure in the context both of the Group's own Internal budgets and of external projections
(whether through management guidance or consensus forecasts). Recognising that the business of the Group :s to engage n corporate activity, the
Remunaration Committes may adjust targets during tha year to take account of such activity and ensure the targets continug to reflect performance
as ariginally intended

I.There 1s a speacific adjustment factor of 80%—120% of the provisional outturn whereby the Remuneration Committee may adjust the provisional
figure (but subject to any over-nding cap) ta take account of its broad assessment of performance both against pre-set targets, risk considerations,
and more generally, of the wader universe of stakeholders. With respect 1o financial performance measures, this assessment will include
consideration of the quality of how particular outcomes were achieved

The AIP remains a discretionary arrangement and the Remuneration Committee reserves discretion to adjust the outturn {from zero
to any cap) should it consider that to be appropriate, In particular, the Bermuneration Committee may operate this discretion in respect
of any risk concern.

Element and purpose in supporting sirategic objectives

Long-Term Incentive Plan ("LTIP?)

To motivate and incentivise delivery of sustained performance over the long-term ¢ line with our strategy and purpose, and to promaote
alignment with shareholders’ interests, the Group operates the Phoenix Group Holdings plc LTIP.

Policy and operation
= Awards under the LTIP may be 1n any of the forms of awards to receive shares for nil-cost (as described for DBSS abovel.
= LTIP awards are made automaticaily each year on the fourth dealing day following the anncuncement of annual results, using the average of the
preceding three dea ing days’ share prices to calculate the number of shares i awards.
» The vesting period will be at least three years and run until the third anniversary of the award date {unless a longer vesting period 1s introduced).
* A holding period wili apply so that Executive Directors may not normally exercise vested LTIP awards until the fifth anniversary of the award date.
» Dividend entitlernents will accrue unitil the end of the holding perod in respect of performance vested shares and be delivered as additional
vesting shares.
* Malus/clawback provisions apply on a basis consistent with the equivalent provisions in the AIP and DBSS and as explained in the notes to this table.
* The Group will hanour the vestng of all awards granted under previous policies in accordance witn the terms of such awards,

Maximum

* The formal imit under the LTIP 15 300% of base salary per annum {and 400% per annum in excepticnal cases).

+ The Rermuneration Committee's practice is 10 make LTIP awards 1o Executive Directors each year over shargs with a value (as at the award date}
of up 10 275% of the CEO's annual base salary and 200% of the CFO's annual base salary although discretion is reserved to make awards up to the
maximum levels for the policy as stated above.
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Performance measures
* The Remuneration Committee may set such performance measures for LTIP awards as it considers approprate (whether financial or non-financial and
whether corporate, divisional o indmidual} The measures for the 2020 LTIP are as set out below:

Measure B Weighting -
Net Operating CaSH Receipts 35% -

Heturn on Shareholder Vé.Fu"eT 25% _

Total Shareholder Return - 20% ] ] B
Persistency 20% o

* The Remuneration Committee retains discretion to adjust the weightings or substitute metrics but would expect 1o consult with its ma;or shareholders
regarding any matenal changes of the current performance measures applied for LTIP awards made to Executive Directors or the relative weightings
between these performance measures

*» For every LTIP award, appropriate disclosures regarding the proposed performance conditions will be made in the annual Implementation Report

* Once set, performance measures and targets will generai.y remain unaltered unless events ocour which, in the Remuneration Committee's opinion,
make 1t appropriate to make adjustments to the performance measures to ensure alignment with strategic objectives, provided that any adjusted
performance measure 1s, 1n its epinion, neither maternally maore nor less difficult to satisty than the onginal measure.

* For each part of an LTIP award subject to a specific performance condition, the threshold level of vesting will be no more than 25% of that part
of the LTIP award.

* The performance period for LTIP awards will be at least three years, but the Remuneration Committee reserves discretion to lengtnen the applicable
performance penods for LTIP awards.

Element and puspose

All-employee share plans

To encourage share ownership by employees, thereby allowing them ta participate in the long-term success of the Group and align their
interests with those of the shareholders

Policy and operation
* Executive Directors are able to participate in a'l-employee share plans on the sarne terms as other Group employees as required by HMRC iegislation.

Maximum

* Sharesave - the Remuneration Committes has the facility to allow individuais to save up to a maximum of £500 each month {or such other level as
permitted by HMRC legislation) for a fixed period of three or five years. At the end of the savings period, individuals may use thair savings to buy
ordinary sharas in the Cormmpany at a discount of up to 20% of the market price set at the launch of each scheme.

+ Share Incentive Plan {'SIP') — the Remuneration Committee has the facility to allow individuals to have the opportunity to purchase, out of their pre-tax
salary, shares in the Company and receive up 10 two matching shares for every purchased share. Maxirum saving 15 £150 each ronth [or up to such
level as permitted by the Company in line with HMRC legislation). SIP aiso has the facilily to allow for reinvestmeant of dvidends in further shares,
or the award of additional free shares (up to the Imits as permitted by HMRC fegislation).

Performance measures
* Consistent with normal practice, such awards are not subject 1o performance condiions,

Element and purpose

Shareholding guidelines

To encourage share ownership by the Executive Directors over the long-term, including post ¢essation of employment, and ensure
nterests are aligned

Policy and operation

+ Executive Directors are expected to retain all shares (net of tax) which vest unoer the DBSS and under the LTIP (or any other discretonary long-term
Incentive arrangement introduced in the futurel until such time as they hold a minimum of 300%of base salary in shares for the CEQ and 250% of
base salary in shares for the CFO.

+ Only beneficially owned shares. vested share awards, and unvested share awards not subject to performance conditions (discounted for anticipated
tax liabilites), may be counted for the purposes of the guidelines. Share awards subject to performance conditions do not count prier to vasting

* Once shareholding guidelines have been met, individuals are expected t¢ retamn these levels as a minimum The Remuneration Committee will review
shareholdings annually in the context of this policy

* Post cessation of employment, Executive Directors are expected to retain the lower of their full level of employrment sha<eholding guidehne or their
actual shareholding at terrmination for a p_s_:r.wod of two years.

Maximum )
o N/A

Performance measures
* N/A
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Element and purpose
Chairman and Non-Executive Director fees

Policy and operation

s The fees paia to the Charman ana the fees of the other Non-Executive Directors are set to be competitive with other | sted compan es of eguvalent
size and compiexity.

* The Group does not adopt a quantitative approach to pay positioning and exercises Judgement as 1o what it considers to be reasonable .1 all the
crecurnstances as regards auaatum.

* Additional fees are paid to Non-Executive Directors who chair a Board committee, or sit on the board of a subsidiary company ar on the So vency [l
Model Governance Comnmittee, and to the Sen or Independent Dhrector ['S10°) and dedicated Warkforce Director of Engagement. No separate Board
committee membership tees are currently paid.

* [eas are pawd monthly in cash.

* Fee levels for Non-Executive Directors are reviewed annually with any changes normally taking effect from 1 January. Add t:onal -ev ews may take
place in exceptional circumstances, such as fo'l'owing major corporate events, 1o ensure that fees reman approprzte in the context of the Group's size
ana complexity.

Maximum

* The aggregate fees of the Chairman and Non-Executive Directors will not exceed the imit from tme 1o tme prescnbed within the Company’s Articles
of Association for such fees (currently £2 rmihen per annum 1N aggregate).,

* The Company reserves the right to vary the structure of fees wathin this limit including, for exarnple, introducing time-based fees or reflecting the
estabiishment of new Board commuttees.

PEI’FDI’I’I’IQ nce measures

* N/A

NOTES TO THE REMUNERATION POLICY TABLE 2. Stating maximum amounts for the Remuneration Policy

1. Differences between the Policy on Remuneration for Directors and The DRR regulations and related investor guidance encourages
the Policy on Remuneration of other employees companies to disclose a cap within which each element of

When determining Executive Directors’ remuneration, the remuneration policy will operate. VWhere maximum amounts for
Committee takes into account pay throughout the Group to ensure elements of remuneration have been set within the Remuneration
that the arrangements in place remain appropriate. Policy, these will operate simply as caps and are not indicative

of any aspiration.
The Group has (as required by Solvency [l regulations) one

consistent reward policy for all levels of employees and this policy 3. Mclus and clawback

is made available to all staff. Therefore, the same reward principles Malus (being the forferture of unvested awards) and clawback

guide reward decisions for all Phoenix employees, including {being the ability of the Company to ¢laim repayrnent of paid

Executive Directors, although remuneration packages differ to amounts as a debt) provisions apply to the AIP, DBSS and LTIP.

take into account appropriate factors in different areas of the These provisions may be applied where the Bemuneration

business as follows: Committee considers it appropriate to do so following:

s AIP - all Phoenix employees participate in the AP, although the * areview of the conduct, capability or performance of
quantum and balance of corporate to individual objectives varies an individual,

by level. The most senior staff are subject 1o the regulatory
requirements of Solvency I}, and these individuals also receive
part of their bonus in Company shares deferred for a period of
three years. A different scorecard of AlP performance measures » any material misstatement of the Company’s or a Group
applies for Solvency Il Identified staff in ‘control functions’ (risk, member's financial results for any period,

compliance, internal audit and actuanal) to exclude financial
performance measures.

s areview of the performance of the Company or a
Group member;

= any material failure of Risk Management by an imdividual,
a Group member or the Company; or

* LTIP — our most senior employees participate in the LTIP
currently based on the same performance conditions as these
for Executive Directors, although the Committee reserves the
discretion to vary the performance conditions for awards made
1o employees below the Board for future awards.

* any other circumstances that have a sufficiently significant
impact on the reputation of the Company or Group.

4. Travel and hospitality
While the Remuneration Committee does not consider this to form

* All-employee share plans — the Committee considers it is part of benefits in the normal usage of that term, it has been
important for all employees to have the opportunity to become advised that corporate hospitality {whether paid for by the Company
shareholders in the Company. The Company offers two HMRC or ancther) and certain instances of business travel (including any
tax advantaged arrangements i which all UK employeas can related tax habilities settled by the Company or another Group

participate and acquire shares on a discounted and tax advantaged  company) for Directors may technically be considered as benefits
basis (Sharesave and SIP), and equivalent arrangements in foreign and so the Remuneration Committee expressly reserves the right
Junsdictions {including on a tax advantaged basis permitted under to authornise such activities and reimbursement of associated
local laws). In addition, selected individuals may receive ad-hoc expenses within its agreed policies.

share awards under the Chairman's Award programme in

recognition of exceptional commercial outcomes and is

ceontingent on continued employment.
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5. Discretions reserved in operating incentive plons

The Rernuneration Committee will operate the AP, DBSS and LTIP
according lo their respective rules and the above Remuneration
Palicy table. The Remuneration Committee retains certain
discretions, consistent with market practice, in relation to the
aperation and administration of these plans including:

» (a3 described in the Remuneration Policy tabla) the determination
of performance measures and targets and resulting vesting and
pay-out levels:

(as described in the Remuneration Policy table) the ability to
adjust performance measures and targets to reflect events and/
or to ensure the perfermance measures and targets operate as
originally intended;

* (as described in the Termination Policy) determination of the
treatment of individuals who !eave employment, based on the
rules of the incentive plans, and the treatmaent of the incentive
plans on exceptional events, such as a change of controf of
the Company; and

the ability to make adjustments fo existing awards made under
the incentive plans in certain circumstances {e.g. rights issues,
corporale restructurings or special dividends). Any sxerciss

of discretion will be disclosed in the Implementation Report
for the year.

consistent with the latest Corporate Governance Code, the
Remuneration Committee may apply discretion to override
formulaic outcomes if they are considered inconsistent with
the underlying performance of the group (see pages 106
and 101).

RECRUITMENT REMUNERATION POLICY

The Group's recruitment rermuneration policy aims to give the
Remuneration Committee sufficient flexibility to secure the
appointment and promotion of high calibre executives to strengthen
the management team and secure the skill sets to deliver our
strategic aims.

In terms of the principles for setting a package for & new Executive
Director, the starting point for the Remuneration Committee will be
1o apply the general policy for Executive Directors as set out above
and structure a package in accordance with that policy

The AIP and LTIP will operate (including the maximum award levels)
as detailed in the general policy in relation to any newly appointed
Executive Director,

For an internal appointment, any variable pay element awarded in
respect of the prior role may either continue on #ts original terms
or be adjusted to reflect the new appointment as appropriate.

For external and nternal appointments, ihe Remuneration
Committee rmay agree that the Company will meet certamn
relocation expenses as il considers appropriate.

For external candidates, it may be necessary to make awards in
connection wath the recruitment to buy out awards forfeited by the
individual on leaving a previous employer. For such buy-out awards,
Phoenix Group will nat pay more than is, in the view of the
Remuneration Committee, necessary and will in all cases seek, in
the firstinstance, to delivar any such awards under the terms of the
existing incentive pay structure. It may, however, be necessary in
some cases to make such awards on terms that are more bespoke
than the existing annual and eguity-based pay structures in Phoenix
Group in order to secure a candidate. Details of any buy-out awards
will be appropriately disclosed.

112
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All such buy-out awards, whether under the AIP, LTIP or otherwise
ifor example, specific arrangemerts made under Listng Rule 9.4.2),
will take account of the service obligations and performance
requirements for any remuneration relinquished by the individual
when leaving a previous employer. The Remuneration Committee
will seek to make buy-out awards subject to what are, 1n 1ts opinion,
camparable requirements in respect of service and performance.,
However, the Remuneration Committee may choose to relax this
requirernant in certain cases {such as where the service and/or
performance requirements are materially completed), and where
the Rernuneration Committee considers it 1o be in the interests

of shareholders and where such factors are, in the view of the
Remuneration Committae, reflectad in some other way, such as

a significant discount to the face value of the awards forfeited.
Exceptionally, where necessary, this rmay in¢lude a guaranteed

of non pre-rated annual incentive it the year of jcining.

= Forthe avoidance of doubt, such buy-out awards are not subject
to a formal cap.

= A new Non-Executive Director would be recruited on the terms
explained In the Remuneration Policy for such Directors

DIRECTORS’ SERVICE CONTRACTS

Executive Directors

Executive Director service contracts, which do not contain expiry
dates, provide that compensation provisions for termination without
natee will only extend to 12 months of salary, certain fixed benefits
and pension (which may be payable in instalments and subject to
mitigation). By excluding any entitlement to compensation for loss
of the opportunity to earn variable pay, the Remuneration
Committee believes the contracts 1o be consistent with best
practice. The Remuneration Committee also has discretion tc
mitigate further by paying on a phased basis with unpaid !
instalments ceasing after the initial period of six months if the
Exscutive Director finds alternative employment. Contracts do

not contain change of control provisions. The template contract

Is reviewed from time to time and may be amended provided it

1s not overall more generous than the terms described above.

Subject 1o Board approval, Executive Directors are permitted to
accept outside appointments on external boards as long as these
are not deemed to interfere with the business of the Group.

MNon-Executive Directors

The Non-Executive Directors, including the Chairman, have letters
of appointrment which set out ther duties and responstbilities.
Appointment 1s for an initial fixed term of three years {which may
be renewed}, terminahle by one month’s notice from either side
{six months in the case of the Charman). Non-Executive Directors
are not eligible to participate in incentive arrangements or receive
pension provision or other benefits such as private medical
insurance and life insurance.

Copies of Executive Director service contracts and Non-Executive
Director letters of appeintment are available for inspection at the
Company's registered office,
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TERMINATION POLICY SUMMARY

In practice, the facts surrounding any termination do not always fit neatly into defined categeries for good or bad leavers. Therefore, it 15
appropriate for the Remuneration Commitiee to consider the suitable treatment on a termination having regard to all of the relevant facts
and circumstances available at that tme. This policy applies both to any negotiations linked 1o notice periods on a termination and any
treatment which the Remuneration Committee may choose to apply under the discretions available to it under the terms of the AIP, DBSS
and LTIP plans. The potential treatments on termiraton under these plans are summarised below.

Incentives Good leaver

A participant 1s considered a

Good Leaver 1 leaving through
redundancy, serious ill health or
death or otherwise at the discretion
of the Remuneration Committee

Bad Leaver

A participant would typically be
considered a Bad Leaver following
a voluntary resignation or leaving
for disciplinary reasons

Exceptional Events

For example change in control or
winding-up of the Company

Pro-rated annual incentive.
Pro-rating 1 reflect only the period
worked. Performance metrics
determined by the Remuneration
Committee

AlIP

Deferred awards vest at the end of
the original vesting period

DBSS

LTIP Will receive a pro-rated award
subject to the application of the
performance conditions at the
normal measurement date and,
generally, any holding peried

will continue to apply

Remuneration Committee
discretion 1o disapply pro-rating or
to accelerate vesting to the date of
leaving {subject to pro-rating and
performance conditions) and/or
the release of any holding period

No awards made

Deferred awards normally lapse

All awards will normally lapse

Either the AIP will contnue for the
year or there will be a pro-rated
annual incentive. Performance
rmetrics determimed by the
Remuneration Committee

Deferred awards vest

Will receive a pro-rated award
subject to the application of the
performance conditions at the
date of the event. Remuneration
Committee discretion to
disapply pro-rating

1 Where the reasan far leaving is retirement, tha indwidual will be required to provide canfirmation of their continued retirement before any payments are

released to them ofter the end of the vesting perniod.

The Group has power to enter Into settlement agreements with
executives and to pay compensation to settle potential legal claims.
In addition, and consistent with market practice, in the event

of terminatior: of an Executive Director, the Group may pay a
contribution towards the individual's legal fees and fees for
outplacement services as parl of a negotiated settlement. Any
such fees would be disclosed as part of the detail of termination
arrangements For the aveidance of doubt, the palicy does not
include an explicit cap on the cost of termination payments.

In the event of cessation of a Non-Executive Director’s appointment
{exciuding the Chairman) they would be entitled to a one month’s
notice pericd. The Chairman, as detailed in his letter of
appointment, would be entitled to a six months' notice perod.

CONSIDERATION OF EMPLOYMENT CONDITIONS
ELSEWHERE IN THE GROUP

As explained In the notes to the Remuneration Policy table, the
Remuneration Committee takes into account Group-wide pay and
employment conditions. The Remuneration Commitiee reviews
the average Group-wide base salary increase and annual incentive
costs and is responsible for all discretionary and all-employee
share arrangements.

Consistent with previous practice, the Remuneration Committee
did not consult with employees in preparing the 2020 Hemuneration
Policy althcugh has established further employee engagement in
2019 1in accordance with the requirement under the Corporate
Governance Code. Further details are shown on page 84.

CONSIDERATION OF SHAREHOLDERS' VIEWS

Each year the Remuneration Committee takes into account the
approval tevels of rermuneration-related matters at our AGM ir
determining that the current Remuneration Policy remains
appropriate for the Company.

The Remuneration Committee also seeks to build an active
and productive dialogue with investors on developments in the
remuneration aspects of corporate governance generally and
any changes to the Company’s executive pay arrangements in
particular. The Remuneration Committee consulted with
shareholders prior to submission of this policy. The previous
Remuneration Policy was submitted to shareholders at the
2019 AGM due to the completion of a Scheme of Arrangement
in 2018 and this was approved with 99.7% support.
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Directors’ Remuneration Report coniinued

SECTION B:

THIS SECTION CONTAINS THE ANNUAL REPORT ON REMUNERATION WHICH FORMS PART OF
THE DIRECTORS’ REMUNERATION REPORT TO BE PROPOSED FOR APPROVAL BY THE COMPANY’S
SHAREHOLDERS AT THE COMPANY'S 2020 AGM ON 15 MAY 2020

IMPLEMENTATION REPORT - AUDITED INFORMATION SINGLE FIGURE TABLE

Long-term
Salary/fees’ Benefins” Annual fheentive® incentives Pension® Total
pasiicy 2018
£000 2019 2018 2019 2018 2019 2018 2019* (restated} 2019 2018 2013  {restated)
Clive Bannister 700 700 16 16 969 888 1,168 830 123 123 2,976 2,567
James McConwville 440 440 16 16 576 581 734 522 77 77 1,843 1,636

1 The Executve Directors are entilled to adjust their salary/benetit combinaton under flexible benefits arrangemenis and the figures shown are before
Individual elections

2 Benefits for Clive Bannister comprise car allowance and private medical insurance totaling £16,348. Benefits for James McConville comprise car allowance
and private medical insurance totalling £16,076

3 Annual incentive amounts are presented tnelusive of any amounts which must be deferred into shares for three years (ie 40% of the AIP award for 2018).

In 2018 and 2018, £387,660 and £359,100 respectively of Clive Bannister's incentive payment is subject to three-year deferral delivered in shares, and
£230,472 and £232,320 oF James McCanville’s incentive paynrent is subject to a similar deferral, Deferred amounts are subject to continued employment
or good leaver status

4 In accordance with the reguirements of the DRR regulations, the 2019 value for long-term incentives is an estimate of the vesting outcomes for LTIP
awards granted in 2017 and which are due to vest on 24 March 2020 for Clive Banmister and James McConville. These vesting levels are at 68.5% reflecting
outcomes against the Cumulative cash generation and TSR performance measures to 31 December 2019 (see page 118) and assumptions regarding
dividends for the period until vesting. This vesting outcome 1s then applied to the average share price between 1 October 2019 and 31 December 2018
{717.09p) to produce the estimated lang-term incentives figures shown for 2618 1n the above table. Thase assumptions waill be trued up for actual share
prices and dividends on vesting in the report for 2020. The disclosed LTIP figure of £1.168k for Clive Bannister reflects the preportion of the criginal award
which ultimately vested {£971k) plus the value of dividend roll-up on those shares (£197k). For Jarras MeConville the equivalent values are £734k as the
disclosed LTIP figure, comprising £610k for the value of the proportion of the original LTIP award which ulimately vested plus the value of dividend roll-up
on those shares (£124k). Al values are calculated using the three month average share price to 31 December 2019 (717 09p).

5 For 2016°s L.TIP awards which are reflected in the 2018 long-term incentives celumn above, the performance condinons were met as 1o 49.5% of
maxirnum. The 2018 long-tarm incentives values in the zbove table reflect the value of the Company's shares on the date of vesting which was 2 June 2019
1671.1p per share) multiphed by the number of shares vesting whereas the equivalent igure within the published 2018 Single Figure Table was an estimate
wiweh reflested the average share price between 1 Qctober 2018 and 31 December 2018 (6800 04p per share! and certan assumptions regarding the
cumulative value of dividends on the number of shares vastung.

8 Clive Bannister and James McConville are enutled to each recerve g Company pension contribution of 17.6% which 15 paid 10 cash. Pensian contributions
pard as cash supplements are reduced for the effect of employers’ Natonal Insurance contributions 3oth Clive Bannister and James McConwville received
the pension contributions as cash supplements, No Director participated in a definad henefit pension arrangement in the vear and none have any
prospective entittement to a defined benetit pension arrangement.

PAYMENTS FOR LOSS OF OFFICE AND PAYMENTS TO PAST DIRECTORS
There were no payments made to former Directors and no payments for loss of office in the year.
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AIP OUTCOMES FOR 2019

Against the specific Corporate measures, outturns were as follows:

Thresheld Target Maximum Performance % of incentive
performance performance performance level potential based
level for level for level for attained for on Performance
Performance measure 2019 AIP 2019 AIP 2013 AIP 2019 AIP Measure % achieved
Operating Companies’ Cash generation £600m £650m £700m £707m 30.00% 3C.00%
Solvency Il Management Actions £120m £170m £250m £512m 15.00% 15.00%
Adjusted Shareholder Solvency 1l £5,180m £5.280m £5,380m £5,939m 30.00% 30.00%
Own Funds
Customer experience
Customer satisfaction (Phoenix Life) 90% HN% 93% 94.0% 3.75% 3.75%
CAT B incident closures (Phoenix Life)? 270% 272.5% 275% 83.0% 2.50% 2.50%
Customer Service and Accessibility >70% »72.5% 275% 71.0% 6.25% 1.25%
{SLAL)?
Qngo timescales {all)® <12 days =11 days <8.5 days 2.7 days 7.50% 7.00%
Servicing complaint closure® 50% 55% 650% 56.0% 2.50% 1.50%
FOS overturn rate® <30% <19% <18% 17.0% 2.50% 2.50%
Total 100.00% 93.50%

1 The rating 1 a customer satisfaction score based on the rasults of a satisfaction survey managed by Ipses MORI (an external research firm). Customers
surveyed were asked to give a satisfaction rating of between 1 and b to a number of quastians {with a rating of 4 or b ragarded as satsfied). 94% of all

guestions asked scored a rating of 4 or above

2 This measure looks at the resolution of incidents for which there could be customer detriment {financial or non-financial]. It measures the timeliness of
actions when things go wrong. The rnetrics in the table represent the percentage of cases closed within nine menths.
3 This measure assesses Now easy customers have found Phoenix Group to deal with using a scale of 0 - 10. The NetEasy score 1s the difference between
the number of promators (those scoring 9 or 101 and the number of detractors those scoring 0).
4 The Origo Options service Is 8 recognised industry-wide initiative for processing Pension Transfers to ensure payments are made in a timely fashion.
The service has set a benchmark standard of a 12 calendar day average elapsed ume for processing transfers.

5 This measure looks at servicing li.e. not product or advice) complaints which are closed within three days,
6 This measure looks at the proporton of cases where the Financial Ombudsman Service disagrees with our decision-making i dealings with customers or
an aspect of it. For the AIP the FOS overturn rate is calculated based on an average of the H1 current year and HZ prior year rates. This is due to the timing

of when the FOS rates are published.

All customer target ranges were set at the same level as the previcus year with the exception of Servicing Complaints which was set
at a lower level than in 2018. This measure was intreduced into the AlP in 2018 and focused on the swift but appropriate resolution

of complaints acknowledging the FCA requirement 10 close complaints within an 8 week period. In setung the 2019 target range,

the Committee considered the historic outturns for Servicing Complaints at the SLA businesses and determined that the lower range
was appropriate to incentivise improved performance across the combined business.

As described in the Group Chairman'’s and Group CEQ's reports {pages 6 to 11), 2012 has been a year of significant achievement for the
Phoenix Group in which all strategic and financial targets were met, and cash, resilience and growth were delivered.

Prior to confirming the cutcomes for the 2018 AIF, the Committee reviewed in detaill the extent to which the Group had operated within
its stated risk appetite during the year and determined that no moderation of the 2012 formulaic outcome was necessary.
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Directors’ Remuneration Report continued

Personal objectives were agreed by the Group Board and shared with the Remuneration Commitiee at the start of the year. A number
of the personal objectives are considered commercially sensitive and, accordingly, are not disclosed below. However a number of
achieverments for the Executive Directors are shown below:

Clive Bannister, Group Chief Executive Officer (‘Group CEOQ’)

Obijectives

Identify acquisition opportunities capable
of individually and collectively, maternially
enhancing shareholder value, and
execute as appropriate

Achievements

The acquisition of ReAssure Group plc, subject to regulatory approval, continues Phoenix
Group's strategy of aligned acquisitions that are accretive in value and focused on our
competencies. The Group CEQ was critical to this transacton and reflects sustained
strategic interest In this outcome

Transition Standard Life Assurance
businesses safely into the Phoenix Group

Ensured the Group remained on track to deliver total cost ard capital synergy target
of £1.2 billion.

Deliver financial targets

Ensured the Group rernained on target to deliver 2019-2023 cash generation > £3.9 billion.
Oversaw the resilience of the Group shareholder capital coverage ratic at 31 December
2018 t0 1619%, in the middle of our target range of 140-180%.

Ensured our current investment grade rating was maintained with a ‘positive” autlook,
upgraded from "stable’ following the announcement of the proposed acquisition of
ReAssure Group plc

Ensured el internal targets were met in relation 1o persistency within our Workplage
Pensions business for 2019.

Enhance BPA cperation and deliver on
the strategic asset allecation strategy

Oversaw delivery of a consecutive year of BPA growth and appropriate management
of llliquid Investments (£1.1 billion and £1.3 billion respectively).

Improve retention in bath Open and
Heritage businesses

Drave the customer engagement agenda including advancing its proposition for pot
consolidatcn with almost £1 billion new cash invested (up ¢.30% from 2018).

Across the Heritage books the level of retention has been broadly in line with or favourable
to plan. There has been a sharpened focus on the workplace propositicn with developments
agreed to retain and grow the business going forward, underpinned by the announcement of
an expanded strategic partnership with Tata Consultancy Services (‘'TCS').

Accelerate digital adoption acrass
lhe Group

Cversaw continued development of on-line capabilities. Within Phoenix Life, the phoenixlife.
co.uk website continues to accept ¢.50,U0U visits per month, and MyPhoenix has digitally
enabled over 80% of customers. Within Standard Life Assurance Limited ('SLAL'), logins to
the mobile app and dashboard increased 1o over 1 million per month, 21% ahead of 1arget.
The expanded partnership with TCS announced in 2019 will enable further innovation and
digital capability to build on the Group's customer service excellence.

Maintain strong effective relationships
with regulators

Championed another solid year of maintaining a wholly effective and transparent relationship
with our regulators.

Define and pregressively deliver [T/
Operations TOM

shared appropriately with all stakeholders our intended engagement with strategic partners
and associated outsourcing of technology and operations.

Deliver actions to distinguish Phoenix

Group as a High Performing Organisaticn
including salary/bonus conformity by end
of 2019

Oversaw delivery of a common bonus scheme with higher exposure to corporate outcomes
and a unified approach to performance management, with greater differentiation,

Deliver on Diwversity targets

Diversity targets are set for year end 2021 and while progress has been made in respect of
succession and talent development, acquisitions often challenge progress and our published
targets for both our gender pay gap and senior female representation have not progressed
satisfactorily for the year 2019. However a solid framework is in place for diversity in relation
to hiring and development of our colleagues.
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James McConville, Group Finance Director (‘Group FD’)

Objectives Achievements
Complete at least one acquisitior The Group FD played a critical role in supporting the Group's significant acquisition of
enhancing shareholder value ReAssure Group plc leading the Finance support to the transaction, the associated furding

plan and presentation to the Fiteh rating agency and equity and debt investors.

Deliver the financial results at or Ensured the Group remained an target to deliver 2019-2023 cash generation = £3.9 billion.
ahead of plan All financial targets have been exceeded w.th reference to our Corporate targets and
delivered an operating profit of £810 million.

Lead the Transition Prograrmme for the The Group FD has led the Transition Programme post the acquisition of the Standard Life
Standard Life Assurance acquisition Assurance businesses with increased financial targets issued during the year and 2018
delivery being in ling or ahead of expectations.

Take forward the Group's medium-term Oversaw the renegotiation of the Group's Revolving Credit facility at lower cost and

funding strategy mproved terms. During the vear Fitch reaffirmed therr rating for the business and amended
the rating to ‘positive outlook” following the announcemnent of the proposed ReAssure
Group plc acquisition.

Promote the Group's interests in Scotland  The Group FD successfully led the emgagement with the Scottish Government and political
parties and trade bodies in Scotland to widen knowledge of Phoenix Group and our plans for
our business operated In Scotland.

Deliver on Diversity targets Diversity targets are set for year end 2021 and while progress has been made in respect of
succession and talent development, acquisitions often challenge progress and our published
targets for both our gender pay gap and senior female representation have not progressed
satisfactorily for the year 2019, However a solid framework 1s in place for diversity in relation
to hiring and development of our colleagues.

Manage investor relations and the The Group FD ran a comprehensive investor engagement programme across debt and

external communications function equity which comprised 20 investor roadshows, meetings with 406 debt and equity
nvestors, and a capital markets event attended by 133 external attendees including
investors and analysts. The number of analysts increased by a net 3 to 14.

Taking account of the attainmant of personal cbjectives, the Group Chief Executive Officar recerved an 87.5% payout (£183,750) for this
element and the Group Finance Director received a 62.5%payout (£82,500) for this element, consistent with their ratings for 2019. These
Personal (individual objectives) measures applied to 20% of incentive opportunity and Corporate (financial and strategic} measures applied
to 80% of incentive opportunity. Qverall outturns as a percentage of maximum cpportunity are 92.3% for the Group Chief Executive
Officer and 87.3% for the Group Finance Director.

The table below shows the actual cutturn against the annual incentive maximum.

Corporate Perscnal Total Maramurm Total
Asa % As 2 % Asa%
of maximum Asa % of maxirmum Asa % Asa % Asa % of maximum
Corporate giemenrt of salary  Personal glement of salary of salary of salary opportunity
Clive Bannister 93.50 112.20 87.50 26.25 138.45 150.00 92.30
James McConville 93.50 112.20 62.50 18.75 130.95 150.00 87.30

As described in the Remuneration Policy, 40% of 2019 AIP outcomes will be delivered as an award of deferred shares under the DBSS
which will vest after a three-year deferral period. This deferral level rises to 50% from the 2020 performance year.

In addition, whilst the performance measures for the AIP for 2020 have been disclesed (see Implementation of Remuneration Policy for
2020 on page 123), the actual performance targets for these measures are regarded as commercially sensitive at the current time and
accordingly are not disclosed. However, as in previous years, the Company intends to disclose the performance targets for 2020°s AIP
retrospectively In next year's Remuneration Report on a similar basis to the disclosures made above in respect of 2019°s AIP.
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Directors’” Remuneration Report continued

LTIP OUTCOMES FOR 2017 AWARDS

Performance measure Performance Vesting %
and weighting Target range achieved out hieved
Cumulative cash Target range between Cumuiative cash generation £1.726bn 100% 50.0%
generation (50%) of £1.372 billlion and Cumulative cash generation of
o £1.572 billion. .

TSR (560%) Target range between median performance against the 55th 37% 18.5%

constituents of the FTSE 250 {excluding Investment Trusts)

rising on a pro rata basts untit full vesting for upper guintle

performance. In addition, the Committee must corsider

whether the TSR performance 1s reflective of the underlying

financia! performanc_e of the Company.

68.5%

Toial

The above targets were all measured over the period of three financial years 1 January 2017 te 31 December 2018.

In addition to the above targets, the Committee confirmed that the underpin performance condition relating to debt levels and associated

interest costs, and management of debt, capital restructuring and Risk Management within the Group, customer satisfaction and, in
exceptional cases, personal performance (as described more fully on page 119, had been achieved in the performance period.

NON-EXECUTIVE FEES - AUDITED INFORMATION

The emoclurnents of the Non-Executive Directors for 2018 based on the current disclosure requirements were as follows:

Directors’ Directors’
salaries/fees salaries/fees Benefits' Jerefits] Total Total
2019 2018 2019 2018 2013 2018

Name £000 £000 £000 £000 £000 £000
Non-Exacutive Chairman
Henry Staunton? - 271 - ) - 271
Nigholas Lyons® ) 325 55 7 2 332 57
Non-Executive Directors )
Alastair Barbour 145 143 15 2 160 155
lan Cormack?® - 39 -~ - - 39
Carnpbell Fleming® - - - - - -
Karen Green - 117 105 5 3 122 108
Wendy Mayall 105 107 1 2 106 108
ﬁy O'Dwyerst - - - - -
John Pallock 7 T 134 127 3 - 137 127
Belinda Richards 105 105 5 __ 1 110 106
Nicholas Shott 108 105 5 2 110 107
Kory Sorenson o 125 126 - - 125 125
Mike Tumilty® - - - - - - -
Total 1,161 1,182 41 22 1,202 1,204

1 The amounis within the benafits columuns reflect the fact that the raimbursement of expensas 19 Non-kxecutive Oirectars for travel and accomumodation
eosts incurred in attending Phognix Group Holdings and Phoenix Group Haldmgs ple Board and associated meetings represent a taxable benefit, This
position has been clarified with HMRC and the amounts shown are for reimbursed travel and accommodation expensas {and the related tax liability which is

settled by the Group).
2 Henry Staunton retired from the Board of Phoenix Group Holdings on 31 October 2018.

3 Micholas Lyons became Chairman designate of Phoentx Group Holdings from 1 September 2018 and was confirmed in this appointment on 31 October 2018,

4 lan Cormack retired from the Board of Phoenx Group Holdings on 2 May 2018,

5 Campbell Fleming and Barry O'Dwyer joined the Board of Phoenix Group Holdings on 31 August 2018 and waived all current and future emoluments with

regard to thew Directors’ fees

6 On 1 September 2019 Mike Tumilty joined the Board of Phosnix Group Holdings ple. replacing Barry O’ Dwyer followmg his resignation from the Board on

28 June 2019. Mike Tumilty has waived a'l current and future emoluments with regard to his Directors fees.

The aggregate rermuneration of all Executive and Non-Executive Directors under salary, fees, benefits, cash supplements in leu of

pensions and annual incentive was £4,120 million (2018: £4.055milfion).
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SHARE-BASED AWARDS - AUDITED INFORMATION
As at 31 December 2018, Directors’ Interests under long-term share-based arrangements were as follows:

LTIP
No. of No. of
No. of dividend No. of shares
No. of shares shares shares No. of shares as at
Dateof  Shereprice asat1Jan granted accumulating shares not 31Dec Vestng
Name grant on grant 2019 in 2019 at vesting'  exercised’ vastad® 2019 date*
Clive Bannister
LTIP 28 Sept 2015 632.8p 169,669 - - - - 169,669 28 Sept 2018
LTIP 2Jur 2016 670.9p 208,654 - 41,326 - {126,240) 123,740 Z Jun 2019
LTIP 24 Mar 2017 708.7p 197,526 - - - - 197,526 24 Mar 2020
LTIF 21 Mar 2018 703.6p 198,956 - - - - 198,956 . .21 Mar 2021_
LTIP 11 Mar 2018 700.4p - 199,865 — - - 199,865 11 Mar 2022
774,805 199,865 41,326 - (126,240) 889756
James McConville
LTIP 28 Sept 2015 632.8p 106,646 - - - - 106,646 28 Sept 2018
LTIP 2 Jun 2016 670.9p 131,152 - 25,974 - (79,349) P77 2 Jun 2019
LTIP 24 Mar 2017 JO8.7p 124,159 - - - - 124159 24 Mar 2020
LTIP 21 Mar 2018 703.6p 125,058 - - - 125,058 21 Mar 2021
LTIP 11 Mar 2019 700.4p - 125,629 - - - 125,629 11 Mar 2022
487,015 125,629 25,974 — {79,349} 559,269

1 In addition to the shares awarded under the LTIP presented above, participants receive an additonal nurnber of shares (based on the number of LTIP
awards which actually vest) w reflect the dividends paid during the vesting period (and which for awards made fram 2015, will include dividends paid during
any applicable holding period;.

2 Gains of Directors from share options exercised and vesting shares under the LTIP 10 2019 were £ni1(2018: E£rul).

3 The 2016 LTIP award vested at 49.5% of maximum. The 2017 LTIP award vested at 68.5% of maximum.

4 All LTIP awards are now subject 1o a holding period so that any LTIP awards for which the performance vestung requirements are satisfied will not be
released for a further two years from the third anniversary of the onginal award date.

LTIP TARGETS

The performance conditions for the 2017, 2018 and 2019 awards are set out below and include the adjustrments made to the 2018 targets
as described on page 94 in the 20718 DRR. For clarity no changes were made to the 2017 targets as the plan only censisted of two
performance measures, Cumulative cash generation and TSR. No cash generation was expected 1o be released in 2018 or 2019 from
Standard Life Assurance Limited following completion in August 2018,

2018 gward 2019 award
{40% Cumulative cash {40% Cumulative cash
2017 award generation, 35% Return on generation, 35% Return on
{50% Cumuliative cash Adjusted Shareholder Solvency [I  Adjusted Shareholder Solvency Il
Performance measure generation and 50% TSR) Own Funds and 25% TSR) Own Funds and 25% TSR)
Return on Adjusted Shareholder Not applicable. Between 4% CAGR and Between 4.5% CAGR and
Solvency Il Own Funds 6% CAGR. 6.5% CAGR.
25% of this part vests at threshold
performance rising on a pro rata basis
untll 100% vests.
Measured over three financial years
commencing with the year of award.
Cumulative cash generation Target range of £1.372bn Target range of £1.824bn Target range of £2.097bn
25% of this part vests at threshold 10 £1.572bn. to £2.024bn. to £2.397bn
performance rising on a pro rata basis
until 100% vests.
Measured over three financial years
commencing with the year o_f award. B
TSR Target range between median Target range as for 2017, Target range as for 2017.

25% of this part vests at threshold performance against the
performance rising on @ pro rata basis until constituents of the FTSE 250
100% vests. In addition, the Committee  {excluding investment Trusts)

must consider whether the TSR rising on a pro rata basis until
performance is reflective of the underlying full vesting for upper quintile
financial performance of the Company, performance

measured over three financial years

commencing with the year of award.

Underpin: Notwithstanding the Return on Adjusted Shareholder Solvency |l Own Funds, Cumulative cash generation and TSR performance
targets, If the Committee determines that the Group’s debt levels and associated interest costs have not remained within parameters
acceptable to the Committes over the perfermance period, and that the Group has not made progress considered to be reasonable by it in
executing any strategy agreed by the Board on debt management, capital structuring and Risk Management, the leve! of awards vesting will
either be reduced or lapse in full. The underpin also includes consideration of custemer satisfaction and, 1o meet Solvency H requirements,
In exceptional cases, personal performance.
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DBSS
No. of No. of
shares No. of dividend No. of No. of
granted shares shares No. of shares shares
Date of Share price asat grantedin accumulating shares lapsed/ as at Vesting
grant an grant 1 Jan 2019 2018 at vesting’ exercised? waived 31Dec 2019 date
Clive Bannister
DBSS 2 Jun 2016 670.9p 42,773 - 9,737 (52,510) - - 24 Mar 2012
DBSS 24 Mar 2017 708.7p 41,548 - - - - 41,548 20 Mar 2020
E)_BSS o 271 Mar 2018 703.6p 51,277 - - - - 51,277 15 Mar 2021
DBSS 11 Mar 2018 700.4p - 51,265 - - - 51,265 11 Mar 2022
135,698 51,265 9,737 {52,510) — 144,090 )
James McConville
DBSS 2 Jun 2016 670.9p 28,115 - 6,399 {34,514} - - 24 Mar 2019
bDBSS 24 Mar 2017 708.7p 26,116 - - - - 26,116 20 Mar 2020
DBSS 21 Mar 2018 703.6p 32,232 - - - 32,232 18 Mar 2021
D8SS 1 Mer2019  7004p - 33166 ERE 15 Mar 2021
86,463 33,166 99 {34,514)

1 In addiuon to the shares awarded under the DBSS presented above, participants receive an additional nurmber of shares {based on the number of DBSS

awards which actually vest) ta reflect the dividends paid during the vesting period.

2 Gains of Directors from share options exercised and vesting shares under the DBSS in 2019 were £580,721 12018 £525,707). Clive Bannistaer's gain was
£350,804 arising from an award exercised on 4 June 2019 at a share price of £6.675 James McConville’s gain was £240,217 ansing from an award

exercised on 26 June 2019 at a share price of £6 96,

The DBSS is the share scheme used for the deferral of AIP. No perfermance conditions apply therefore, other than being subject to

continued employment.

SCHEME INTERESTS AWARDED IN THE YEAR — AUDITED INFORMATION

Percentage

Basis on wvesting at

which award Face value threshold Performance
Regcipient Date of award Type of award made of award performance’ Vesting date measures
Clive Bannister 11 March 2019 LTIP Nil cost option £1,399,854 25% 11 March 2022  See page 119
Clive Bannister 11 March 2019 DBSS’ Nil cost option £359,080 — 11 March 2022 None
James McConville 11 March 2019 LTIP Nil cost option £879,905 25% 11 March 2022  See page 119
James McConville 11 March 2019 DBSS Nil cost option £232,294 — 11 March 2022 None

1 The DBSS awards have no threshold performance level

The face value represents the maximum vesting of awards granted (but befare any credit for dividends over the period to vesting) and
is calculated using a share price of the average of the closing middle market prices of Phoenix shares for the three dealing days preceding

the award date.

SHARESAVE - AUDITED INFORMATION

As at
As at Shares Shares 31Dec Exercise Exercisable Date of
1Jan 2012 exercised lapsed 2019 price from EXry
Clive Bannister - - - - - - -
James McConville 3171 - - 3,171 £5.674 1 Jun 2020 1 Dec 2020

Gains of Directors from share options exercised under Sharesave duning 2019 were nil (2018: nill. Sharesave options are granted with an
option price that is a 20% discount to the three-day average share price when invitations are made. This i1s permitted by HMRC regulations

for such options.

Aggregate gains of Directors from share options exercised and vesting shares under all share plans in 2019 were £590,721. (2018:

£525,707).

During the year ended 31 December 2019, the highest mid-market price of the Company’'s shares was 7568.7p and the lowest mid-market

price was 558p. At 31 December 20189, the Company's share price was 748p.
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DIRECTORS’ INTERESTS ~ AUDITED INFORMATION
The number of shares and share plan interests held by each Director and their connected persans are shown below:

Total share plan Total share plan  Total share plan

As at As at interests as at interests as at interests as at

1 January 2019 31 December 31 December 31 December 2019 31 December

or date of 2019 or 2019 - Subject —Not subject 2018 - Vested

appointment retirement to performance to performance but unexercised

if later if earlier measures measures scheme interest

Chve Bannister 827128 854,810 596,347 144,090 293,409
Jamas McConville 253,227 . 253,227 374,846 91,511 184,423
Alastarr Barbour 9716 9,716 - - -
Campbell Fleming - - - - -
Karen Green - - - - -
Nicholas Lyons 20,000 20,000 - - -
Wendy Mayall L 30,000 30,000 - - -
Barry O'Dwyer B - - - - -
John Pollock o 14,666 14,666 - - -
Belinda Richards - - - — -
Nigholas Shott 7333 7,333 - - -
Kory Sorenson 15704 ' 20,704 - - -

Michael Tumilty _ - _ _ _

There have been no changes in the Directors’ share interests between 31 December 2019 and 3 March 2620 {beirg one month prior
to the date of the notice of the AGM).

SHAREHOLDING REQUIREMENTS - AUDITED INFORMATION
As explained in the Remuneration Policy under the Sharehcolding Guidelines secticn, the Executive Directers are subject to
shareholding requirements.

The extent o which Executive Directors have achieved the requirements by 31 December 2019 {using the share price of 749p as
at 31 December 2019) can be summarised as follows:

Value of

Shareholding shares held at

Guideline 31 December

{minimum 2019

Position % of salary) {% of salary)
Clive Bannister N 200% 1,081%
James McConville 200% 597%

The Executive Directors are required 1o sign a declaration that they have not and will not at any time during their employment with Phoenix,
enter into any hedging contract in respect of their participation in the AP, LTIP, Sharesave, SIP or any other incentive plan of the Company,
or pledge awards in such plans as collateral, and additiorally that they will neither enter into a hedging contract in respect of, nor pledge

as collateral, any shares which are required o be held for the purposes of the Company's Shareholding requirements or any vested LTIP
award shares subject to a LTIP holding period.
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Directors’ Remuneration Report continued

IMPLEMENTATION OF REMUNERATION POLICY IN 2020 - NON-AUDITABLE
Board Changes
A summary of the packages of the new Executive Directors is set oul in the table below.

In order to secure the best candidate, the Committee agreed to offer a remuneration package reflective of the highly competitive market
for talent in our specialist area of financial services. Given there has been no change to any element of the remuneration package far the
outgoing CEO (Clive Bannister) since his arrival in 2011, the package of fered to Andy Briggs 1s higher reflecting the size and complexity of
Phoenix Group aver the last few years and 1s commensurate with the deep experience and expertise that Andy will bring to the Group in
both the Open and Heritage business. Andy has over 30 years of insurance industry leadership experience including as the CEO of a public
limited company and former Chairman of the AB| as well as being the Government Business Champion for Older Workers. The Committee
is confident that the new package is appropriately positioned relative to our peers and reflective of Andy’s experience and expertise, The
Committee believes it represents excellent value for shareholders and is therefore delighted that Andy accepted the offer. The table below
details the remuneration package for the new CEO.

Element of remuneration Andy Briggs
Salary £800,000
Benefits Benefits in line with our new Unified People Propasttion {see page 126 for further details) including

car allowance of £10,000 {previous policy £15,000) and Private Medical Insurance cover for self
only. Executive Directors are also entitled to receive benefits in accordance with our Directors’
Remuneration Policy which will be reported in the Single Figure Table each year.

Pension Contribution rate of 12% of base salary {10.5% when taken as a cash payment}, aligned 1o our
workferce under our Unified People Proposition {see page 126 for further details)

Annual l:g_on_u-s_- 150% of base salary at maximum. Detalls of the 2020 AIP are set out below. o

LTIP 275% of base salary. Details of the 2020 LTIP awards are set out below. '

Buyout awards The Company will buy out the in-fight awards granted by tius former emplayer in March 2017 and

May 2018, pro-rated to the end of his former employment. The buy-out award will vest subject to the
achievement of the former employer’s orniginal published performance targets. The vesting date will
be as soon as possible following verification of the level of vesting achieved. Details will be disclosed
in the relevant Remuneration Report.
Shareholding requirement 300% of base saiary.
Where any performance vested LTIP awards are subject to a holding peried requirement, the relevant
LTIP award shares {discounted for anticipated tax liabilities) will court towards the shareholding
requirements. Unvested awards under the DBSS which are not subject to performance conditicns
are included in this assessment on a net of tax basis. Unvested awards under the LTIP are not
. included in this assessment. B
Post cessation shareholding Executive Directors are expected to retain the lower of their shareholding on termination or their full
requirement in-ermployment shareholding requirement tor two years.

As per the announcement on 8 March 2020, the Committee also warmly welcomes Rakesh Thakrar to the Board as Group Chief Financial
Officer {' CFO') subject to regulatory approval. The Committee is delighted with this appointment as an attestation to the succession plans
within Phoenix Group, enabling this promotion from within the crganisation. The table below details the remuneration package for the
new CFO.

Element of remuneration Rakesh Thakrar
Salary £420,000 .
Benefits Benefits in line with cur new Unified People Proposition {see page 126 for further details) including

car allowance of £10,000 (previous policy £15,000) and Private Medical Insurance cover for self
only. Executive Directors are also entitled to receive benefits in accordance with our Directors’
Remuneration Policy which will be reported in the Single Figure Table each year.

Pension Contribution rate of 12% of base salary (10.5% when taken as a cash payment), aligned to our
7 workforce under our Unified People Proposition (see page 1286 for further details)
Annual bonus 150% of base salary at maximum. Details of the 2020 AIP are set out below. o
LTIP 200% of base salary. Detalls of the 2020 LTIP awards are set out below.
Shareholding requirement 250% of base salary.

Where any performance vested LTIP awards are subject 1o a holding period requirement, the relevant
LTIP award shares {discounted for anticipated tax liabilities) will count towards the shareholding
requirements. Unvested awards under the DBSS which are not subject to performance conditions are
included in this assessment an a net of tax basis. Unvested awards under the LTIP are not included
in this assessment .
Post cessation shareholding Executive Directors are expected o retain the lower of their shareholding on termination or their full
requirement in-employment shareholding requirement for two years.
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Element of Remuneration Policy

CORPORATE GOVERNANCE

Detail of Implementation of Policy for 2020

Annual Incentive Plan ("AIP’)

Following the acquisition of the Standard Life Assurance busingsses in 2018, metrics have been
revised to reflect the performance of the Open business, The largest component of our Open
busiress proposition s Workplace Pensions and an annual target for Net Workplace Flows is a
transparent and robust measure of performance in the Open business. Drivers include new business
sales performance, attractiveness of propesitions, maintaining and servicing client relationships and
market forces.

The Management Actions metric will be removed in recognition of the challenges faced in setting
appropriately stretching targets and following feedback fram shareholders on this metric. This also
allows space for the inclusion of Net Flows metric, which aligns with the strategic focus on the

Open business.

The Cash Generation and Shareholder Value metrics remain as they represent both the Open and
the Heritage business.

Additionally, a Strategic Scorecard will replace the Personal element of the AIP to provide greater
transparency and will include a number of the strategic priorities for the year {but avoiding duplication
with any cutcomes under the Corporate element) and which can be clearly articulated and measured,
This will include appropriate ESG metrics.

The overall weightings between Corporate measures and the new Strategic Scorecard for AIP

In 2020 are:

s Corporate {financial and customer) performance measures — 80% {2019: 80%).

* Strategic Scorecard (strategic company priorities 20% {2019 Personal — individual objectives 20%.
The weightings of the AIP performance measures for 2020 are summazrised below,

Performance measure % of incentive potential
Corporate measure

Cash Generation' {30% of Corporate component} 24%
Shareholder Value' _ {30% of Corporate component) 24%
Net Flows (Workplace) {15% of Corporate component] 12%
Custorner Experience {25% of Corporate component) 20%
Strategic Scorecard 20%
Total 100%

Qutcomes from performance measures for 2020's AP may be moderated by the Remuneration
Committae in line with the approved Remuneration Palicy. This will include a review by the
Remuneration Committee on the extent 1o which the Group has operated within its stated risk
appetite and that there are no other risk-related concerrs that would necessitate moderation before
any 2020 AIP outcomes are confirmed.

The targets for the speaific performance measures for AP in 2020 are regarded as commercially
sensitive by the Group but will be disclosed retrospectively in the Remuneration Report for 2020.
Bonus deferral under the AIP for 2020 will increase from 40% 1o 50% for both Executive Directors.
50% of AIP autcomes for 2020 will therefore be delivered as an award of deferred shares under the
DBESS which will vest after a three-year deferral penod.

Deferred Bonus Sha-re Scheme
{'DBSS’)

DBSS awards made in 2020 {in respect of 2019's AP ocutcome) will be made automatically on the
fourth dealing day following the announcement of the Group's 2019 annuat results in accordance
with the Remuneration Policy.

The number of shares for DBSS awards will be calculated using the average share price for the three
dealing days before the grant of the DBSS awards.

The three-year deferral period will run to the three-year anniversary of the making of the DBSS
awards. Dividend entitlernents for the shares subject to DBSS awards will accrue over the three-year
deferral period.

1 These metrics have been renamed simply 1o provide clanty, The calculations for these remain unchanged from last year
The Cash Generation and Shareholder Value metrics remain as they represent both the Open and the Heritage business
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Directors’ Remuneration Report continued

Lang-Term Incentive Plan
{'LTIP’}

Awards under the LTIP will be made automatically on the fourth dealing day following the
announcement of the Group's 2019 annual results under 2 procedure similar to that described above
for awargs under the OBSS.

The number of shares for LTIP awards will be galculated using the average share price for the three
dealing days before the grant of the LTIP awards

The initial three-year vesting period will run to the three-year anniversary of the making of the LTIP
awards. At this time, the performance conditions will be determined.

All annual LTiP awards made to Executive Directors are subject to a holding period so that any LTIP
awards for which the parformance conditions are satisfied will not be released for a further twao years
from the third anniversary of the original award date. Dividend accrual for LTIP awards will continue
until the end of the holding period.

The weightings of tha LTIP parformance measures for 2020 have been revised 10 reflect the Open
Business following the acguisition of the Standard Life Assurance businesses in 2018,

A Persistency metric will be added as a fourth element of long-lerm value assessment. Persistency
is a key metric for the Group's long-term strategy, as it measures long-term custormer retention. This
is consistent with the New Workplace Flows metric in the AIP, which 1s focused on the shorter term.

Performance measure Weighting of parformance measure
Net Operating Cash Receipts 35%
Return on Shareholder Value - . 25%
Persistency 20%
Total Shareholder Return ) . 20%
Total 100% ‘

The performance measures are measured over a period of three financial years, commencing with
financial year 2420,

All 2020 LTIP awards are subject to a further underpin measurs relating to debt and risk management
within the Group, consideration of customer satisfaction and, to meet Sotvercy |l requirements, in
exceptional cases, personal performance. These measures ang the relative weightings are considered
i0 be appropriate for 2020°s LTIP awards.

The performance targets for the Net Operating Cash Receipts measure are £2,375 million (where
25% of this part of the award vests) and £2,725 million (full vesting of this part of the award).

The performance targelts for the Return on Shareholder Value measure {return above risk free on
Shareholder value (pre shareholder dividends) over a 3 year penod) are 2% in excess of the risk-free
rate iwhere 25% of this part of the award vests) and 4% in excess of the nisk-free rate (full vesting of
this part of the award}.

The performance targets for the Persistency meesuie are 6.5% {where 20% of this part of the award
vests) and 8.0% (full vesting of this part of the award).

In recognition of our move to the FTSE 100 index, for 2020 awards the relative TSR measure 1s
calculated against the constituents of the FTSE 350 {excluding Investment Trusts), with vesting
commencing at median (where 25% of this part of the award vests) and full vesting at upper quintile
levels, subject to an underpin regarding underiying financial performance.

The rules of the Cormpany’s LTIP reserves discretion for the Cammittee to adjust the outturn for

any LTIP performance measures {from zero to any cap) should it consider that to be appropnate.

The Committee may operate this discretion having regard to such factors as it considers relevant,
including the performance of the Group, any individual or business.

All-Employee Share Plans

Executive Directors have the opportunity to participate in HMRC tax advantaged Sharesave and Share
Incentive Plans on the same basis as all other UK employees.

Chairman and Non-Executive
Directors’ fees

The fee levels as at 1 January 2020 are the same as for 2019. £325,000 for the Chairman, £105,000
for the role of Non-Executive Director with additicnal fees of: (i) £10,000 payable for the role of

SID; and/or (i} £20,000 payable where an individua! also chairs the Audit, Remuneration or Risk
Committee; andfor (i) £20,000 payable where a Non-Executive Director also serves on the

board of a subsidiary company or is the dedicated Workforce Director of Engagement; and/or {iv)
£10,000 payable for service on the Solvency Il Model Governance Committee. In line with the
directors’ remuneration policy, Tee levels will be reviewed during the year to ensure that they remain
compettive with ather listed companies of equivalent size and complexity.

Al incentive plans are subject 1o malus/clawback. See page 111 'Notes to the Rermuneranon Policy” for details,
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EXECUTIVE DIRECTOR DEPARTURES
in Novernber we announced that Clive Bannister would step down as CEQ following the publication of our 2018 full year results and after
nine very successful years with the business. His departure arrangements wilt be in lire with the Remuneration Policy.

Chive Bannister will leave the Company on 9 March 2020. He will receive pay in lieu of notice for the period starting on this date and ending
on 7 November 2020, comprising salary, pension allowance and insurance benefits. He will receive no compensation for loss of car
allowance Clive's 2019 AIP will be paid in the rormal way and subject to 40% deferral in line with the current policy. Clive will be ehigible
for a 2020 AlP award for the portion of the year in which he remains employed by the Group, which will be payable in March 2021 and
subject to 50% detarral In line with the proposed policy. Chve's in-flight LTIP awards will be time pro-rated to his end date. A summary

of the arrangements 1s set out in the table below. Actual figures will be disclosed in the 2020 Remuneration Report

Element of Pay Decision
Salary and benefits to ¢ Paid in the norma!l way
9 March 2020

Balance of 12 months from date of departure to cne-year anniversary of anncuncement

of departure {7 November 2020).

* Payment comprises salary plus certain benefits plus pension.

Paid monthly and subject to reduction in relation to payments for the periods from 8 November
2019 onwards if a new role found.

Termination payment

2019 AIP * Paid in the normal way including 40% deferral in line with the current poficy. )
2020 AIP + Eligible for payment 1o termination date. 7 B
. s Paid in March 2027 with 50% deferral n line with new policy.
DBSS « Deferred awards, including the deferred elements of the above 2019 and 2020 AIP awards, will
be maintained until the third anniversary of grant.
LTIP * Good leaver status.

»

In-flight awards pro-rated for period employed of the three-year period commenging on the date
of grant.
Awards only exercisable on fifth anniversary of grant,
No grant in 2020 for the 2020-22 performance years' LTIP.
Share ownership guidelines * Reguirement to hold shares worth 2x base salary continues 1o apply until ene-year anniversary of
departure and 1x base salary untl two-year anniversary. See page 121 for current shareholding.

+ DBSS shares subject to deferral or LTIP shares subject to holding period count towards the

requirement on a net of tax basis.

-

James McCornwville will leave the Company on 156 May 2020. His departure arrangements will be in line with the Remuneration Policy.

He will receive pay in lieu of notice for the period starting on this date and ending on 9 March 2021, comprising salary, pension allowance
and insurance benefits. He wili receive no compensaton for loss of car allowance. James’ 2012 AIP wiil be paid in the normal way and
subject to 40% deferral in line with the current policy. He will be eligible for a 2020 AIP award for the portion of the year in which he
remains emplayed by the Group, which will be payable in March 2021 and subject to 50% deferral in line with the proposed policy. James'
in-flight LTIP awards will be time pro-rated to his end date. A summary of the arrangements is set out in the table below. Actual figures
will be disclosed in the 2020 Remuneration Report.

Element of Pay Decision

Salary and benefits to * Paid in the normal way.

15 May 2020

Termination payment + Balance of 12 months from date of departure to cne-year anniversary of announcement of

departure {9 March 2021).

& Payment comprises salary plus certain benefits plus pensien.

* Paid monthly and subject t¢ reduction in relation to payments for the peniods from 10 March 2019
onwards if a new role found.

2019 AIP ) * Paid in the normal way including 40% deferral in line with the current policy.
2020 AIP + Eligible for payment to termination date.
* Paid in March 2021 with 50% deferral in line with new policy
DBSS * Deferred awards, including the deferred elements of the above 2019 and 2020 AIP awards,
will be maintained until the third anniversary of grant.
LTIP * (Good leaver status.

s |n-flight awards pro-rated for period employed of the three-year period commencing on the
date of grant.

« Awards only exercisable on fifth anniversary of grant.

* No grant in 2020 for the 2020-22 performance years’ LTIP.

Share ownership guidelines « Requirement to hold shares worth 2x base salary continues 1o apply until one-year anniversary of

departure and 1x base salary until two-year anniversary. See page 121 for current shareholding.

« DBSS shares subject to deferral or LTIP shares subject to holding period count towards the
requirement on a net of tax basis,
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Directors’ Remuneration Report confinued

DISTRIBUTION STATEMENT

The DRR regulations require each quoted company to provide a
comparison between profits distributed by way of dividend and
overall expenditure on pay.

Relafive Importance (£m)

Profits ditnbutad by way of Qverall expenditure on
dividend (% change +2 %} pay (% change +78%)

332 338 334

Profit distributed by way of dividend has been taken as the dividend
paid and proposed in respect of the relevant financial year. For 2019
this is the interim dividend paid (£169 million) and the recommended
finai dividend of 23.4p per share multiplied by the total share capital
issued at the date of the Annual Report and Accounts as set out

in note D1 in the notes 1o the consolidated financial statements,

No share buy-hacks were made in either year.

Overall expenditure on pay has been taken as the employee costs
as set out in note C2 ‘Administrative expenses’ in the notes to

the consolidated financial statements. Expenditure on pay has
increased by 78% in the period which is mostly as a result of the
inclusion of a full year's expenditure in relation 1o the Standard Life
Assurange businassas which weare acquired i the prior year (2018;
4 months’ expenditure). An increase 1n BAU expendiure accounts
for ¢.5% of the increase and is largely as a result of the increased
bonus and share-based payment costs during the vear.

2018

2019 2018 2019

VOTING QUTCOMES ON REMUNERATION MATTERS
The table below shows the votes cast to approve the Directors’ Remuneration Report for the year ended 31 December 2018 and the
Directors” Remuneration Policy at the 2019 AGM held on 2 May 2018,

For Against Abstent.ons
% of % of

Number voles cast Number votes cast Nurmber
To approve the Directors” Remuneration Report
for the year ended 31 December 2018 (2019 AGM) 544,206,471 99.78 1,187,255 0.22 36,734
To approve the Directors’ Remuneration Policy
(2019 AGM) 543,758,443 99.70 1,637,633 0.30 34,384
DILUTION

The Company manitnrs the nimber of shares issued under the Phoenix Group employee share plans and their Impact on dilution imits.
The Company's practice is for all the executive share pians to use market purchase shares on exercise of any awards. For the Company’s
all-employee Sharesave scheme only, new shares are issued. Therefore the usage of shares compared t¢ the 10% diution limits (in any
rolling 10-year pericd) set by the investment Association in respect of all share plans as at 31 December 2019 is 0.63%, and no shares
count towards the dilution limit for executive plans only {5% in ary rolling ten-year period).

CONSIDERATION OF EMPLOYEE PAY

During 2019, proposals were shared with the Committee on a new Unified People Proposition for transitioning heritage Phoerix Group and
heritage SLAL calleagues onto a common grading structure and benefit offering, balancing competitiveness and cost while mindful of the
impact to colieagues. The remuneration packages for the new Executive Directors are aligned to this new Unified People Propesition.

As explained n the Notes to the Remuneration Policy table

* when determining Executive Directors’ remuneration, the Committee takes into account pay throughout the Group to ensure that
the arrangements in place remain appropriate;

the Group has one consistent reward pohicy for all levels of employees, and therefore the same reward principles guide reward decisions
for all Group employees, including Executive Directors, Remuneration packages do however differ to take into account appropriate
factors in different areas of the business. The Group offers all employees a choice of share schemes (Sharesave and Share Incentive
Plan) on the same basis as those offered to Executive Directors

Additionally in 2019 Karen Green was appointed the designated Non-Executive Director for workforce engagement. Details of Karen's
activities during the year are given on page 84 under the Corporate Governance Report.
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CORPORATE GOVERNANCE

GENDER PAY GAP
The two reporting entities for Gender Pay Gap reporiing are Pearl Group Management Services Limited and Standard Life Assets and
Employee Services Limited; detalls of the 2019 Gender Pay Gap are shown on page 37 of the Annual Report and Accounts.

CEO PAY RATIO

This reporting year new legislation has come into force which requires guoted companies with 250 or more UK employees to publist
information on the ratic of CED pay 1o UK employee pay. In accordance with these requirements we have provided in the table below
the ratio of the CEO single total figure of remuneraton for 2019 {as detailed on page 114 as a ratio of the equivalent single figure for
the lower quartile, median and upper quartile employee (calculated on a full-time equivalent basis).

The Group reviewed the pay of the three 1dentfied employees at LQ, M and UQ and concluded that they were a fair representation of pay
at the relevant quartiles of the UK employee base. Each individual was a full time employee duning 2019 and received remuneration in hine

with Group wide remuneration policies. Nore received exceptianal pay.

The table below sets out the salary and total single figure remuneration for the CEQ and percentile employees included in the above ratios.

25th  50th percentile 75th

Year Methodology CEO percentile {median) percentile

Salary 29 Option A 700,000 24,760 37,655 57,106
Total remuneration {single figure) 2019 Option A 2,975,837 31,805 47,899 74,469
Ratio 941 62:1 401

Phoenix Group has calculated the CEO pay ratio using Option A which is the most statistically robust of the methodologies permitted by
the regulation. Under thig option, the full-time equivalent pay and benefits of all Group employees as at 31 December 2019 has been
calculated using the same rmethodology as for the CEQ and includes:

* The full-time equivalent annualised salary data.
* The full-time egquivalent value of taxable benefits and pension contributions.

* Amounts due from incentive plans.

Phoenix Group’s principles for pay setting and progression in our wider workforce are the same as for our executives - total reward being
sufficiently competitive to attract and retain high calibre individuals without over-paying and providing the opportunity for ndividual
development and career progression. The pay ratios reflect how remuneration arrangemants differ as accountability increases for more
senior roles within the organisation and in particular the ratios reflect the weighting towards tong-term value creation and alignment with
sharehaolder interests for the Group CEC. We are satisfied that the median pay ratio reparted this year is consistent with our wider pay,
reward and progression policies for employees. All employees have the opportunity for annual pay increases, annual performance
payments and career progression and development opportunities.

PERFORMANCE GRAPH AND TABLE

We have previously shown the value to 31 December 2012 on a TSR basis, of £100 invested in Phoenix Group Holdings plc on 5 July 2010
{the date of the Group's Premium Listing) compared with the value of £100 invested in the FTSE 250 Index (excluding Investment Trusts).
To reflect Phoenix’s entry to the FTSE 100 index in 2013 the graph below shows the value to 31 Decermber 2018 on a TSR basis,

of £100 invested in Phoenix Group Holdings plc on 5 July 2010 compared with the value of £100 invested in the FTSE 100 index
lexcluding {nvestment Trusts).

The FTSE 100 Index {excluding Investment Trusts) is considered to be an appropriate corparator for this purpose as it 1s a broad equity
index of which the Company is a constituent.

TOTAL SHAREHOLDER RETURN
Value of a 100 unit investment made on & July 2010

300
250

200

150

100

50 _— —
Jut Dec Dec Dec Dec Dec Dec Dac Dec Dec Dac
20 2010 20M 2z 2013 2014 2015 2016 2017 2018 208

—— Phoen.x Group Holdings
FTSE 100 Index

Source. Thomson Reuters Datastream

The DRR regulations also require that a performance graph 15 supported by a table summarising aspects of the Group CEQ's remuneration
for the period covered by the above graph (which will in due ceurse be for a period of ten years).

PHOENIX GROUP HOLDENGS PLC ANNUAL REPORT & ACCOUNTS 2019 ‘ 27



Directors’” Remuneration Report coniinued

GROUP CHIEF EXECUTIVE QOFFICER REMUNERATION

Annual variable
element award

Long-term
Incentive vesting

Single frgure retes against rates agairist

of total maximum Maxirnum

remuneration cpportunity opportunty

(FO0G] AP} CLTIP)

2019~ Clive Bannister - - 2978 92% 68.5%
2018  Clive Bannister ) 2567 86% 49.5%
2017 _ Clive Bannister - 2,888 86% 64%
2016  Clive Banrister 7 _ 7 2,878 84%  B5%
2015 Clive Bannister e -7 82%  57%
2014 Chvev Bannister ) 3,104 68% 57%7
2013 Clive Bannister - e 69% 67%
2012 Clive Bannister *4r“ o ] 1,583 69% _nfa*
20m Clive Bannister® _ 1338 73% /et
Jonathan Moss*® S 704 n/a ] n/a

1 The single figure of total remuneration for 2018 has been restated and now reflects the actual price of shares on the day the 2016 LTIP vested {2 June 2019,
671.1p per share) rather than the three-month average share price to 31 December 2018 (600.04p per share) which was required to be used last year for the

single figure of total remuneration.

2 The leng-term incentive vesting rate for 2013 1s shown at 7% and for 2014 is shown as 57%. In both years the Group Chief Executive Officer decided

to waive voluntanly any entitlernent in excess of two-thirds of the shares which would otherwise have vested.

3 Long-term incentive vesting rates against maximum apportunity values are not applicable for 2011 and 2012 due 10 no awards vesting in those financial years.
4 Jonathan Moss left the role of Group Chisf Executive Officer an 7 February 2011 and left Phoenix Group on 29 March 2011, Clive Bannister pined Phoenix

Group on 7 February 2011 and was appointed to the Board as a Director on 28 March 20171,
5 Jonathan Moss' 2011 single hgure of total remuneration does not include compensation for loss of office.

PERCENTAGE CHANGE IN PAY OF THE GROUP CHIEF EXECUTIVE OFFICER 2018 TO 2019

In accordance with the DRR regulations, the table below provides a comparison of the percentage change in the prescribed pay elements
of the Group Chief Executive Officer {salary, taxable bensfits and annual incentive outcomes) between financial years 2018 and 2019 and
the equivalent percentage changes in the average of all staff {representing all permanent staff duning 2018 and 2013 on a matched basis)
This group was selected as being representative of the wider workforce using the same process as was used for this comparisen in last
year's annual report and accounts although these figures now include both heritage Phoenix and heritage SLAL entities.

Taxable Annual
Year-on-year % change Salary Benefits Incentive Total
Group Chief Executive Officer ) ) 3 0.00% 0.82% 7.95 4.43%
Staff 3.51% 3.60% 1.70% 3.21%

There has been minimal movement overall in the feve! of salary and benefrts for the Group Chief Executive Officer; the small increase in
taxable bensfits is due 1o 8 nse in the cost of funding for Private Medical insurance. There has been an increase in the annual Incentive
frigure as a result of the ligher outcome under the Corporate element of the 2018 AP resulting in a small increass in overall remuneration.

Staff more generally have seen a shght overall Increase due to a number of factors:

* The inclusion of the Standard Life Assurance businesses increased the population significantly and currently our two groups of

colleagues have separate bensfit provisions.

* The Standard Life Assurance businesses continued operating a performance related pay structure for 2018 and therefore annual salary
increases varied, however the median salary increase across the overall Phoenix Group remained static at 2.5%.

* The increase in beneht value is largely due to Standard Life’s increase in the cost of funding for Private Madical Insurance.

* There has been a small increase in average annual incentive for employees due 1o the higher outcome under the Corporate element of
the 2019 AIP, however this overall increase hag also been moderated by a wider distribution of performance ratings following a change

from a 5-scale to a B-scale performance management system.
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CORPORATE GOVERNANCE

DIRECTORS” SERVICE CONTRACTS
The dates of contracts and letters of appointment and the respective nolce periods for Directors are as follows:

Executive Directors’ contracts

MNaotice perod
from either party

Name Date of eppaintment Date of contract Imaonthsl
Clive Bannister o 28 March 2011 7 February 2011 12
James McConville 28 June 2012 28 May 2012 12
Andy Briggs 1 January 2020 7 November 2018 12
Rakesh Thakrar (proposed director) 15 May 2020 6 March 2020 12

Subject to Board approval, Executive Directors are permitted to accept outside appointments on external boards as long as these are
not deemed to interfere with the business of the Group. The Executive Directors are entitled to retain any external fees. During 2019,
Clive Bannister received £45,000 from Punter Southall Group in respect of ar external directorship. He is also Chairman of the Museumn
of London for which he receives no payment. James McConville received £112,000 from Tesco Personal Finance plc.

Non-Executive Directors’ contracts
Date of
|oining the

Phoarix Group

Appointment

Unexpired term

Name Date of letter of appointment Holdings Plc Board ond date irmonths)
Alastair Barbour 1 Novernber 2018 1 October 2013 15 May 2020 Z
Campbell Fleming 1 Novernber 2018 31 August 2018 31 August 2021 o
Karen Green 1 Novermber 2018 1 July 2017 1 July 2020 3
Nicholas Lyons 1 Novernber 2018 31 October 2018 31 October 2021 19
Wendy Mavyall 1 November 2018 1 September 2016 15 May 2020 2
John Pollock 1 Novermber 2018 1 September 2016 15 May 2020 2
Nicholas Shott 1 Novemnber 2018 1 September 2016 15 May 2020 2
Belinda Richards 1 Novermber 2018 1 October 2017 1 October 2020 6
Kory Sorenson 1 November 2018 1 July 2014 15 May 2020 P
Mike Tumilty 14 August 2019 1 September 2019 1 September 2022 29

1 &ll Directors above, other than Mike Tumilty who joined the Board on 1 September 2019, joinea the Phoenix Group Holdings plc Board on 15 October 2018
and serviges are considered to have commenced with effect from 13 December 2018

The above tables have been included to comply with UKLA Listing Rule 9.8.8. In the event of cessation of a Non-Executive Director’s
appomtment {excluding the Chairman) they would be entitled to a ene-month notice period. The Chairman, as detalled in his letter of
appointment, would be entitled to a six-rnonth notice period.

REMUNERATION COMMITTEE GOVERNANCE

The terms of reference of the Committee are available at www .thephoenixgroup.com. The main determinations of the Committee
In 2018 in respect of the application of the Remuneration Policy are summarnised in the Committee Chairman’s letter to sharehclders
at the start of the Remureration Report,

The table below shows the independent Non-Executive Directors who served on the Committee during 2019 and their date
of appointment:

Member From To
Kory Sorenson {Committee Chair from 11 May 2017) 3 July 2014 To date
Karen Green ) _ 1 July 2017 To date
Belinda Richards 2 July 2019 To date
Nicholas Shott 20 Qctober 2016 To date

Under the Committee’s Terms of Reference, the Committee meets at least twice a year but more frequently if required. During 2619,
seven Committee meetings were hald and details of attendance at meetings are set out in the Corporate Governance Report on page 89.

Consistent with the requirements of Solvency |1, the Committee is responsible for establishing, implementing, overseeing and reviewing
the Cornpany-wide remuneration policy in the context of business strategy and changing risk conditions. The Company-wide remuneration
policy focuses on ensuring sound and effective nsk management so as not to encourage risk-taking outside of the Company’s nsk appetite.
Nore of the Committee members has any perscnal financial interest (other than as shareholders), conflicts of interests ansing from
cross-directorships or day-to-day involverment in running the business.

The Committee makes recommendations to the Board. No Director plays a part in any discussion about his or her own remuneration.
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Directors’ Remuneration Report continued

REMUNERATION COMMITTEE ACTIVITIES IN 2019

27 1 5 16 28
Committee activities February February MMay August October Novemnber
Consideration of risk, control and conduct matters i v v v o
Summary of engégement with shareholders and consideration of '
feacback v v v
Executive Directors’ remuneration ) )
Review of fixed and vanable remuneratian . ) v v v v v
Annual and long-term |ncenti\}e performance measQfes, targets
and outcomes v v v v v
Directors’ remuneration policy triennial review B v v v
Senior management remuneration ) -
Review remuneration propoasals on recruitment and on termination
of senior employees B ) v v v
Review of fixed and variable remuneration v v v v v -
Annual and iongj-term incentive performance measures, targets
and outcornes v v o v v
All employee remuneration
Al employee discretionary incentive schemes including sales
Incentives B 4 v v . v v
Crganisation reward design following acguisition v v
Workforce engagement mechanisms, gender pay and pay ratio v v v
ADVICE

During the year, the Committee received independent remuneration advice from its appointed adviser, PwC, who is a member of
the Remuneration Consultants Group (the professional body for remuneration consultants) and adheres to its code of conduct,
The Remuneration Committee was satisfied that the advice provided by PwC was objective and independent.

PwC also provided general consultancy services to management during the year including support on other Board and Risk matters and
technical advice regarding share schemes. Separate teams within PwC provided unrelated services in respect of tax, assurance, risk
consuiting and transaction support during the year. The Committee is satisfied that these activities did not compromise the independence
or objectivity of the advice it has received from Pw(C as remuneration committee advisers.

Pw(C's fees for work relating to the Committee for 2019, including support regarding the triennial policy review, Executive Director
succession, and business as usual as described in the table above, were £248,528. These were charged on the basis of the firm's standard
terms of business for advice provided.

The Committee assesses the performance of its advisers annually, the associated level of fees and reviews the quality of advice provided
to ensure that it is independent of any support provided to management.

The Group Chief Executive Officer, Group HR Directar and Group Finance Director and delegates, attend, by invitation, various Committes
meetings during the year. No executive is ever permitted to participate In discussions or decisions regarding his or her own remuneration.

The Committes consults with the Chief Risk Officer (without management present) on a regular basis, The Chief Risk Officer is asked to
detail the extent to which the company has operated within its stated risk appetite during the year and 1o keep the Committee informed
of any rnisk-related concerns that required the Committee to consider using its jJudgement to moderate incentive plan cutcomes.

APPROVAL
This report in its entirety has been approved by the Remuneration Committee and the Board of Directors and signed on its behalf by:

)CE?M

Kory Sorenson
Remuneration Committee Chair
Approved by the Board on 6 March 2020
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CORPORATE GOVERNANCE

DIRECTORS’
REPORT

The Directors present their report for the year ended
31 December 2019.

Phoenix Group Haldings plc is incorperated in the United
Kingdom (registered no. 11608773} and has a Premium
Listing on the London Stock Exchange.

SHAREHOLDERS
Dividends
Dividends for the year are as follows:

Crdinary shares

23.4p per share

{2018: 22.6p per share)
23.4p per share

{2018: 23.4p per share)
46.8p per share

(2018: 46p per share)

Paid interim dividend

Recommended final dividend

Total ardinary dividend

As a result of regulatory changes applicable to the Group
under Solvency ll, dividends declared in respect of the
Company’s ordinary shares must be capable of being
cancelled and withheld or deferred at any time prior to
payment. This is in order that the Company’s ordinary shares
can be counted towards Group capital. Accordingly, the final
dividend will be declared cn a conditional basis and the
Directors reserve the right to cancel or defer the
recommended dividend. The Directors do not expect

to exercise this right other than where they believe that

it may be necessary to do s6 as a result of legal or
regulatory reguirements.

SHARE CAPITAL

The issued share capital of the Company was increased by
315,730 during 2019 which related to shares issued under
the Company’s Sharesave Scheme.

At 31 December 2019, the issued ordinary share capital
totalled 721,514,944, Subsequently, 5,985 ordinary shares
have been issued in 2020 in connection with the Group’s
Sharesave Scheme to bring the total in issue to 721,520,929
at the date of this report.

Full details of the issued and fully paid share capital as at

371 December 2019 and mavements in share capital during
the period are presented in note D1 to the [FRS consolidated
financial statements.

Subject to obtaining shareholder approval for the renewal of
this authority at the forthcoming AGM on 15 May 2020, the
Company is authorised to make purchases of its own shares
and make payment for the redemption or purchase of its
own shares in any manner permitted by the Companies Act
2008 including without limitation, out of capital, profits,
share premium or the proceeds of a new issue of shares.
The Company held no treasury shares during the year

or up to the date of this report.

The rights and cbligations attaching to the Company’s
ordinary shares are set out in the Company's Articles of
Association (the 'Company’s Articles’} which are available
on the Company's website at www.thephoenixgroup.com/
about-us/corporate-governance/articles-of-association.aspx.

Whera the Phoenix Group Employee Benefit Trust {('EBT’)
holds shares for unvested awards, the voting rights for these
shares are exercisable by the trustees of the EBT at their
discretion, taking into account the recommendations

of the Group.

Restrictions on fransfer of shares

Under the Company’s Articles, the Directors may in certain
circumstances refuse to register transfers of shares. Certain
restrictions on the transfer of shares may be imposed from
time to time by applicable laws and regulations (for example,
insider trading faws), and pursuant to the Listing Rules of
the Financial Conduct Authority ('FCA') and the Group's
own share dealing rules whereby Directors and certain
employees of the Group require individual authorisation

to deal in the Company’s ordinary shares.

Substantial shareholdings

information provided to the Company pursuant to the FCA's
Disclosure and Transparency Rules is published on a
Regulatory Information Service and on the Company’s
website. As at 4 March 2020, the Company had been
notified of the following significant holdings of voting

rights in its shares.

Number of Percentage of

voting nghts _shares
In shares Inissue
Standard Lite Aberdeen plc 179,249 478 24.84%
Ameriprise Financial Inc.
and its group 42,847,290 5.93%
BlackRock Inc. 38,875,162 5.38%
Aviva plc and its subsidiaries 36,512,061 5.06%
Artermis Investment
Management LLP 36,250,488 5.06%

Annual General Meeting [AGM’)

The AGM of the Company will be held at Saddlers Hall,
40 Gutter Lane, London, EC2Y 6BR on Friday

15 May 2020 at 10.00am.

A separate notice convening this meeting will be distributed
to shareholders in due course and will include an explanation
of the items of business to be considered at the meeting.
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Directors’ Report continued

Investor Communications

The Company’s Annual Report and Accounts, together
with the Company's Interim Report and other public
announcements and presentations, are designed to present
a fair, balanced and understandable view of the Group’s
activities and prospects. These are available on the
Company's website at www.thephoenixgroup.com,

along with a wide range of relevant information for private
and institutional investors, including the Company's
financial calender.

BOARD

Board of Directors

The membership of the Board of Directors during 2019 is
given within the Corporate Governance secticn on pages 78
and 79, which is incorporated by reference into this report.
During 2019 and up to the date of this report, the following
changes to the Board took place:

One of SLA's Nominatad Directors, Barry O'Dwyer resignad
from the Board on 28 June 2019 and was replaced by Mike
Tumility on 1 September 2019.

Detalls of related party transactions which teok place during
the year with Directors of the Company and consclidated
entities where Directors are deermed to have significant
influence, are provided Iin the Directors” Remuneration
Repori and in note 14 to the 1FRS consolidated

financial statements.

The rules about the appointment and replacement of
Directors are contained in the Company's Articles. These
state that a Director may be appointed by an ordinary
resolution of the shareholders or by a resolution of the
Directors. If appointed by a resolution of the Directors,

the Director concerned holds office only until the conclusion
of the next AGM fcliowing the appointment.

In accordance with the UK Corparate Governance Code,
Directors must stand for election/re-election annually.

The Board of Directors will ke unanimously recommeanding
that all of the Directars {apart from James McConville, who
is not standing for re-election) should be put forward for
election/re-election at the forthcoming AGM to be heid

on 16 May 2020.

The Articles give detalls of the circumstances in which
Directors will be treated as having automatically vacated
their office and also state that the Company’s shareholders
may remove a Director fram office by passing an

crdinary resolution.

The powers of the Directors are determined by the
Companies Act 2006, the provisions of the Company’s
Articles and by any valid directions given by shareholders
by way of special resolution.

The Directors have been guthorised to allot and issue
securities and grant options over or otherwise dispose
of shares under the Company's Articles.
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Directors’ remuneration and interests

A report on Directors' remuneration is presented within
the Directors’ Remuneration Report including details of
their interests in shares and share options or any rights
to suUbscribe for shares in the Company.

Directors’ indemnities

The Company has entered into deeds of indemnity with
each of its Directors whereby the Company has agreed to
indemnify each Director against al! losses incurred by them
in the exercise, execution or discharge of their powers or
duties as a Director of the Company, provided that the
indemnity shall not apply when prohibited by any
applicable law.

The deeds of indemnity remain in-force as at the date
of signature of this Directors’ Report.

Directors’ conflicts of interest

The Board has established procedures for handliing conflicts
of interest in accordance with the Companies Act 2006 and
the Company's Articles.

On an cngoing basis, Directors are responsible for informing
the Company Secretary of any new, actual or potential
conflicts that may arise.

Directors’ and Officers’ liability insurance
The Company maintains Directors’ and Officers’ liability
insurance cover which is renewed annually.



CORPORATE GOVERNANCE

GOVERNANCE

Going concern

The Group's business activities, together with the factors
likely to affect its future development, performance and
position are set out in the Strategic Repert. The Strategic
Report also provides details of any key events affecting the
Company {and its consclidated subsidiaries) since the end
of the financial year. The Strategic Report includes details
of the Group’s cash flow and salvency position, including
sensitivities for both. Principal risks and their mitigation

are detailed on pages 52 to b6. In addition, the IFRS
consolidated financial statements include, amongst other
things, notes on the Group's borrowings (note EB),
management of its financial nisk including market, credit
and liguidity risk (note EB), its commitments and contingent
liahilities {notes 15 and 16} and its capital management {note
I3). The Strategic Report {on pages 2 to 72} sets out the
business model and how the Group creates value for
shareholders and policyholders.

The Board has followed the requirements of the UK Financial
Reporting Council’s 'Guidance on Risk Management,

Internal Control and Related Financial and Business
Reporting (September 2014) when perferming its going
concern assessment. As part of its comprehensive
assessment of whether the Group and the Company are a
going concern, the Board has undertaken a review of the
liguidity and solvency of the Group under beth normal and
stressed conditions as at the date of preparation of the
statement of consolidated financial position.

Having thoroughly considered the going concern
assessment, including a detailed review of the regulatory
capital and cash flow positions of each principal subsidiary
company and the availability across the Group of a range

of management actions, the Board has concluded that there
are no material uncertainties that may cast significant doubt
about the Group and the Company’s ability to continue

as a going concern.

The Directors have a reascnable expectation that the Group
and the Company have adequate resources t¢ continue in
operational existence for the foreseeable future. Thus, they
continue to adopt the going concern basis of accounting in
preparing the annual financial statements.

The Directors have acknowledged their responsibilities
in the Statement of Dirsctors’ Responsibilities in relation
to the IFRS financial statements for the year ended

31 December 2019.

Viability statement

The Viability Statement, as required by the UK Corporate
Governance Code, has been undertaken for a period of
five years to elign to the Group's business planning and
is contained in the Risk Management section on page 57.

Corporate governance statement

The disclosures required by section 7.2 of the FCA's
Disclosure Guidance and Transparency Rules can be found
in the Corporate Governance Report on pages 81 to 98
which is incorporated by reference into this Directors'
Report and comprises the Company’s Corgorate
Governance Statement.

The disclosures reguired in respect of the Company’s
diversity policy are addressed in the Strategy and KPls
saction of the Strategic Report on page 30. The UK
Corporate Governance Code (the ‘Code’} applies 1o the
Company and full details on the Company's compliance with
the Code are included in the Corporate Governance Report.
The Code is available on the website of the Financial
Reporting Council — www frc.org.uk.

Greenhouse gas emissions

All disclosures concerning the Group’s greenhouse
emissions are contained in the Environmental Report
forming part of the Strategic Report on pages 63 and 70.

Arficles of Association
Changes to the Company’s Articles require pricr
shareholder approval.

The Articles are available on the Corpany’s website at
www.thephoenixgroup.com/about-us/corporate-
governance/articles-of-asscciation.aspx.

Re-Appointment of the Auditors

Ernst & Young LLP ('EY'} has indicated its willingness to
continue in office and shareholders’ approval will be sought
at the AGM on 15 May 2020.

There is no cap on auditor liability in place in relation to
audit work carried out on the IFRS consolidated financial
statements and the Group’s UK subsidiaries’ individual
financial statements.

Detaiis of fees paid to EY during 2012 for audit and non-audit
work are disclosed in note C4 to the IFRS consolidated
financial statements.

Disclosure of information to Auditors

The Directors who held office &t the date of approval

of this Directors’ Report confirm that, so far as they are
aware, there is no relevant audit information of which the
Company's auditor is unaware and that each Director has
taken all the steps that they ought to have taken as a
Director to make themselves aware of any relevant audit
information and to establish that the Company's auditor
is aware of that information.

Group Company Secretary
The Group Company Secretary throughout the 2019
financial peried was Gerald Watson.
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Directors’ Report continued

CONTRACTUAL/OTHER

Significant agreements impacted by a change

of control of the Company

There are change of control clauses contained in certain
of the Group's financing agreerments. The £1.25 billion
revelving credit facility and £500 million acquisition facility
have provisions which would enable the lending banks

to require repayment of all amounts borrowed following

a change of control.

All of the Company’s employee share and incentive

plans contain provisions relating 1o & change of control.
Outstanding awards and options would normally vest and
become exercisable on a change of control, subject to the
satisfaction of any performance conditions and pro rata
reduction as may he applicable under the rules of the
employee share incentive plans.

Apart from the aforementioned, there are a number of
agreements that take effect, alter or terminate upon a
change of control of the Company, such as commercial
contracts. None is considered to be significant in terms
of their potential impact on the business of the Group.
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Disclosures under listing rule 9.8.4R
For the purpeses of Listing Rule 9.8.4C, the information
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reguired to be disclosed under Listing Rule 9.8.4R can
be found within the following sections of the Report

and Accounts:

Section HAequirement

Location

Statement of Interest
capitalised

Note E5 to the Consolidated
Financial Statements

Publication of unaudited

2 financial infO(matior) Not applicable

3 Deleted ‘Mot appliéable
Details of long-term Directors’ Remuneration

4 incentive schemes Report
Waiver of emoluments Directors’

5 by a Director Hgmuneration Report i
Waiver of any future Directors’

3] emoluments by a Director Remuneration Report .
Non pre-emptive issue

7 of equity for cash Not applicable
As per 7, but for majer

g subsidiary undertakings Mot applicable
Parent participation in any
placing of a subsidiary Not apph_cable

10 Contracts of significance Not applicable
Controlling shareholder

11 provision of services Not applicable
Shareholder

12 dividend waiver Not applicable _
Shareholder dividend

13 walver — future periods Not app\}cable
Controlling shareholder

14 agreements Not applicable




CORPORATE GOVERNANCE

STATEMENT OF DIRECTORS’

RESPONSIBILITIES

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

IN RESPECT OF THE ANNUAL REPORT AND
ACCOUNTS OF PHOENIX GROUP HOLDINGS PLC
The Directors are responsible for the preparation of

the Annual Report and Accounts, the Strategic Report,

the Directors’ Report, the Directors’ Remuneration Report,
the consolidated financial staterments and the Company
financial statements in accordance with applicable law

and regulations.

The Board has prepared a Strategic Report which provides
an cverview of the development and performance of the
Group’s business for the year ended 31 December 20719,
covers the future developments in the business of Phoenix
Group Holdings plc and its consolidated subsidiaries and
provides details of any important events affecting the
Company and its subsidiaries after the year-end. For the
purposes of compliance with DTR 4.1.5R(2) and DTR 4.1.8R,
the required content of the ‘"Management Report’ can be
found in the Strategic Report and this Directors’ Report,
including the sections of the Annual Repart and Accounts
incorperated by reference.

The Directors have prepared the consolidated financial
statements and the Company financial statements in
accordance with Internatianal Financial Reporting Standards
('I*RS") as adopted by the European Union {'EU’). The
Directors must not approve the financial statements unless
they are satisfied that they give a true and fair view of the
state of affairs of the Group and the Company and of the
profit or loss of the Group and the Company for that period.

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 IFRS, as adopted by the EU, have
heen followed, subject to any material departures
disclosed and explained in the Group and the Company
financial statements.

* prepare the financial statements an the going concern
hasis unless it is inappropriate to presume that the Group
and the Company will continue in business.

The Directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the Group's and the Company’s transactions and disclose,
with reasonable accuracy at any time, the financial position
of the Group and the Company and enable them to ensure
that the financial statements and the Directors” Remuneration
Report comply with the Companies Act 2006 and, as
regards the Group financial statermants, Article 4 of the |AS
Regulations. They are also responsible for safeguarding the
assets of the Group and hence for taking reasonable

steps for the prevention and detection of fraud and

other irregularities.

The Directors are responsible for making, and continuing
to make, the Company’s Arnnual Report and Accounts
available on the Company's website. Legislation in

the United Kingdom governing the preparation and
dissemination of financial statements may differ from
legislation in other jurisdictions.

The Directors as at the date of this report, whose names
and functions are listed in the Board of Directors section
on pages 78 and 79, confirm that, to the best of

their knowledge:

* The Group's consolidated financial staterments 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, liabilities, financial position and
profit and loss of the Group and the Company.

The Strategic Report and the Corporate Governance and
Directors’ Report include a fair review of the development
and the performance of the business and the position of
the Company and its consclidated subsidiaries taken as

a whole, together with a description of the principal risks
and uncertainties that they face.

In addition, the Directors as at the date of this report
consider that the Annual Report and Accounts, taken as a
whole, provides users (who have a reasonable knowledge
of business and economic activities} with the information
necessary for shareholders to assess the Group's
position,performance, business model and strategy,

and is fair, balanced and understandable.

The Strategic Report and the Directors’ Report were
approved by the Board of Directors on 6 March 2020.

By order of the Beard

%f Kmﬂ 5"?‘%’;(3 e <‘LLfL(.L-\,

James McConville
Group Finance Director
And Group Director,
Scotland

Clive Bannister
Group Chief
Executive Officer

6 March 2020
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INDEPENDENT
AUDITOR'S REPORT

OPINION BASIS FOR OPINION

[n our opinion: We conducted our audit in accordance with International
Standards on Auditing (UK) {'1SAs’) and applicable faw. Our
responsibilities under those standards are further described
in the Auditor’s responsibilities for the audit of the financial
statements section of our report below. We are independent
of the Group and parent company in accordance with the
ethical requirements that are relevant to our audit of the
financial statements in the UK, including the FRC's Ethical
the consolidated financial statements have baen properly  Standard as applied to listed public interest entities, and we
prepared in accordance with Internationat Financial have fulfilled our other ethical responsibilities in accordance
Reporting Standards ('IFRSs’} as adopted by the with these reguirements.

Eurcpean Union {"EU’);

* Phoenix Group Holdings plc's consaolidated financial
statements and parent company financial statementis
(the ‘Financial Statements’) give a true and fair view of the
state of the Group's and of the parent company’s affairs
as at 31 December 2019 and of the Group's profit for the
vear then ended,

We believe that the audit evidence we have chtained is

* the parent company financial statements have been e . . . o
L pany sufficient and appropriate to provide a basis for our opinion.

properly prepared In accordance with IFRSs as adopted
by the £U as applied in accordance with

the provisions of the Companies Act 2008; and Condusions relating to principal risks, going concern

and viability statement

» the financial staterments have bean prepared in We have nothing to report in respect of the following
accordance with the requirements of the Companies information in the annual report, in relation to which the IS5As
Act 2008, and, as regards the consolidated financial {UK) require us to report to you whether we have anything
statements, Article 4 of the |AS Regulation. material to add or draw attention to:

* the disclosures in the Annua! Report set out on page 52
that describe the principal risks and explain how they are
being managed or mitigated:;

We have audited the consolidated financial staterments of
Phoenix Group Heldings plc and its subsidiaries (collectively
‘the Group'} and the parent company financial statements

which comprise: * the Directors’ confirmation set out on page 135 in
Group Parent Campany the Annual Report thz.at they have carried out a r_obust
The statement of consolidated  The statement of financia! assessment of the principal risks fac_mg thg entity,
financial position as at 31 position as at 31 December 2019 including those that would threaten its business model,
December 2019 future performance, solvency or liguidity;
Th i t The s . ‘ .
& consolidated income e statement of cash flows far » the Directors’ statement set cut on page 133 in the Annual
staternent for the year then the year then ended

Report about whether they considered it appropriate to
The conselidated statement of  The statement of changes in adopt the going coneern pa5|s of account\{ﬁg " prepz?rlr?g
comprehensive income for the  equity for the year then ended them, and_ their u:_i(_amufucatlor_] of any material uncertainties
year then ended to the entity's ability to continue to do so over a period of
The staternent of consolidated  Related notes 1 to 20 1o the at least twelve months from the date of approval of the
cash flows for the year then finangial statements financial statements;

ended

The statement of consolidated
changes in equity for the year

ended

= whether the Directors’ statermnent in relation to going
concern required under the Listing Bules in accordance
with Listing Rule 9.8.6R{3) is materially inconsistent with

:j;‘:;dneies 107 o the our knowledge obtained in the audit; or

consolidated financial statements » the Directors’ explanaticn set out on page 57 in the Annual
{except for note I3 which 1s Report as to how they have assessed the prospects of the
marked as unaudited), including entity, over what period they have done sc and why they

a summary of sigrificant

: : consider that pericd fo be appropnate, and therr statement
accounting policies

as to whether they have a reasonable expectation that the
entity will be able to continue in operation and meet its
liabilities as they fall due over the period of their
assessrment, including any related disclosures drawing
attention to any necessary gualifications or assumptions.

The financial reporting framework that has been applied in
their preparation is applicable law and IFRSs as adopted by
the EU and, as regards the parent company financial
statements, as applied in accordance with the provisions
of the Cempanies Act 2006.
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Independent Auditor’s Report continued

Overview of our audit approach

Key audit matters * Valuation of nsurance contract liabililies, compnsing the following risk areas:
—actuarial assumptions;
- actuarial modelling; and
- data
* Vajuation of gertain complex and ihquid financial investments

* Recoverability of 1ntangible assets ansing frorn the acquisition of Standard Life Assurance Limited and other
associated entities )
Audit scope » We performed an audn of the complete financial information of the Group Function, Phoenix Life Divisian and
Standard Life Assurance Limited and audit procedures on specific balances for Other Cormpanies. Qur scope is
explained further on pages 143 to 144.

* The components where we perforrmed full or specific audit procedures accounted for more than 89% of the
equity and profit before tax of the Graup.
Materiality * Overall Group materiality of £100 million {2018: £100 mitlion) which represents 2.1% (2018: 1.9%) of total equity
attributable to owners of the parent (' Group equity’).

Key audit matters

Key audit matters are those matters that, in our professicnal judgment, were of most significance in our audit of the financial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not
due to fraud) that we identified. These matters included those which had the greatest effect on: the overall audit strategy,
the allocation of resources in the audit; and directing the efforts of the engagement team. These matters were addressed in
the context of our audit of the financia! statements as a whole and in our opinion thereon, and we do not provide a separate
opinion on thése matters.

Risk

Valuation of insurance contract liabilities (£97.0bn; 2018: £92.6bn} '
Refer to the Audit Committee Report {page 96); Critical accounting estimates (page 155); Accournting policies and note F1

of the consolidated financlal statements (pages 194 to 196}

We considered the valuation of insurance contract habilities to be a significant risk for the Group. Specifically, we considered
the actuarial assumptiens and madelling that are applied, as these involve complex and significant judgments about future
events, both internal and external to the business for which small changes can result in a material impact to the resultant
valuation. Additionally, the valuation process is conditional upon the accuracy and completeness of the data.

We have split the risks relating to the valuation of insurance contract liabilities into the following component parts:
* actuarial assumptions; !
¢ actuarial modelling; and

* data.
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The specific audit procedures performed to address the significant risk are set out below. In addition, we assessed
management’s analysis of movements in insurance contract liabilities and obtained evidence to support large or
unexpected movemeants as this provided important audit evidence over the valuation of insurance contract liabilities.

Risk area

Qur response to the risk

Key observations
communicated to the
Audit Cormmittee

Actuarial assumptions
There has been no change in our
assessment of this nsk frorm the prior year

Econom-¢ assumptions are set by
rnanagement taking 1o account markst
conditions as at the valuaton date Non-
economic assumptions such as future
expenses, iongevity and moertality are set
based on the Group's past expernence,
market experience, market practice,
regulations and expectations about
future trends.

The assumptions that we consider

1o have the most significant impact are
the base and trend longevity, persistency
and expenses,

To obtain sufficient audit evidence to conclude on the appropriateness of
actuanal assumptions, using EY actuanes as part of our audit team, we
performed the foliowing procedudres:

= pbtained an understanding and tested the design and opserating
effectiveness of key contrals over management’s process for setting
and updating key actuarial assumptions,

* challenged and assessed whether the methodology and assumptions
applied were appropriate based on our knowledge of the Group, industry
standards and regulatory and financial reporting requirements;

« reviewed and challenged the results of management’s expenence
analysis, including the base longevity and persistency, 1o assess whether
these justified the adapted assurmptions;

« in respect of longewty iImproverments we have evaluated the use of the
chosen industry standard Continuous Mortaity investigation ('CMI') model
and the parameters used to validate that it was appropriate relative to the
industry;

* assessed the expense assumpt:.ons adopted by management with
reference to the management service agreement {'MSA') between
the Phoenix Life and Service companies;

* Performed procedures to test that the assumptions used in the year end
valuation were consistent with the approved basis; and

* benchmarked the demographic and economyc asstmptions against those
of other comparable industry participants.

We determined
that the actuanal
assumptions used
by managermnent are
reasonable based on
the analysis of the
expenence to date,
1ndustry practice
and the financial
and regulatory
requirements.

We performed full scope audit procedures over this risk area In two
components and specific scope audit procedures in one component,
which covered 100% of the risk amount,

There has been no change in our
assessment of this risk from the prior vear.

We consider the integrity and
appropriateness of madels to be crinical
to the overall valuation of insurance
contract liabtities,

Over £92 0bn of the £97 0bn insurance
contract liabiities are modelled using the
core actuarial modelling systems, with the
residual balance modelled cutside these
systems to cater for any additional required
liabilities not reflected In the model.

We consider the key nsks to relate to 1)
model developments appled to the core
actuanal models and il) the appropriateness
of the calculations that are applied outside
of the core actuarial model.

To obtain sufficient audit evidence to conclude on core actuarial modelling
systems and balances calcufated outside these systems, using EY actuaries
we performed the following procedures:

* pbtained an understanding of management's process for mode!
developments to the core actuarial system and tested the design,
implernentation and operating etfectiveness of key contrels over
that process;

= challenged and evaluated the methodology, inputs and assumptions
applied to model changes rade in the core actuarial modelling systems
during the year;

« reviewed the governance process around model changes by review of the
relevant committee minutes;

» assessed the resuits of management’s analysis of moverments in
Insurance contract liabilities to corroborate that the actual impact of
changes to models was consistent with that expected when the model
change was implemented; and

« stratified the components of the balance modelled outside the core
actuarial system and focused our testing on those that, in our professional
judgment, present a higher nisk of material misstaterment. As part of
the testing, we gained an understanding of the rationale for balances
calculated cutside of the core actuarial system and assessed the
appropriateness of the applied calculation methodalogy.

We performed full scope audtt procedures over this risk area in two
compaonents and specific scope audit procedures in one companent,
which covered 100% of the nisk amount.
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We determinad that
the models used

are appropnate, that
changes to the moaels
waere implemented

as intended and

that controls over
management’s
processes for
modelling insurance
cantract liabilities
outside of the actuarial
modelling system were
operaung effectively
We also determined
that liabilities

modelled outside
these core actugral
modelling systems

are reasonable.
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Independent Auditor’s Report continued

Risk area

Qur response Lo the nisk

Key observations
communicated te the
Audit Committge

Data

There has been no change 1n our
assessmaent of this nsk from the
pior year.

The insurance contract data held on policy
administration systerns {‘the policyholder
data’) is a key input into the valuation
process. The valuation of insurance
contract liabilites 1s therefore conditional
upaon the accuracy and completeness

of the data used.

We determined
based on our audit
wark that the data

To obtain sutficient audit evidence to assess the integrity of policyholder
aata we performed the foltowing procedures:

* obtained an understanding of and tested the design and operating
effectiveness of the key controls, including information technology
general controls, over management’s data coliection, extraction and
validation process;

model inputs s
materially complete
and accurate.

for Qutsourced Service Providers ['OSP') where we have placed relance
on the Service Orgamsaton Contrels {'SOCT) report, we have reviewea
the SOC1 report and determined the impact of any identified control
BxXceplons;

for OSPs where we do not receive a SOC1 report we have obtained
an understanding of the process over data extraction and input 1Into

the actuarial models and performed direct testing of the design and
operating effectiveness of tha key controls;

performed substantive proceduras including agreeing policyholder
documentation 1o the policyholder data used in the actuanal madel
based on a sample of policies:

assessed the integrity of policy level data, performing corroborative
testing on 1) changes to static data dunng the period; 1) unexpected
policy count movements between reporting periods; and iii) unusual
trends and anomalies in the data, based upon ou” knowledge of the
Group's products, industry standards and through using gata analytics,

confirmed that the actuaria' model data extracts provided by the OSPs
were those used as an inpul 1o 1the actuanal model;

assessed the appropriateness of management's grouping of data for
nput into the actJanal model;, and

= tested the reconciligtions of premiums and claims information extracted
from the policy administration systems to the actuarial data used in the
actuarial models.

We performed full scope audit procedures over this risk area 1n two
componenss and specific scope audit procedures in ohie cotnponent,
which covered 100% of the risk amount.
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Risk area

Qur response 1o tne nisk

Key observations
commun:cated to the
Audit Committee

Valuation of certain complex
and illiquid financial investments
{(£4.9bn; 2018: £3.6bn)

Whilst we consider the nsk 1o be similar
in pature, due to the combination of
increased size of the modelled debr
secunites and fevel of yjudgment involved
n valuation as well as the potential
impact on the shareholders ansing from
any misstaternents, we beleve the
ientified nsk to have a highar magnitude
of potential misstatement than in the
PIEVIOUS yoar.

Refer to the Audit Committee Report
fpage G6) Crtical accounting estimates
fmage 155); Accounting policies and notes
E7 and £2 of the consolidated financial
staternents (pages 171 to 180}

* The extent of jJudgment appled by
management in valuing the Group's
financial Investments varies with the
nature of securities heid, the markets in
which they are traded and the valuation
methodology applied

* Observable inputs are not readily
available for the valuation of equity
release mortgages ["ERM’) financial
investments and the modelled debt
securities, such as private placements,
local authority loans, infrastructure
loans and commercial real estate
loans. Consequently, management use
models and other inputs to estimate
their value,

= We consider that the key nsks on the
valuation of ERM financial investments
relates to: ) assumptions as these are
largely based on non-cbservable inputs
and are highly judgmental, and i) the
completeness and accuracy of data
feeding the valuation model

We consider that the key risks

related to valuation of modelled debt
securities to be the (1) use of cornplex
valuation methodolog es as opposed

1o ohservable prices; 1) sgnificant
judgments involved in setting the
spread above risk-free rate; and i) most
notably, the subjectivity surrounding the
selection of the comparable bonds to
derive that spread.

Using EY valuation specialists and actuangs we tested valuation of ERMs
and model ea debt secunties,

To obtain sufficignt audit evidence to conclude on the valuatton of ERMs,
WYEL

* tested the design and operating effectiveness of key controls over
management’s process in respect of the valvat-on of ERMs;

* tested the completenass of the ERM financiat investments and
underlying data at the pernod end through independent confirmation from
the OSPs;

* tested the accuracy of mortgage data used in the valuation model by
agreeing a sample of new loans o supporting evidence ana valaating
any movemerts on static data over the period,

s svaluated the methodolegy, inputs and assumplions used o value the
ERM financial investments mcluding the No Negative Equity Guarantee
{NNEG' {such as house price inflation, residential housa price volatility,
longevity Improvement and base mortality, as we'l as economic
assurmptions such as discount ratel;

» validated the key assumptions by comparing them to published market
benchmarks and demographic and sconomic assumptions used by
other industry participants, to confirm that key valuation inputs were
consistent with industry norms and ou understanding of the instrument
type, and

» developed our own independent model to value the ERM loans and
compared the output 1o the results produced by the Group.

To obtain sufficent audit evidence te conclude on the valuation of
modelled debt secunties, we'

» reviewed the SOCT report of the OSP covering period to 30 September
2019 and determined the impact of any identified control exceptions,

s obtained the bridging tetter for the pericd 1 October 2019 to 31
Decerber 2012 1o confirm that the controls over the valuation of
modelled debt securities were cperating during the period. In addition,
we tasted a sample of these controls in the bridging period to confirm
they were operating effectively, and

* engaged EY valuatien specialists to calculate an independent range of
reasonable values for a sarmple of investments using an independent
valuation model and considering reasonable alternate assumptions.

We perfermed full scope audit procedures over this nsk area in two
componerts, which covered 100% of the nsk amount.

Based on our
procedures
pertermed on the
ERM financial
investments and
the modellea debl
secdr.ties, we are
satisfied that the
valuation of tnese
complex and iligud
assets I1s reasonable.
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Risk area

Our response to the nisk

Key observations
communicated to the
Audit Committee

Recoverability of intangible
assets arising from the
acquisition of Standard Life
Assurance Limited and other
associated entities (£2.57bn;
2018: £2.87bn)

This is a new key audit matter for 31
December 2019.

Refer to the Audit Committee Repart
fpage 96): Crincal accounting esmmnates
{page 156} Accounting policies and
note G2 of the consolidated financial
staternents (pages 214 to 216}

On 31 August 2018, the Group acguired
Standard Life Assurance Limited,
Standard Life International Designated
Activity Cormpany, Standard Life Assets
and Employee Services Limited and other
related entities collectively "Standard
Life’) from Standard Life Aberdeen plc
{'SLA plc’) fer total cansideration of
£2,994 million. This gave nse to the
recognition of intangible assets relating to
acguired In force business (‘AVIF') and the
Client Service and Propasition Agreement
{('CSPA'} entered into between the Group
and SLA ple.

The 2019 financial year 1s the first full
year following the acguisition of Standard
Life and as required management
performed a recoverabil'ty assessment
on the acquired intangible assets to
satisty themselves that the carrying value
reémains appropriate.

Recoverability assessment of these
intangible assets invoives consideration
of a number of judgmentat and sensitive
assumptions such as:

* market movements and their impact
0ON economic assumptions such as cost
of capital;

» significant changes to core valuation
assumptions, being: lapses, longavity,
late retirernents;

* any change in expenence on sarnings
relating to the CSPA.

This subjects value of these assets 10
a higher nsk of matenal misstatement

To obtain sufficient audit evidence to assess recoverability of intangible
assets arisig from the acquisition of Standard Life, using EY actuaries
we performed the foliowing procedures:

« understood and evaluated management’s process, model and
assumptions supporting the recoverability assessment;

* tested the controls over the completenass and accuracy of the data
used in the recoverability assessment;

= challenged management’s assessment of impairment indicators
by considering current market factors and assumption changes not
modelled in the fair value exercise at the acquisition date and assessed
their impact on the Standard Life AVIF and CSPA values as at 31
December 201%; and

* obtaned management's expectations of future profitability
of the acquired entities and chatlenged the assumnptions appled
by management by comparing key assumpticns and judgments
with experience of the wider market and that of Phoenix.

In the prior year, our auditor's report included a key audit matter in relation to accounting for the acquisition of Standard Life

* Based on our
procedures
performed on the
recoverability of
intangible assets
arsing from the
acquisition of
Standard Life,
we are satisfied
that there are
no imparment
indicators present

as at 31 December

2019,

Assurance Limited and other associated entities as the acquisition transaction was completed in the 2018 financial year.
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AN OVERVIEW OF THE SCOPE OF OUR AUDIT
Tailoring the scope

Our assessment of audit risk, our evaluation of materiality
and our allocation of performance materiality determine our
audit scope for each reporting unit (reporting compenent’)
within the Group. Taken together, this enables us to form an
opinion on the consolidated financial statements. We take
into account size, risk profile, the organisation of the group
and effectiveness of group-wide controls, changes in the
business environment and other factors when assessing the
level of work to be performed at each reporting component.

In assessing the risk of material misstatement tc the
consolidatad financial statements, and to ensure we had
adequate quantitative coverage of significant accounts in the
financial statements, we identified four reporting
components of the Group. The Group reporting components
consist of Phoenix Life Division, Standard Life Assurance
Limited ('SLAL), the Group Function and Other Companies.
In the Phoenix Life Division component, the most significant
insurance companies are Phoenix Life Assurance Limited
and Phoenix Life Limited. Standard Life Assurance Limited is
the most significant company of the respective component.
The Group Function consists of Group entities that primarily
hold external debt, PA (Gl) Limited and the pension schemes
of the Group. The Other Companies include the Phoenix Life
service companies and Standard Life International
Designated Activity Company {'SLINTL).

Details of the four reporting components which were
audited by component teams are set out below:

Component Scope Auditor
Phoenix Life Division Full EY
Standard Life Assurance Limited {SLAL)  Full EY
Group Function Full EY
Other Companies Specific EY

Of the four components selected, we performed an audit
of the complete financial information of three components
("full scope compenents’) which were selected based on
their size or risk characteristics. For the remaining Other
Companies ('specific scope components’), we performed
audit procedures on specific accounts of Phoenix Life and
SLAL service companies (provisions, accruals and deferred
income, external revenue, wages and salaries and
administrative expenses} and of SLINTL {(cash and

cash eguivalents and insurance contract liabilities).

The reporting components where we performed audit
procedures accounted for more than 99% (2018: 99%) of
the Group's equity and the Group's profit before tax. For
the current year, the full scope components contributed
87% (2018: 93%) of the Group's equity and 90% (2018:
97%) of the Group's profit before tax. The specific scope
components contributed 12% {2018: 6%) of the Group’s
equity and 8% {2018: 2%) of the Group's profit before tax.
The audit scope of these components may not have
included testing of all significant accounts of the componeant
but will have contributed to the coverage of significant
accounts tested for the Group.

The charts below illustrate the coverage obtained from
the work performed by our audit teams.

Equity

&

W 44% Phoenix Life
Division {full scope)

W 23% SLAL (full scope

M 20%Group Function
(full scope)

W 122%0ther Companies
{specific scope)

W Less than 1%
QOut of scope

O

Profit before tax

M 20% Full scope

o

Hon Specific scope

W Less than 1%
Out of scope

Changes from the prior year

Management completed the Part VIl transfer of the European
business of SLAL into SLINTL. In respense to the increased
size of SLINTL, additicnal accounts were brought in scope
for the purposes of Group reporting.

Involvement with component teams

In establishing cur overall approach to the Group audit, we
determined the type of work that needed to be undertaken
at each of the components by us, as the primary audit
engagement team, or by component auditors from other
EY global network firms cperating under our instruction.

The primary audit team provided detailed audit instructions
to the component teams which included guidance an
areas of focus, including the refevant risks of material
misstatement detailed above, and set out the information
reguired to be reported to the primary audit team.

Of the three full scope components, audit procedures were
performed on one of these directly by the primary audit
team whilst the remaining two components were audited

by the component audit teams. For Other Companies,
where the work was performed by component auditors,

we determined the appropriate level of invelverment to enable
us to determine that sufficient audit evidence had been
obtained as a basis for our opinion on the Group as a whole.

The primary audit team followed a programme cof planned
visits that has been designed to ensure that the Senior
Statutory Auditor visited each of the compoenents where the
Group audit scope was focused at least once a year and the
most significant of them more than once a vear. For all full
scope components, in addition to the component visits,

the primary audit team reviewed key working papers and
participated in the component teams’ planning, including
the component teams’ discussion of fraud and error. The
primary audit team attended the closing meetings with the
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management of the Phoenix Life Division and SLAL and
attended key Audit Committee meetings at the components.

For the specific scope companent, the primary audit team
have reviewed the audit procedures performed by the
component team on the specific accounts.

The work performed on the components, together with
the additional procedures performed at Group level, gave
us apprapriate evidence for our opinion on the consolidated
financial statements as a whole.

Our application of materiality

We apply the concept of materiality in planning and
performing the audit, in evaluating the effect of identified
misstatements on the audit and in forming cur audit opinion.

Materiality

The magnitude of an omission or misstaternent that,
individually or in the aggregate, could reasonably be
expected to influence the economic decisions of the users
of the financial statements. Materiality provides a basis for
determining the nature and extent of our audit procedurss.

We determined materiality for the Group to be £100 million
{2018: £100 miliion), which is 2.1% {2018: 1.9%) of Group
equity. Whilst profit before tax or operating profit are
commeon bases used across the life insurance industry and
might be an appropriate measure for an open business,
we believe that the use of equity as the basis for assessing
materiality remains more appropriate given that the Group is
primarily a closed life assurance consolidator and as such
equity provides a more stable, long-term measure of value.
We note also that equity more closely correlates with key
Group performance metrics such as Sclvency Il capital
requirements and Own Funds. However, as these
measures are non-GAAP measures, we consider equity

to be maore apprepriate.

We determined materiality for the parent company to be
£109 miflion (2018: £82 million), which is 2% of the parent
company equity attributable to owners. We have used a
capital based measure for determining materiality for
consistency with the approach taken for the Group where
we consider equity to be the maost appropriate basis when
considering against other measures such as IFRS profit
before tax with its inherent volatility considering the nature
of the parent company as a holding company.

During the course of our audit, we reassessed initial
materiality and concluded that materiality assessed st
planning stages of our audit remained appropriate.

Performance materiality

The application of materiality at the individual account
or balance level. It is set at an amount to reduce to an
appropriately low level the probability that the aggregate
of uncorrected and undetected misstatements

exceeds materiality.
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On the basis of our risk assessments, together with our
assessment of the Group's overall control enviranment,
our judgment was that performance materiality was 50%
{2018: 50%) of our planning materiality, namely £50 millicn
{2018: £60 million).

Audit work at component locations for the purpose of
cbtaining audit coverage over significant financial statement
accounts is undertaken based on a percentage of total
performance materiality. The perfermance materiality set
for each component is based on the relative scale and risk of
the component to the Group as a whole and our assessment
of the risk of misstatement at that component. In the current
year, the range of performance materiality allocated to
components was £13 miilion to £30 million (2018 £10
million to £28 million).

Reporting threshold
An ameunt below which identified misstatements are
considered as being clearly trivial.

We agreed with the Audit Committee that we would report
to them all uncorrected audit differences in excess of £6
million {2018: £5 million), which is set at 5% of planning
materiality, as well as differences below that threshold that,
In our view, warranted reporting on gualitative grounds.

We evaluate any uncorrected misstaterments against both
the guantitative measures of materiality discussed above
and in light of other relevant qualitative considerations in
forming our opinion.

Other information

The other information comprises the information includead
in the Annual Report set out on pages 1 to 135 and 255 to
272, other than the financial staterments and our auditor's
report thereon. The Directers are responsible for the
other informaticn.

Our opinion on the financial statements does not cover
the other information and, except to the extent otherwise
explicitly stated in this report, we do not express any form
of assurance conclusion thereon.

In connection with our audit of the financial statements, our
responsibility 1s to read the other information and, in doing
s0, consider whether the other information is materially
inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially
misstated. If we identify such matenal inconsistencies

or apparent material misstatements, we are required to
determine whether there is a material misstatement in the
financial staterments or a matenal misstatement of the other
information. If, based on the work we have performed, we
conclude that there is a material misstaterment of the other
informaticn, we are required to report that fact.

We have nothing to report in this regard.
In this context, we also have nothing to report in regard

to our responsibility to specifically address the following
iterns in the other information and to report as uncorrected



material misstatements of the other information where we
conclude that those items meet the following conditions:

* Fair, balanced and understandable set out on page 135
— the statement given by the Directors that they consider
the Annual Report and financial statements taken as a
whole is fair, balanced and understandable and provides
the information necessary for shareholders to assess
the Group's perfermance, business model and strategy,
is materially inconsistent with our knowledge obtained
in the audit; or

* Audit committee reporting set out on pages 92 10 96 - the
section describing the work of the Audit Committee deces
not appropriately address matters communicated
by us to the Audit Committee, or

* Directors’ statement of compliance with the UK Corporate
Governance Code set out on page 133 - the parts of the
Directors’ staterment required under the Listing Rules
relating to the Company's compliance with the UK
Corporate Governance Code containing provisions specified
for review by the auditer in accordance with Listing Rule
9.8.10R{2) do not properly disclose a departure from a
relevant provision of the UK Corporate Governance Code.

Opinions on other matters prescribed by the
Companies Act 2006

In our opinion, the part of the Directors” Remuneration
Report to be audited has been properly prepared in
accordance with the Companies Act 2006.

In our 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; and

* the Strategic Report and the Directors” Report have bheen
prepared in accordance with applicable legal requirements.

Matters on which we are required to report by exception

In the light of the knowledge and understanding of the
Group and the parent company and its environment
obtained in the course of the audit, we have not identified
material misstatements in the Strategic Report or the
Directors’ Report.

\We have nothing to report in respect of the following
matters in relation 1o which the Companies Act 2006
requires us to report to you if, in our opinion:

* adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not visited by us; or

* the parent company financial statements and the part of
the Directors” Remuneration Report to be audited are not
in agreement with the accounting records and returns; or

* certain disclosures of Directors' remuneration specified
by law are not made; or

* we have not received all the information and explanations
we require for our audit.

FINANCIALS

Responsibilities of Directors

As explained more fully in the Directors’ Responsibilities
Statement set cut on page 135, the Directors are
responsible for the preparation of the financial statements
and for being satisfied that they give a true and fair view,
and for such internal control as the Directors determine is
necessary to enable the preparation of financial statements
that are free from material misstatement, whether due

to fraud or error.

In preparing the financial statements, the Directors are
responsible for assessing the Group and parent company's
ability to cantinue as a going concern, disclosing, as
applicable, matters related to going concern and using

the going concern basis of accounting unless the Directors
either intend to liguidate the Group or the parent company
or to cease operations, or have no realistic alternative but
to do so.

Auditor’s responsibilities for the audit of the

financial statements

Our objectives are to cbtain reasonable assurance about
whether the financial statements as a whole are free from
material misstatemeant, whether due to fraud or error, and

to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with |SAs
(UK} will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and

are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the
economic decisions of users taken on the basis of these
financial statements.

Explanation as to what extent the audit was considered
capable of detecting irregularities, including fraud
The objectives of our audit:
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in respect to fraud, are; to identify and assess the risks of
material misstaternent of the financial statements due

to fraud; to obtain sufficient appropriate audit evidence
regarding the assessed risks of material misstatement due
to fraud, through designing and implementing appropriate
responses; and to raspond appropriately to fraud or
suspected fraud identified during the audit. However,

the primary responsibility for the prevention and detection
of fraud rests with both those charged with governance

of the entity and management; and

in respect of irregularities, considered to be non-
compliance with laws and regulations, are to obtain
sufficient appropriate audit evidence regarding compliance
with the provisions of those laws and regulations generally
recognised to have a diract effect on the determination

of material amounts and disclosures in the financial
statements {'direct laws and regulaticns’), and perform
other audit procedures to help identify instances of
non-compliance with other laws and regulations that may
have a material effect on the financial statements. We

are not responsible for preventing non-compliance with
laws and regulations and our audit procedures cannot

he expected to detect noncompliance with all laws

and regulations.
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Our approach was as follows:

* \We cbtained an understanding of the legal and regulatory
frameworks that are applicable to the company and its
subsidiaries and determined that the relevant laws and
regulations related to elements of company law and tax
legislation, and the financial reporting framework. Our
congiderations of other laws and regulations that may
have a material effect on the financial statements included
permissions and supervisory raguirements of the
Prudential Regulation Authority {'PRA’) and the Financial
Conduct Authority {{FCA’) and UK Listing Authority
("UKLA'). We obtained a general understanding of how
Phoenix Group Holdings is complying with those
framewoaorks by making enguiries of management and
those responsible for legal and compliance matters. We
also reviewed correspondance between the Company and
UK regulatory bodies; reviewed minutes of the Board and
Executive Committee; and gained an understanding of the
Cormpany’s approach to governance, demonstrated by the
Board'’s approval of the Company's governance framework.

For direct laws and regulations, we considered the extent
of compliance with those laws and regulations as part of
our procedures on the related financial statement items.

For both direct and other laws and regulations, our
procedures involved: making enquiry of those charged
with governance and senior management for their
awareness of any non-compliance of laws or regulations,
inguiring about the policies that have been established
to prevent non-compliance with laws and regulations by
officers and employees, inguiring about the company’s
methods of enforcing and monitoring compliance with
such policies, inspecting significant correspondence
with the FCA and PRA.

* The Company operates in the insurance industry which
is a highly regulated environment. As such the Senior
Statutory Auditor considerad the experience and expertise
of the engagement team to ensure that the team had the
appropriate competence and capabilities, which included
the use of specialists where appropriate.

* We assessed the susceptibility of the consolidated
financial statements to material misstatement, including
howv fraud might occur by considering the controls that the
Company has established to address risks identified by
the entity, or that otherwise seek 10 prevent, deter or
detect fraud. We also considered areas of significant
judgment, including complex transactions, performance
targets, external pressures and the impact these have on
the control environment. Where this risk was considered
to be higher, we performed audit procedures tc address
each identified fraud risk. These procedures included
testing manual journals and were designed tc provide
reasonable assurance that the financial statements
were free from fraud or error.

A further description of our responsibilities for the audit
of the financial statements is located on the Financial
Reporting Council's website at https://www.frc.org.uk/
auditcrsresponsibilities. This description forms part

of our auditor’s report.
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Other matters we are required to address

* We were appointed by the Company Directors on
13 December 2018 and signed an engagement letter on
20 February 2019 to audit the financial statements for the
period ending 31 December 2018 and subsequent financial
periods. This is our second year as auditors to the Group.

In November 2019 we identified that non-audit services
which are prohibited under the FRC's Ethical Standard,
had been undertaken outside of the UK during the period
December 2018 to March 2019. These related to assisting
4 non-UK investment funds with their EU withholding tax
claims — these funds are consolidated by the Pheenix
Group. Currently no withholding tax has been recovered
by the funds as the claims are pending. Therefore, there
13 no Impact on the consolidated financial statements

of Phoenix Group Holdings ple for the year ended 31
December 2019. We therefore consider this to be a minor
breach of the Ethical Standard and we do not consider
our independence to be impaired. We notified the Audit
Committee of this breach in November 2019. The Audit
Commities agreed with our conclusion that the breach

is minor and that our independence is not impaired. The
Audit Committee's discussion of this breach is set out on
nage 95. The evaluation of whether our independence
was impaired included consideration of the safeguards
to independence in connection with the services. We
considered an appropriate safeguard is that the year-end
tax balances were audited by a separate UK tax team

to the tax team that provided the non-audit services.

The audit opinion is consistent with the additional report
to the Audit Committee.

Use of our report

This report is made solely to the Company's members, as
a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken
s0 that we might state to the Company’s members those
rmatters we are required to state to them in an Auditor’'s
Report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility
1o anyone other than the company and the company’s
members as a body. for cur audit work, for this report,

or for the opinions we have fermed.

Enct# T LLP

Stuart Wilson (Senior statutory auditor)
for and on behalf of Ernst & Young LLP,
Statutery Auditor

London

6 March 2020

1 The maintenance and integnity of the Phoenix Group Holdings plc web
site is the responsibility of the directars; 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 tinancial statements since they were initially
presented on the web site

2 Legislation :n the United Kingdorn governing the preparation and
dissemination of finanaial statements rmay differ from legislation in
other jurisdictions




FINANCIALS

CONSOLIDATED INCOME STATEMENT

For the year ended 31 December 2019

2018
restaten
2018 inote AT
MNates £m fm
Gross premiums written _ 4,038 2,645
L ess: premiums ceded to reinsurars F3 {556} {481)
Net premiums written 3482 2,164
Fees and commissions C1 700 385
Total revenue, net of reinsurance pavable 4,182 2,549
Net investment income Cc2 24,876 {9,457)
Cther operating income 106 37
(Gain on acquisition H2 - 141
Net income 29,164 {6,730)
Policyholder claims {7,792) {5,295)
Less: remsurance recoveries B 1,177 866
Change in insurance contract liabilities {5,229) 4,768
Change in reinsurers’ share of insurance contract habilities {320) {20)
Transfer from unallocated surplus F2 84 88
Net policyholder claims and benefits incurred {12,080) 407
Change in investment contract liabilities - {14,080) 7.832
Change n present value of future profits G2 70 1
Amortisation of acquired in-force business G2 {382) {196)
Amortisation of cther intangbles G2 (20) (18)
Administrative expenses C3 {1.549) {1,058)
Net {expensslfincome under arrangements with rensurers F3.3 {274) 2
Net {income)/expense attributable 1o unitholders {336) 159
Total operating expenses (28,651) 7131
Profit before finance costs and tax - 513 401
Finance costs Cs {162) {142]
Profit for the year before tax 351 253
Tax (charge)/credit attributable 1o policyholders' returns &) {365) 211
{Loss)/profit before the tax attributable to owners . (14) 470
Tax (chargel/credit 6 {235} 161
Add: tax attributable to policyhclders' returns Ce 385 {211)
Tax credit/{charge) attributable to owners ca 130 (60)
Profit for the year attributable to owners 116 410
Attributable to:
Owners of the parent o 85 379
Non-controlling interests D4 31 31
116 410
Earnings per ordinary share
Basic (pence per share) B3.1 8.7p 66.8p
Diluted {pence per share] B3.2 8.6p 68.7p
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STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2019

2019 2018
MNotes £m £m
Profit fortheyear 116 410
Other comprehensive {expense)/income: o B
lters that are or may be reclassified to profit or loss: o
Cash flow hedges: i
Fair value {losses)/gains ansing during the year {40) 31
Reciassification adjustments for amounts recognised in profit or loss 41 {28}
Exchange differences on translating foreign operations (29) 2
ltermns that will not be reclassified to profit or loss: o
Remeasurements of net defined benefit assetfliability G1 (24) {54)
Tax charge relating to other comprehensive Income items C6 (57) (10
Total other comprahansive expense for the year (109) {69)
Total comprehensive income for the year 7 351
Attributable to:
Owners of the parent o {24) 320
MNon-controlling interests D4 31 31
7 351
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STATEMENT OF CONSOLIDATED

FINANCIAL POSITION

As at 31 December 2019

2018
Tastateq
2019 incte Aty
Notas £m fm
ASSETS
Pension scheme asset B G1 314 255
Intangible assets
Goodwill - 57 57
Acquired in-force business 3,651 4,033
{Qther intangibles 21 221
- G2 3,979 4,311
Property, plant and equipment B G3 109 48
Investment property G4 5,943 8,520
Financial assets
Loans and deposits 516 423
Denvatives E3 4,454 3,798
Equities 58,979 62,716
Investment In associate 513 496
Debt securities 76,113 71,365
Collective investment schemes 69415 67.692
Reinsurers' share of investment éontract lizbilities 8,881 8,331
E1 218,871 204,821
Insurance assets
Reinsurers’ share of insurance contract labilites F1 7.324 7,564
Reinsurance raceivables 50 42
Insurance contract receivables 54 67
3 7,428 7,673
Current tax N G8 75 ) 145
Prepayments and accrued income ) 259 234
Other receivables B G5 1,233 1,047
Cash and cash eguivalents GB 4,466 4,926
Total assets 242,677 229,980
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Statement of Consolidated Financial Pasition continued

2019 2018
Notes £m £m
EQUITY AND LIABILITIES _ .
E;ity attributable to owners of the parent .
Share capital D1 72 72
Share premium a 2 3,077
ﬁres held by erﬁp'.oyee bensfit trust o - B - Di i7) ) [{5)]
grej_ign currency translation reserve ) B B 63 98
b—w_nerfoccupied property revaluation reserve 5 5
Cash flow hedging reserve {7) {8
Retained earmings 4,651 1,923
TLtaI equity attributable to owners of t'he parent - o ) 4,785 bi_GT
Tier 1 Notes i B 02 494 494
@-Controllmg interests D4 314 284
Total equity 5,593 5,949
Liabilities )
Eﬁion scheme liability - . N G1 R 1,712 596
@rance contract liabilives B |
Lizbilities under insurance contracts B F1 95,643 91,211
_Umallocated surplus 2 1,367 1,358
97,010 92,569
Financiel liabifties a ) B -
Investment contracts B . 120,773 114,463
jorrow‘mgs ) B o ) E5 2,119 2,186
Deposits received from reinsurers B 4213 4,438
" Derwatives ] ' - E3 734 1,093
_N_et asset value attributable to unutho[ders ) 3,149 2,659
_Oblwgations for repayment of collateral received 3,671 2,645
- E1_ 134659 12/.484
Provisions T , , o a7 328 e
@rfad tax B i G8 873 843
Reinsurance payablesh 101 30
@b\es related to direct Insurance contracts G8 330 ap2
Current tax G8 - 20
Lease habilitias _ o B G10 84 =
Accruals and deferred income 7 . B o Gn 38 337
Othsr payabies _ ~ G12 1,043 873
Total Hiabilities - ' 237,084 224,031
Total equity and liabilities o 242,677 229,980

Sy M tomasne

James McConville
Group Finance Director And Group Director, Scotland
Approved by the Board on 6 March 202
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STATEMENT OF CONSOLIDATED

CHANGES IN EQUITY

December 2019

For the year ended 31

Share
capital
{note D1}
£m

Share
premium
{note D1)

£m

Shares
held by the
employee
benefit
trust

{note D2)
£m

Foreign
currency

Owner-
occupied
property Cash flow

translation revaluation hedging  Retained

reserve
£fm

resarve reserve  earnings
£m £m £m

Total
£m

Non-

Tier 1 controlling

Notes
({note D3)
£m

interests
{nota D4}
£m

Tatal
equity
£fm

At 1 January 2019 72

3,077

(6}

98

5 {8) 1,923

5,161

494

294

5,949

Profit for the year -

- - a5

85

31

116

Other comprehensive
lexpensel/income for
the year -

1

(29)

|
-

(81}

{109)

{109)

Total comprehensive
income for the year -

U . R

(24)

31

Issue of ardinary share

capital, net of

associated

commissions and

axpenses {note 01) -

Dividends paid on
ordinary shares -

- - (338)

(338)

(338)

Credit to equity for
equity-settled share-
based payments -

1

11

Shares distnbuted by
the employse benefit
trust "

- - (3)

Shares acquired by the
employee benefit trust -

(4}

{4

{4)

Dividends paid to non-
controlling interests -

{11)

Transfer of reserve
{note A7) -

(3.077)

- - 3,077

Coupon paid on Tier 1
Notes, net of tax relief -

At 31 December 2019 72

- - (23

(23)

5 (7)) 4,651

4,785

494

314

{23)
5,693
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STATEMENT OF CONSOLIDATED
CHANGES IN EQUITY

For the year ended 31 December 2018

Shares Owrer-
held by “greign occupted MNon-
Share Skare  employes currency property  Cash flow Tier 1 sontroling
capital prermum benefitrust  translatan  revaluation Fedging Retained Notes Interests Total
inote D1) {notz DY) {note D2Y reserve reserve reseTve sarniNgs Total note D3t {nate D4y equity
£m £m £m fm £m fm £m fm £m £rn £m
At 1 January 2018 39 1,413 2] 96 5 (1) 1,815 3.155 - - 3,155
Profit for the year - s - - - - a7e 379 - 31 410
Other comprehensive
income/lexpense) for
the year - - - 2 - 3 (64) {59) - - {59)
Total comprehensive
income for the year - - - 2 - 8. %s 820 - 3 3’
tssue of ordinary share o
capital, net of
associated
commissions and
expenses (note D1} 33 1_.926 - - — - - 1,958 - - 1.859
Dividends paid on
ordinary shares - (262) — - - - - (262) - - {262)
Credit to equity for
equity-settled share
hased payments - - - - - - 9 9 - - 9
Shares distributed by
employee benefit trust — - A - - — ) - — _ _
Shares acquired by
employee benefit trust - - 8) - - = - 8 = - )
Non-controlling
interests recognised on
acquisition - = - - - - — — - 265 26?_
Dividends paid to non-
controlling interests - - - - - - - - - (2} (2)
Issue of Tier 1 Notes - - - - - - - - 494 - 484
Coupon paid on Tier 1
Notes, net of tax relief - - — - - - {12} {12} — - (12)
At 31 December 2018 72 3,077 5] 28 5 8) 1,923 5,161 484 294 5,949
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STATEMENT OF CONSOLIDATED
CASH FLOWS

For the year ended 31 December 2019

2018 218
Notes £m £m

Cash flows from operating activities i
Cash generatedf{utilised) by operations B 2 273 (324)
Taxation paid {205) (29)
Net cash flows from operating activities 68 {353)
ba;i\ flows from investing activities B
Acquisiton of Standard Life Assurance subsidiaries, net of cash acqaired - 1,607
Net cash flows from investing activities - 1,607
Cash flows from financing activities L
Froceeds from issuing ordinary shares, net of associated commission and expenses o 2 936
Ordinary share dividends paid B4 o {338) 1262)
Dwidends paid to non-controliing interests DA o {(11) (2)
Repayment of policyholder borrowings E&.2 I ) (69)
Repayment of shareholder borrowings EE.2 {100) {295}
Repayment of lease liabilities G10 "; (15} -
Proceeds from new shareholder borrowings, net of associated expenses £B.2 ) 100 733
Proceeds from issuance of Tier 1 Notes, net of associated expenses - 494
Coupon paid on Tier 1 Notes (29} (14)
Interest paid on policyholder barrowings (4} (5
Interest paid on shareholder borrowings (98) (89)
Net cash flows from financing activities {528) 1,427
Net (decrease)/increase in cash and cash equivalents ~ {460) 2,681
Cash and cash equivalents at the beginning of the year 4,926 2,245
Cash and cash equivaler;'t"s- at the end of the year 4,466 4,926
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

A. SIGNIFICANT ACCOUNTING POLICIES

Al, Basis of Preparation

The consolidated financial statements for the year ended

31 December 2019 set out on pages 147 1o 243 comprise the
financial statements of Phoenix Group Holdings ple ('the Company')
and its subsidiaries (together referred to as 'the Group'), and were
authorised by the Board of Directors for issue on 6 March 2020.

In 2018, following a scheme of arrangement in accordance with
section 86 of the Cayman Islands Companies Law between Phoenix
Group Holdings ('Old PGH'}, the former ultimate parent company of
the Group, and its shareholders, all of the issued shares in Old PGH
were cancelled and an equivalent number of new shares in Qld PGH
were issued to the Company in consideration for the allotment to Old
PGH shareholders of one ordinary share in the Company for each
ordinary share in Old PGH that they held on the scheme record date,
12 December 2018.

Tha scheme of arrangement had the effect of the Company being
inserted above Ofd PGH in the Group legal entity organisational
structure and constituted a group reconstruction. It was accounted
for in accordance with the principles of a reverse acquisition under
IFRS 3 Business Combinations.

in applying the princinles of reverse acquisition acceunting, the
consclidated financial statements were presented as a continuation
of the Old PGH business and the Group is presented as if the
Company had always been the ylumate parent company. The equity
structure as at 1 January 2018 was restated to reflect the difference
between the par value of shares issued by the Company {(£39 million)
and the shares issued by Old PGH (fril) prior to the share for share
exchange, with a correspanding adjustment to share premium. In
addition, the presentation within the consolidated statement of
changes in equity of the impact of shares issued during 2018 by Old
PGH up to the date of the share for share exchange reflected the par
value of the shares issued by the Company.

At 31 December 2018, the share premium reserve continued to reflact
the position of Oid PGH. During 2019, Old PGH, in accordance with
Cayman Islands Companies Law, made a distribution of its entire share
premium reserve to Phoenix Group Holdings ple, This has been
reflected as a transfer of share prermium in the statement of
consclidated changes in equity in the year.

No other adjustments have been reflected in equity, and as a
consequence, the carrying values of the components of equity
recognised in the consolidated financial statements are different o the
corresponding balances in the financial statements of the Company.

The consolidated financial statements have been prepared on a going
concern basis and on a historical cost basis except for investment
property, owner-occupied property and those financial assets and
financial liabiiities {including derivative instruments) that have been
measured at fair value.

The consolidated financial statements are presented in sterling {f)
rounded 1o the nearest million except where otherwise stated.

Assets and labilities are offset and the net amount reported in the
statement of consolidated financial position only when there is a
legally enforceable right to offset the recognised amounts and there
1S an intentian to settle on a net basis, or to realise the assets and
settle the liability simultaneously. Income and expenses are not
offset n the consolidated income statement unless reguired or
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permitted by an International Financial Reporting Standard {'IFRSH
ar intergretation, as specifically disclosed in the accounting palicies
of the Group.

Statement of compliance
The consolidated financial statements have been prepared in
accordance with IFRSs as adopted by the European Union {'EU.

Restatement of prior period information

Following the acquisition of the Standard Life Assurance businesses in
2018, the Group has revised the presentation of certain balances within
the statement of consolidated financial position and consoclidated ingome
staternent. These presentational changes have been mads to ensure
consistency of accounting treatment for all similar items across the
Group's subsidiaries.

2018
As
previously 2018
reported Adjustments restated
£m £m
Consolidated income
statement:
Net investment income (9,600} 143 {8,457)
Change in investment
contract liabilities 7,975 1143} 7,832
Statement of consolidated
financial position:
Financial assets:
Loans and deposits 3812 [3,188) 423
Debt securities 657,932 3,433 71.365
Collective investment
schemes 70,606 (2914) 67,692
Reinsurers’ share of
investrnent contract liabilities 5,417 2914 8,331
Prepayments and accrued income 478 {244) 234

Debt securities has bean restated to include reclassified loans and
deposits designated at fair value through profit and foss and an uplift
to the value of certain assets for accrued interest previously classified
within prepayments and accrued imterest, These reclassifications have
resufted in an increase to the fair value hierarchy totals for debt
securties as follows: £185 million for level 1; £45 million for jevel 2;
and £3,193 million for level 3 assets.

External Fund Link assets have been reclassified from collective
investmant schemas to reinsurers’ share of investmeant contract
liabilities also as a level 1 asset. This has had an associated impact
within the consolidated income statement as shown above.
Following on fram this change, the previously reported reinsurers’
share of investment contract liabilities balance of £5,381 milllon was
raciassified from level 2 to level 1.

The reclassifications noted abave are also reflected in notes C2
mvestment income, E1.1 fair value analysis, E2 fair value hierarchy,
E6 financial risk analysis, H4 structured entities and 12 cash flows
from operating activities.

None of the restatements of prior period information have impacted
the total equity attributable to the owners of the parent.




Basis of consclidation

The consolidated financial statements includs the financial statements
of the Company and its subsidiary undertakings, including collectve
investment schemes, where the Group exercises overall control. In
accordance with the principles set aut in IFRS 10 Consohdated
Financial Statements, the Group controls an investee if and only if

the Group has all the following:

« power over the invastee;

+ exposure, or rights, 1o variable returns from its invalvernent with
the investee; and

+ the ability to use Its power over the investee to affect its returns.

The Group considers all relevant facts and circumstances in assessing
whether it has power aver an investee, including relevant activities,
substantive and protective rights, voting rights and purpese and design
of an investes. The Group reassesses whether or not 1t controls an
investee if facts and circumstances indicate that there are changes to
one or more cf the three elements of control. Further details about the
consolidation of subsidiaries, including collective investment schemes,
are included in note H1.

A2. Accounting Policies

The principal accounting policies have been consistently applied in these
consolidated financial statements. Where an accounting policy can be
directly attributed to a speafic note 1o tha consolidated financial
staternents, the policy is presented within that note, with a view to
enabling greater understanding of the results and financial position of the
Group. All other significant accounting policies are disclosed below. The
impacts of changes in accounting palicies during the year are detalled in
note AB.

A2.1 Foreign currency transactions

ltems included in the financial statements of each of the Group's
entities are messured using the currency of the primary economic
enviranment in which the entity opearates {the “functional currancy’).
The consolidatsd financial statements are presented in sterling.
which 15 the Group’s presentation currency.

The results and financial position of all Group cormparies that have a
functional currency different from the presentation currency are
translated into the presentation currency as follows.

- assets and habilities are translated at the closing rate at the period
end;

= income, expenses and cash flows denominated in foreign
currencies are translated at average exchange rates; and

« all resulting exchange differences are recognised through
the statement of consolidated comprehensive incoma.

Fareign currency transactions are translated into the functionai
currency of the transacting Group entity using exchange rates
prevailing at the date of ranslaton. Foraign exchange gains and losses
resulting from the settlement of such transactions and from the
translation of monetary assets and liabilities denominated in foreign
currencies are recognised in the consolidated income statement.

Translation differences on debt secunties and other monetary
financial assets measured at fair value through profit or loss are
included in fareign exchange gaing and losses. Translaticn
differences on non-monetary items at fair value through profit or loss
are reported as part of the fair value gain or loss.

A3. Critical Accounting Estimates and Judgements

The preparation of financial statements requires managemant

to make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets and liabilities,
income and expenses. Disclosures of judgerments made by
management in applying the Group's accounting policies include
those that have the most significant effect on the amounts that are
recognised in the consolidated financial statements. Disclosures of
estimates and associated assumptions include those that have a
significant risk of resulting in a matenal change to the carrying value
of assats and liabilities within the next year. The estmates and
assoclated assumptions are based on historical experience and
vanous other factors that are believed to be reasaonable under the
circumstances, the results of which form the basis of the
judgements as to the carrying values of assets and liabifities that are
not readily apparent from other sources. Actual results may differ
from these estimates.

Critical accounting estimates are those which involve the mast
complax or subjective judgements or assessments. The areas

of the Group’s business that typicatly require such estimates are
the measurement of insurance and investment contract labilites,
determination of the fair value of financial assets and liabilities,
valuation of pension scheme assets and liabilines, valuation of
intangibles an Initial recognition and measurement of provisions.

The application of critical accaunting judgements that could have the
mast significant effect on the recognised amounts include recognition
of pension surplus, the determination of operating profit, identification
of intangible assets arising on acquisitions, the recognition of an
investment as an associate and determination of control with regards
to underlying entities. Details of all critical accounting estimates and
judgements are included below.

A3.1 Insurance and investment contract liabilifies

Insurance and investment cantract hability accounting is discussed in
mare detall in the accounting policies in note F1 wath further detail of
the key assumptions made in determining insurance and investment
contract liabilities included in note F4. Economic assumptions are set
taking Into account market conditions as at the valuation date. Nor-
economic assumptions, such as future expenses, longevity and
mortality are set based on past experience, market practice,
regulations and expectations about future trends.

The valuation of insurance contract liabilities is sensitive to the
assumptions which have been applied in their calculation. Details of
sensitivities ansing from significant non-economic assumptions are
detaled on page 197 in note F4.

A3.2 Fair value of financial assets and liabilities

Financial assets and liabilities are measured at fair value and accounted
for as set out In the accounting policies in note E1. Where possible,
financial assets and liabilities are valued on the basis of listed market
prices by reference to quoted market bid prices for assets and offer
prices for liabilities. These are categorised as Level 1 financial
nstruments and do not involve estimates. If prices are not readily
deterrminable, fair value is detaermmed using valuation techniques
ncluding pricing models, discounted cash flow technigues or broker
quotes. Financial instruments valued using valuation techniques based
on observable market data at the period end are categorised as Level 2
financial instruments. Financial instruments valued using valuation
techniques based on nan-observable inputs are categorised as Level 3
financial instruments. Level 2 and Level 3 financial instruments
therefore involve the use of estimates.
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Notes to the Consolidated Financial Statements continued

A. SIGNIFICANT ACCOUNTING POLICIES continued

A3. Critical Accounting Estimates and Judgements continued
A3.2 Fair value of financial assets and liabilities continued

Further details of the estimates made are included in note €2, In
relation to the Leval! 3 financial instruments, sensitivity analysis is
performed in respect of the key assumptions used in the valuation of
these financial instruments. The deiails of this sensitivity analysis are
included in rnate £2.3.

A3.3 Pension scheme obligations

The valuation of pension scheme obligations is determined using
actuarial valuations that depend upon a number of assumptions,
including discount rate, infiation and longevity. External actuarial advice
is taken with regard to setting the financial assumptions to be used in
the valuation. As defined benefit pension schemes are longterm in
nature, such assumptions can be subject to sigrificant uncertainty.

Further detall of these estimates and the sensitivity of the defined
benefit obligation to key assumptions is provided in note G1.

A3.4 Recognifion of pension scheme surplus

A pension scheme surplus can only be recognised to the extent that
the sponsonng emplover can utilise the asset through a refund of
surplus or a reduction in contributions. A refund 15 avallable to the
Group where 1t has an unconditional right to a refund on a gradual
settlement of liabilities over time until all mermbers have left the
scheme. A review of the Trust Deeds of the Group’s pension schemes
that recognise a surplus has highlighted that the Scheme Trusiees are
not considered to have the unilateral power to trigger a wind-up of the
Scheme and the Trustees’ consent s not needed for the sponsaoring
company 1o trigger a wind-up. Where the last beneficiary died or left
the scheme, the sponsoering company could close the Scheme and
force the Trustees to trigger a wind-up by withhaolding its consent to
continue the Scherne on a closed basis. This view 18 supported by
external legal cpinion and is considerad to support the recognition of a
surplus. Management has determined that the scheme administrator
would be subjsct to a 35% tax charge on a refund and tharefore any
surplus is reduced by this amount. Further datails of the Group's
pension schemes are provided in note G1.

A3.5 Operating profit

Operating profit 1s the Group's non-GAAP measure of performance
and gives stakeholders a better understanding of the underlying
performance of the Group. The Group is required 1o make judgernents
as to the approprate longer-term rates of investment retum for the
detarmination of operating profit, as detailed in note B2, and as to what
constitutes an operating or non-operating iter In accordance with the
accounting policy detailed in note B1.

A3.6 Acquisition of the Standard Life Assurance businesses

The identfication and valuation of identifiable intangible assets, such
as acquired in-force business or brand intangibles, arising from the
Group's acquisition of the Standard Life Assurance businesses in
2018, required the Group to make a number of judgements and
estimates. Further details are included in notes G2 ‘Intangible assets’
and H2 ‘Acquisitions’.

A3.7 Contral and consalidation

The Group has invested in a number of collective investment schemes
and other types of investment where jJudgement 1s applied in
determining whether the Group controls the activities of these entities.
These entities are typically structured in such a way that owning the
majonty of the vating rights 18 not the conclusive factor in the
determination of control in line with the requiremeants of IFRS 10

156

PHOENIX GROUP HOLDINGS PLC ANNUAL REPORT & ACCOUNTS 2019

Consolidated Financial Statements. The control assessment therefare
involves a number of further considerations such as whether the Group
has a unilateral power of veto in general meestings and whether the
existence of other agraements restrict the Group from being able to
influence the activities, Further details of these judgements are given

in note H1.

A3.8 Provisions

The Group holds a number of prowsions and the amount of sach
provision is determinsed based on the Group's estirmation of the
outflow of rescurces required to settle each obligation as at

31 December 2019. The recognition and measuremeant of these
provisions involves a high degree of jJudgement and estimation
uncertainty, Further details of these provisions and the key
uncertainties identified are included in note G7.

A4, Adoption of New Accounting Pronouncements

in 2019

In preparing the consolidated financial stataments, the Group has
adopted the following standards, interpretations and amendments
effective from 1 January 2019:

» IFRS 16 Leases. The new standard replaces 1AS 17 Leases and
removes the classification of leases as operating or finance leases
for the [essae, thareby treaiing all lsases as finance lsases. This has
resutted in the recognition of the Group's previously classified
operating leases on balance sheet as nght of use assets (see note
(3) and iease liabilites {see note G10). The Group's finance ieases
in respect of ground rents payable in connection with investment
properties were previously accounted for in accordance with |AS 17
and included within investment properties and other payables.
Amounts included in other payables have been reclassified to lease
liabilities. Short-term leases {less than 12 months) and leases of low-
value assets are exempt from the requirements. The Group has
applied IFRS 16 using the modified retrospective approach.
Accordingly, the comparative information for 2018 has not been
restated and continues to be reported under IAS 17 and related
Interpratations. Further details of the impact of applying IFRS 16
as at 1 January 2018 are included in note AG.

« IFRIC Interpretation 23 Uncertainty over income Tax
Treatments. The Interpretation explaing how to recognise and
measure deferred and current tax assets and liabilities where there
is uncertainty over a tax treatment. There are no new disclosure
requirements; however, the Group has reviewed whether further
informatian should be provided about judgements and estimates
made in preparing the consolidated financial statements. No specific
issues have been identified that require disclosure in the period.

« Amendments 1o JAS 19 Employee Benefits — Plan
Amendment, Curtailment or Settlement. The amendments
address the accounting when a defined benefit plan amendment,
curtailment or settlement cccurs during a reporting penod and apply
prospectively from 1 January. The Group is required to update the
assumptions about its oblgation and fair value of its plan assets to
calculate costs related to these changes. The proposed amendments
to |AS 19 specify that the Group is required to use the updated
information 1o determine current service cost and net interest for the
period followed by these changes. There have been no plan
amendments, curtallments or settlements within any Group pension
scheme during the year and retrospective application is not required.

» Annual improvements Cycle 2015-2017: Amendments to IAS
12 Income Taxes, IAS 23 Borrowing Costs and IFRS 3
Business combinations/IFRS 11 Joint Arrangements. These
amendments do not currently have any impact on the Group.



A5. New Accounting Pronouncements not yet Effective
The |ASB has issued the following new or amended standards and
interpretations which apply from the dates shown. The Group has
decided not to early adopt any of these standards, amendmenits or
interpretations where this is permitted.

« IFRS 9 Financial instruments {2018 - recommended
implementation date extended to 2022). Under IFRS 9, all
financial assets will be measured either at amortised cost or fair value
and the basis of classification will depend on the business model and
the contractual cash flow charactenstics of the financial assets. In
relation to the impairment of financial assets, IFRS 9 requires the use
of an expected credit loss model, as opposed to the incurred credit
loss model required under IAS 38 Financal Instruments. The expected
credit loss mode! will reguire the Group to account for expected credit
losses and changes in those expected credit losses at each reporting
date to reflect changes in credit nsk since mmial recognition.

The Group has taken advantage of the temporary exemption granted
to insurers in IFRS 4 Insurance Contracts from applying IFRS § until 1
January 2021 {recommended deferral period extended by IASS to
2022} as a result of meeting the exemption critera as at 31 December
2015. As at this date the Group's activities were considered to be
predominantly connected with insurance as the percentage of the total
carrying amount of its liabilities connected with insurance relative to
the total carrying amount of all its labilties was greater than 280%.
Following the acquisition of the Standard Life Assurance businesses
on 31 August 2018, this assessment was re-performed and the
Group's activities were still considered to be predorninantly connected
with insurance,

IFRS @ will be implermented at the same time as the new insurance
contracts standard (IFRS 17 Insurance Contracts) effective from 1
January 2021 (A58 recommended extending the implementation
date to 2022). During the year, the Group commenced its
mplementation activities in respect of IFRS 9 and these will continue
through 2020.The Group expects to continue 1o value the majority of
its financial assets at fair value through profit or loss on initial
recognition, either as a result of these financial assets being managed
on a fair value basis or as a result of using the fair value option to
irrevocably designate the assets at fair value through profit or loss.

IFRS 9 also amends the general hedge accounting requirements for
the Group's hedging relationships that are currently accounted for
under |AS 39. It s expected that the existing hedging relationships
will continue to be accounted for as cash flow hedges under IFRS 9
and hedge effectiveness testing processes and documentation wilk
he updated 1o reflect the new more principles based requirements.
A number of additional disclosures will be required by IFRS 7
Financial Instrurnents. Disclosures as a result of mplementing IFRS
9. Additional disclosures have been rmade in note E1.2 to the
consolidated financial staterments to provide information to allow
companson with entities who have already adopted IFRS 9.

= Amendments to IFRS 9 Financial Instroments: Prepayment
Features with Negative Compensation {2019 — recommended
implementation date extended to 2022 for those companies
applying the IFRS 4 deferral option). The propesed
amendments would allow for a narrow exception to IFRS 9 that
would permit particular financial instruments with prepayment
features with negative compensation to be eligible for
measurement at amoertised cost or at fair value through other
comprehensive income. It is not currently expected that these
amendments will have an impact on the Group and its
consolidated financial statements.
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Amendments to |AS 28 Investments in Associates and Joint
Ventures: Long-term Interests in Associates and Joint
Ventures {2019 — recommended implementation date
extended to 2022 for those companies applying the IFRS 4
deferral option). The amendments to |AS 28 clarify that an entity
appl-es IFRS 9 Financial Instruments to long-term interests in an
associate or joint venture that form part of tha net investment in
the associate or joint venture but to which the equity method is
not applied. These amendments do not currently have any impact
on the Group.

Amendments to References to the Conceptual Framewark in
IFRS Standards (2020).

Amendments to [AS 1 Presentation of Financial Statements
and 1AS 8 Accounting Policies, Changes in Accounting
Estimates and Errors {2020). The amendments clarify the
definition of matenal and how it should be applied and ensures
that the definition of material is consistent across all IFRS
Standards.

Amendments to IFRS 3 Business Combinations (2020).

The amendments have revised the definition of a business and
aim to assist companies to determine whether an acquisition
rmade 15 of a busimess or a group of asssts. The amended
definition emphasises that the cutput of a business 1s to provide
goods and services to customers, whereas the previous definition
focused on retums in the form of dividends, lower costs or other
aconomic benefits to investors and others. These amendments
do not currently have any impact on the Group.

Interest Rate Benchmark Reform {Amendments to IFRS 9, IAS
39 and IFRS 7) {2020). The amendments have arnisen following
the phasing out of interest-rate benchmarks such as interbank
offered rates ('IBOR’). Specific hedge accounting requirements
have baen modified to provide relief from potential effects of the
uncertainty caused by IBOR reform. In addiion, these
amendments require entites to provide additional information

to Investors about their hedging relationships which are directly
affacted by these uncertainties. There 1s not expected to be an
impact for the Group from these amendmeants but a review will
be undertaken in 2020 to confirm this.

IFRS 17 Insurance contracts {2021 — 1ASB recommended
extension of implementation date to 2022). Once effective IFRS
17 will replace IFRS 4 the current insurance contracts standard and it1s
expected to significantly change the way the Group measures and
reports its insurance contracts. The overall ohjective of the new
standard is to provide an accounting model for insurance contracts that
is more useful and consistent for users. The new standard uses three
measurement approaches and the principles underlying two of these
measurement approaches will significantly change the way the Group
measures its insurance contracts and investmeant contracts with
Discretionary Participation Features {'DPF'). These changes will impact
profit emergence patterns and add complexity to valuation processes,
data requirements and assumption setting. The Group's IFRS 17
project continued through 2018 with an increasing focus on
implementation activities alongside angeing financial and operational
impact assessments and methodology development,
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Notes to the Consolidated Financial Statements continued

A. SIGNIFICANT ACCOUNTING POLICIES conlinued

A5. New Accounting Pronouncements not yet Effective

confinved
In June 2019, the IASB published an exposure draft of
amendments 1o IFRS 17 in response to feedback received. Whilst
the IASB has confirmed many of the changes that will be made to
the standard, there remains significant uncertainty in respect of
cartain key areas of the standard. In relation 10 the implementation
date, the |ASB staff have recently proposed to the |ASB board that
the implementation date is extended to annual penods beginning
on or after 1 January 2023, The IASE board is expected to approve
this change at their March 2020 meaeting. Development of the
Group's methodologies and accounting policies 1s progressing;
however, these will not be finalised until after the amendad
standard is published in mid-2020. All activities will continue
throughout 2020.

« Classification of Liabilities as Current and Non-current
{Amendments to 1AS 1 Presentation of Financial Statements)
{2022). The amendments clarify rather than change existing
reqguirements and aim to assist entities In determining whether debt
and other liabilities with an uncertain settlement date should be
clagsed as current or non-gurrant. Itis currently not expected that
there will be any reclassifications as a result of this clarification.

» Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture {Amendments to IFRS 10 and IAS
28) (Effective date deferred). The amandments address the conflict
batween IFRS 10 and IAS 28 in dealing with the loss of contral of a
subsidiary that is sold or contributed to an associate or joint venture.
This amendment is currently net applicable to the Group.

All of the above have been endorsed by the EU waith the exception
of the following:

« |FRS 17 Insurance contracts,
+« Amendments 1o IFRS 3 Busmess Combinations, and

* Classification of Lisbilties as Current and Non-current
(Amendments to IAS 1 Presentation of Financial Statements),

On 31 January 2020, the UK left the EU and consequently EFRAG
will no longer endorse IFRSs for use in the UK. Legislation 1s already
in place that will onshore and freeze ElU-adopted IFRSs from the date
of the exit, and the Furopean Commission’s powers to endorse and
adopt tFRSs will be delegated by the Secretary of State 10 & UK
endorsement board which will be set up by the UK Financial
Reporting Council. IFRSs in the UK will be known as ‘UK-adopted
Intarnational Accounting Standards’,

A&, Change in Accounfing Policy - IFRS 16 Leases

IFRS 16 introduced a single, on-balange sheet accounting model for
lessees effective from 1 January 2019, IFRS 16 supersedes IAS17
‘Leases’, IFRIC 4 "Determining whether an Arrangement contains é
tease’, SIC-15 'Operating Leases - fneentives’ and §1C-27
'Evaluating the Substance of Transactions Involving the Lagal Form
of a Lease’. As a result, the Group as a lessee has recognised right-
of-use assets representing its rights to use underlying assets and
lease liabilities representing its abligation t¢ make lease payments in
respect of both its operating and finance leases. Lassor accounting
remains similar to previous accounting policies.
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The Group has applied IFRS 16 using the modifisd retrospective
approach, under which the cumulative effect of initial application
is recognised in retained sarmings at 1 January 2019. Accordingly,
the cormparative information for 2018 has not been restated and
continues to be reported under 1AS 17 and related interpretations.

As a lesses, the Group previously classified certain property leases
as operating leases where a significant element of the risks and
rewards of title to the asset was retained by the lessor. Under IFRS
16, the Group recognises right-of-use assets and lease liabilities in
respect of these property leases in the statement of consolidated
financial position. The Group’s finance leases are in respect of
ground rents payable in connection with a number of Investment
properties that the Group owns. These were previously accounted
for in accardance with |AS 17 and included within investmeant
properties and other payables in the statement of consolidated
financial position.

At 1 January 2019, the carrying value of the right of use assets and
lease liabilies for the Group's financs leases is measured in
accordance with 1AS 17, as permitted by IFRS 16, and the new
standard will be applied to these leases from 1 January 2019.The
details of the changes in accounting policies are discussed below.

Definition of o lease

Previausly, the Group deterrmined at contract inception whether an
arrangement was or contained a lease under IFRIC 4 'Determining
Whether an Arrangement contains a Lease’. The Group now
assesses whether a contract is or contains a lease based on IFRS16
which states that ‘a contract is, or containg, a lease if the contract
ronveys a right ta control the use of an identified asset for a period
of time in exchange for consideration’.

On transition to IFRS 16, the Group elaected to apply the practical
expedient to grandfather the assessment of which transactions are
leases. It applied IFRS 16 only to contracts that were previously
identified as leases. Contracts that were not identified as leases under
IAS 17 and IFRIC 4 ware not reassessed. Tharefore, the definition of a
lease under [FRS 18 has been applied enly to centracts entered into or
changed on or after 1 January 2019

The Group excludes nonrlease companents such as service charges
and accounts for these on a straight-ine basis cver the lease term.

Accounting policy

The Group recognises a rnght-of-use asset and a lease liabiity at the
lsase commencement date. The property, plant and equipmeant right-
cf-use assets are intially measured at cost, and subsequently at cost
less any accumulated depreciation and impainmeants, and adjusted for
certain remeasurements of the lease hability. These right-of-use
assets are depreciated over the remaining lease term which s
between 1 and 11 years. The ground rent right-of-use asset is
classified as nvestment property and measured at fair value. Gans
and losses ansing from tha change in fair value are recognised in the
consolidated income statement.



Lease lablities are presented as a separate line tem and right-of-use
assets are presented within ‘property, plant and equipment’ and
‘investment property’ in the statement of consolidated financial position.

The Group has elected not to recognise right-of-use assets and lease
labilities for leases of fow value assets, including IT equipment. The
Group recognises the lease payments associated with these leases
as an expense on a straight-line basis over the lease term.

The lease labihity 1s initially measured at the present value of the
lease payments that are not paid at the commencement date,
discounted using the Group's incremental borrowing rate as the
interest rate implicit In the lease cannot be readily determined. For
leases classified as finance leases, the incremental borrowing rate
af investrment funds holding the associated investment properties
is used as the discount rate.

The lease lability 1s subsequently increased by the interest cost on
the lease liability and decreased by lease payments made. It is
remeasured when there is a change in future lease payments ansing
from, for example, rent reviews or from changes in the assessment
of whethar a termination optian 18 reasonably certain not to be
exergised. The Group has applied judgement to determine the lease
term for some lease contracts with break clauses.

Transition

Previously, the Group clzssified certain property leases as operatng
leases under 1AS 17. Payments made under operating leases, net of
any incentives recelved from the lessor, were recognised as an
expense in the consolidated incorme statement on a straight-line basis
over the period of the lease.

At transition, for leases classified as operating leases under 1AS 17,
lease liabilities were measured at the present value of the remaining
lsase payments, discountad at the Group’s incremental borrowing
rate as at 1 January 2018, Right-cf-use assets were measured at an
amount equal to the lease liability, adjusted by the amount of any
prepaid or accrued lease payments.

The Group used a further practical expedient when applying IFRS 16
to leases praviously classified as operating leases under IANS 17 to
exclude initial direct cosats from measuring the nght-of-use asset at
the date of initial applcation.

At transition the carrying value of the right of use assets and lease
liabilities for the Group's finance leases is measured in accordance with
IAS 17 and the requirements of IFRS 16 are applied to these leases
from 1 January 2019.

FINANCIALS

Impact on consolidated financial statements
The impact to the staterment of consclidated financial position on
transition to IFRS 16 is outhned below:

1January 2019
£m

Right-of-use assats 77
Ea_se liabilties . {158)
Other payables’ 80
Derecognition of accrual for rent free period 1

Total -

1 At January 2019 leased assets of £83 million included wvathin investment proparties
were classified as ngntof-use asses.

The Group’s weighted average mcremental borrowing rate applied

to operating lease liabilities in the statement of consolidated financial

nosition at the date of initral application was 2.84%. For leases

classified as finance leases, the weighted average incremental

borrowing rate of investment funds holding the associated

nvestment properties applied at the date of initial application

was 2.91%.

The table below reconciles closing operating lease commitments at
31 December 2018 to opening lease labilities as classified under
IFRS16 at 1 January 2019,

1 January 2019
£m

Cperating lease commitment as at 31 December

2018 4]
Finance lease liability as at 31 December 2018 80
Restatement of opening operating lease commitment’ (8)
Restated lease labilities as at 31 December 2018 163

Effect of discounting using the incremental borrowing

rate as at 1 January 2018 (11)
Less: Low value leases recognised on a straight-line

basis as expense {1
Add Adjustments as a result of different treatment of

extension and termination options 7
Lease liabilities as at 1 January 2013 158

1 The opening restatement relates to service agreements incorrectly categonsed as
operatng lease commitments 2t 31 December 2018
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Notes to the Consolidated Financial Statements continued

B. EARNINGS PERFORMANCE

B1 Segmental Analysis

The Group defines and presents operating segments In accordance
with IFRS 8 'Operating Segments’ which requires such segments to
ba based on the information which is provided 1o the Board, and
theretore segmental information in this note 1s presented on a different
basis from profit or logs in the consolidated financial statements.

An operating segment s a componeant of the Group that engages in
business activities from which it may earn revenues and incur
expenses, including revenuss and expenses relating to transactions
with other components of the Group.

Following the acquisition of the Standard Life Assurance businesses
in 2018, the Group reassessed its operating segments to reflect the
way the business was subsequently being managed. The Group how
has four reportable segments comprising UK Heritage, UK Opan,
Eurgpe and Management Services, as set out in note B1.1.

For management purposes, the Group is organised into business
units based on their products and services. For reporting purposes,
business units are aggregated where they share similar economic
charactaristics including the nature of praducts and services, typss of
customers and the nature of the regulatory emaronment. No such
aggregation has been reguired in the current year,

The UK Heritage segment contains UK businesses which no longer
actively sell products to policyholders and which therefore run-off
gradually over time. These businesses will accept incremental
premiums on inforce policies, and will provide annurities 1o existing
policyholders with vasting products. Buik Purchase Annuity contracts
are Inzluded in this segrment

The UK Open segment includes new and in-force life insurance and
investment policies in respect of products that the Group continues
1o actively market to new and existing policyholders. This includes
products such as waorkplace pensions and Seff-Invested Personal
Pensions {'5IPPs') distrinuted through the Group's Strategic
Partnarship with Standard Life Aberdeen plc {'SLA pic’, and also
products sold under the SunlLife brand.

The Europe segment includes business written in Ireland and
Gerrnany. This includes products that are actively being marketed to
new paolicyholdars, and legacy in-force products that are no longer
heing sold to new customers.

The Management Services segment comprises income from the life
and holding companies in accordance with the respective managerment
service agreements less fees related to the outsourcing of services and
other operating costs.

Unallocated Group includes consolidation adjustments and Group
financing (including finance costs) which are managed on a Group
basis and are not allocated 1o individual operating segments.

Inter-segment transactions are set on an arm's length basis in a
manner similar to transactions with third parties. Segmental results
include those transfars between business segments which are then
eliminated on consoclidation.

Segmental meosure of performance: Operating Profit

The Company uses a non-GAAR measure of performance, being
cperating profit, to evaluate segment performance, Operating profitis
considered to provide a comparable measure of the undarlying
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performance of the business as it excludes the impact of short-term
economic volatiity and other one-off items. This measure incorporates
an expected return, including a longer-term return on financial
investments backing shareholder and policyholder funds over the
period, with consistent allowance for the corresponding expected
movement in liabilities. Annuity new business profits are included in
operating profit using valuation assumptions consistent with the pricing
of the business (including the Company’s expected longer-term assat
allocation backing the business).

Operating profit includes the effect of variances in experience for non-
economic iterms, such as mortality and expenses, and the effect of
changes in non-economic assumptions. 1t also incorporates the
impacts of significant management actions where such actions are
consistent with the Company's core operating acitivities {for example,
actuarial modelling enhancements and data reviews). Operating profit
is reported net of policyholder finance charges and policyholder tax.

Qperating profit excludes the impact of the following items:

« the difference betwsen the actual and expected expenence for
economic items and the impacts of changes in economic
assumptions on the valuaton of liabilities {see notes B2.2 and B2.3);

« amortisation and impairments of intangible assets {net of
policyholder tax);

» finance costs attnbutable to owners;

« gains or losses on the acquisition or disposal of subsidiaries inat of
related costs)

« the financial Inmpacts of mandatory regufatory change;
= the profit or loss attributable to nan-controlling interests;
» integration, restructuring or other significant one-off projects; and

= any other iterns which, in the Directors’ view, should be disclosed
saparately by virtue of their nature or incidence ta enaole a full
understanding of the Company’s financial performance. This is
typically the case whera the nature of the item is not reflective of
the underlying performance of the operating companies.

Whilst the excluded tems are impaortant to an assessment of the
consolidated financial parformance of the Group, management considers
that the presentation of the operating profit mstric provides usaful
information for assessing the performance of the Group’s operating
segments on an ongoing basis. The IFRS results are significantly
impacted by the amortisation of intangible balances arising on acquisition,
the one-off costs of integration activities and the costs of servicing deiot
used to fingnce acquisition activity, which are not indicative of the
underlying operational performance of the Group’s segments.

Furthermore, the hedging strategy of the Group is calibrated to protect
the Solvency 1l capital position and cash generation capability of the
operating companies, as oppased to the IFRS finanaial position. This can
create additional volatility in the IFRS result which is excluded from the
operating profit metnc.

The Company therefore considers that operating profit provides a
more representative Indicator of the ability of the Group’s operating
companies to generate cash available for the servicing of the Group’s
debts and for distribution to shareholders. Accordingly, the measure
is more closely aligned with the business model of the Group and
how performance 1s managed by those charged with gavernance.



B1.1 Segmental result

2019 208

hNcres £m £m
Operating profit
UK Hertage 694 540
UK Open 73 41
Europe 52 22
Marnagernent Services 26 25
Unallocated Group (35} (20)
Total segmental operating profit 810 708
Investment return variances and
economic assumption changes on
long-term business ] B2.2 {177} 283
Variance on awners' funds B2.3 13 {193}
Amortisation of acquired in-force
business - {375) {189)
Amortisation of other intangibles G2 {20) 18
Other nen-eoperating items {169) {38)
Finance costs on borrowing
attributable to owners {127) {114)
{Loss)/profit before the tax
attributable to owners of the
parent {45) 139
Profit before tax attributable to non- i
contralling interasts } 3 31
{Loss)/profit before the tax
attributable to owners (14) 470

Other non-operating 1items in respect of 2019 Include

+ an £80 millon benefit ansing from updated expense assumptions for
insurance contracts reflecting reduced future servicing costs as a
result of transition activity. Such benefits on the Group's investmant
contract business will typically be recognised as incurred, This
benefit has been more than offset by staff and external costs
incurred or provided for in the period with regard to transition activity
and the transformation of the Group's operating madel and
extended relationship with Tata Consultancy Services, totalling
£130 million, of which £175 millicn relates 1o external costs;

» £5 million of costs assocated with preparations to ready the
business for Brexit,

« £41 million of other corporate project costs, including the Group’s
Internal Model harmonisation project and acquisition of ReAssure
Group; and

» net other one-off items totalling a cost of £13 million.
Other non-operating items in respect of 2018 include.

« apravision for £68 millicn in respect of a commitment to reduce
ongoing and exit charges for non-workpiace pension products,

« costs of £43 millon associated with the acquisition of the Standard
Life Assurance businesses, and £7 million incurred under the on-
going transition programme,

« costs of £69 million associated with the equalisation of accrued
Guaranteed Minimum Pension {{GMP'} benefits within the Group's
pension schemes {see note G1 for further details);

+ anet benefit of £45 million reflecting anticipated costs savings
associated with process improvements and continued investment
in the digitalisation of the customer journey,;

« 2 gan on acguisition of £141 million reflecting the excess of the
fair value of the net assets acquired over the consideration paid
for the acquisition of the Standard Life Assurance businesses
(see note H2 for further details); and

« net other one-off items totalling a cost of £47 million, including
other corporate project costs of £42 million.

Further detals of the investment return vanances and economic
assumption changes on long-term business, and the vanance on
owners funds, are included in note B2,
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Notes to the Consolidated Financial Statements continued

B. EARNINGS PERFORMANCE confinued
B1 Segmental Analysis continued
B1.2 Segmental revenue

UK

UK

Management

Unallocated

Heritage Open Europe Services Group Total
2019 £m £m £m £m £m £
Revenue from external custormers: _ o
Gross premiums written ) 2,525 229 1,284 - - 4,038
i Less: premiums ceded to reinsurers {528) - {28) - - (556)
Net premiums written 1,997 229 1,256 - - 3482
Fess ar_ld comrmissions 360 278 62 - - _700
Income from other segments - - - 894 {894) -
Total segmental revenue 2,357 507 1,318 894 {894) 4,182
U= UK Managenent Urallocated
Hentage Jpen Farope Servicas Group Total
2018 fm £m £m £m £m £m
Revanue from external customers:
Gross premiums written ] 1,959 200 486 - - 2.64577
Less: premiums ceded to reinsurers 1478) 4l 2 - - 481)
Net premiums written 1,481 199 484 - - 2,164
Feas and commfésfons 272— ' 1 22l__k = = 385
Ecome from otherrsegmenrts - - - 508 {505) ) -
Total segmental revenue 1,753 290 508 505 {505) 2,549

Of the revenue from external customers presented in the table above, £3,131 million (2018; £2,199 million) is attributable 1o customers in the
United Kingdom {"UK') and £1,051 million {2018: £350 million) to the rest of the world. The Europe operating segment comprises business
written in Ireland and Germany to customers in both Europe and the UK. No revenue transaction with a single customer external to the Group

armounts to greater than 10% of the Group's revenue,

The Group has total non-current assets {other than financial assets, deferred tax assets, pension schemes and rights arising under insurance
contracts) of £8,005 rnillian {2018 £6,473 million) located in the UK and £375 million (2018: £367 million) located in the rest of the world.
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B2. Investment Return Variances and Economic
Assumption Changes

The long-term nature of much of the Group's operations means that,
for internal performance management, the effects of shor-term
economic volatility are treated as non-operating items. The Group
focuses Instead on an cperating profit measure that incorperates an
expected return on investments supporting its long-term business.
The accounting policy adopted in the calculation of operating profit is
detaled in note B1. The methodclogy for the determination of the
expected invastment return is explained below together with an
analysis of investrment return variances and economic assurmption
changes recognised outside of operating prafit.

B2.1 Caleulation of the lang-term investment return

The expected return on investments for both owner and policyholder
funds is based on opening economic assumptions applied to the
funds under management at the beginning of the reporting period.
Expected investment return assumptions are derived actively, based
on market yields on risk-free fixed interest assets at the start of each
financial year.

The long-term risk-free rate used as a basis for denving the long-term
nvestment return is set by reference to the swap curve at the 15-
year duration plus 10bps at the start of the vear. A risk premium of
350bps is added to the risk-free yield for equities (2018 350bps),
250bps for properties (2018: 250bps), 120bps for other fixed interest
assets {2018: 150bps) and 50bps for gilts (2018: 50bps).

The principal assumptions tnderlying the calculation of the long-term
investment return are:

2019 2018

% 3

Equities 5.2 52
Properties 4.2 4.2—
Gilts 22 _27

Other fixed interest 29 3.2

B2.2 Life assurance business

Operating profit for ife assurance business is based on axpected
mvestrment returns on financial investments backing owners” and
policyholder funds over the reporting perod, with consistent
allowance for the correspending expected movements in liabilities.
Operating profit includes the effact of variance in expenence for non-
economic items, for example mortality, persistency and expenses,
and the effect of changes in non-economic assumptions. Changes
due 1o economic items, for example market value movements and
nterest rate changes, which give rise to variances between actual
and expected investment returns, and the impact of changes In
economic assumptions on liabilities, are disclosed separately outside
operating profit.

The movement in lisbifities included in operating profit reflects both the
change in labilities due to the expected return on investments and tha
impact of experience variances and assumption changes for non-
economic items.

The effact of differences between actual and expected economic
experience on liabilities, and changes to economic assumptions used
to value liabilities, are taken outside operating profit. For many types
of long-term business, including unit-linked and with-profit funds,
mavements in asset values are offset by corresponding changes in
labilities, limiting the net impact on profit. For other long-term
businass, the prafit iImpact of economic volatility depends on the
degree of matching of assets and hakilities, and &xposure to financial
options and guaranteses.

The investment raturn varances and economic assumption changes
excluded from the longterm business aperating profit are as follows:

2018 2018
£m £m
Investment return variances and
economic assumption changes on long-
term business {177) 283

The net adverse investrent return vanances and economic
assumption changes on long-term business of £177 muilion (2018:
£283 million positive) primarily arise as a result of losses on hedging
positions held by the life funds reflecting improving equity markets in
the year. The Group’s exposure to eguity movements arising from
futura profits in relation to with-profit bonuses and unitlinked
charges is hedged to benefit tha regulatory capital position. The
impact of equity market movements on the value of the hedging
instruments is reflected in the IFRS results, but the corresponding
change 1n the value of future profits is not. These adverse impacts
have baen partly offset by the positive impacts of strategic asset
allocation activities, including investment in higher yielding illiquid
assets, and lower fixed interest yields experienced during the perod.

B2.3 Owners’ funds

For non-long-term business including owners’ funds, the total
nvestment income, including fair value gains, 1s analysed between a
calculated longer-term return and shart-term fiuctuations.

The vanances excluded from operating profit in relation to owners’
funds are as follows:

2019 2018
£m £m

Variances on owners' funds of
subsidiary undertakings 13 {193)

The positive variance on owners’ funds of £13 million {2018

£193 million negative) is principally driven by gains on fareign
currency swaps held by the holding companies to hedge exposure
of future life company profits to movemeants in exchange rates. The
prior year result included realised losses on derivative Instruments
entered into by the holding companies to hedge exposure 1o equity
risk arising from the Group’s acquisition of the Standard Life
Assurance businesses. Losses of £143 million were incurred on
thess Instruments, together with option premiums of £22 million.
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Notes to the Consolidated Financial Statements conlinued

8. EARNINGS PERFORMANCE continued

B3. Earnings Per Share

The Group caiculates its basic earnings per share based on the
present shares in 1ssue using the earnings attributable to ordinary
equity holders of the parent, divided by the weighted average
number af ordinary shares in issue during the year.

Diluted earnings per share are calculated based on the potential
future shares in 1ssue assuming the conversion of all potentially
dilutive ordinary shares. The weighted average number of ordinary
shares in issue is adjusted to assume conversion of dilutive share
awards granted to employees and warrants.

The basic and diluted earnings per share calculations are also
presented based on the Group's operating profit as this non-GAAP
performance measure is considered to provide a comparable
measure of the underlying performance of the business as it
exciudes the impact of short-term economic volatility and other
one-off items.

B3.1 Basic earnings per share

The result attributable to ordinary equity holders of the parent for the
purposes of determining earnings per share has been calculated as
set out below.

2019 2018
£m fm

Profit for the period attributable to
OWners 116 410
Share of result attributable to non-
controlling interesls (31) {31}
Coupon payable in respact of Tier 1
Notes, nat of tax rehef (23} 2
Profit attributable to ordinary equity
holders of the parent 62 367
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The weighted average number of ordinary shares outstanding during
the period is calculated as detailed below:

2019 2018
Number Number
million rmillion
Issued ordinary shares at beginning
of the period ) Fra 437
Effect of ordinary shares issued - 115

Own shares held by the employee
benefit trust L _m

Weighted average number of

ordinary shares 720 B51
Basic earmings per share is as follows:

2019 2018

pence pence

Basic earnings per share 8.7 66.8

B3.2 Diluted earnings per share

The result attributable to ordinary equity holders of the parent used in
the calculation of diluted earnings per share is the same as that used
In the basic earmngs per share calculation in B3.1 above. The diluted
weighted average number of ordinary shares outstanding during the
period s 722 milkon {(2018: 551 millien). The Group's long-term
incentive plan, deferred bonus share scheme and sharesave share-
based schemes increased the weighted average number of shares
an a diluted basis by 1,474,170 shares for the year anded

31 December 2019 (2018 375,020 shares).

Diluted earnings per share is as follows:

2018 2018
pence pence
Diluted eamings per share 8.6 66.7




B3.3 Operating earnings per share

The operating result attributable to ordinary equity holders of the parent for the purposes of computing earnings per share has been calculated as set

out below.
Group Non- Group Non-
operating operating aperat g operatng
profit iterng Total profit itams Total
2019 2019 2018 2018 2018 208
£fm £m £m £m £m fm
Profit/floss) before the tax attributable to owners 810 {824) {14) 708 (238) 470
Tax credit attributable to owners _ (1e3) 293 130 nagy 62  {B0)
Profit for the period attributable to owners 647 {531} 116 579 {169) 410
Share of result attributable 10 non-controlling interests - {31) {31) - 3 (31}
Coupon payable in respect of Tier 1 Notes, net of tax relief - {23} {23) - {12 {12]
Profit for the period attributable to ordinary equity holders
of the parent 647 {585) 62 579 212) 367

The basic and diluted weighted average number of ordinary shares outstanding during the year are the same as those included in B3.1 and
B3.2 above. Basic operating earnings per share and diluted operating earnings per share are as follows:

2019 2014

pence pence

Basic operating earnings per share 89.8 105.0
Diluted operating earnings per share 89.6 104.9
B4. Dividends 2019 2018
Final dividends on ordinary shares are recognised as a liability and Em £
deducted from equity when they are approved by the Group's Dividends declared and paid in the year 333 262

awners. Interim dividends are deducted from equity when they
are paid.

Prior to the creation of the UK-registered holding company {see note
A1), dividends were charged within equity against the share

premium account, as permitted by Cayman Islands Companies Law.
From the date of the scheme of arrangement, dividends are charged

to retained earnings in accordance with the UK Companies Act 2008.

Dividends for the year that are approved after the reporting period
are dealt with as an event after the reporting penad. Declared
dividends are those that are appropriately authorised and are no
tonger at the discretion of the entity.

On 4 March 2019, the Board recommended a final dividend of 23.4p
per share in respect of the year ended 31 December 2018. The
dividend was approved at the Group’s Annual General Meeting, which
was held on 2 May 2019. The dividend amounted to £163 millen and
was pald on 7 May 2019.

On B August 2019, the Board declared an interim dividend of 23.4p
per share for the half year ended 30 June 2013, The dividend
amounted to £169 million and was paid on 30 September 2019,
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Notes to the Consolidated Financial Statements continued

C. OTHER CONSOLIDATED INCOME STATEMENT NOTES
€1. Fees and Commissions

Fees retated to the provision of investment management servicas
and administration services are recognised as services are provided.
Front end fees, which are charged at the inception of service
contracts, are deferred as a liability and recogrused over the Iife of
the contract.

The table below detalls the ‘Disaggregation of Revenue’ disclosures
required by IFRS15 Revenue from contracts with customers,

uic uK

Heritage Open Europe Total
2079 £m £m £m £m
Fee incormne from
investment cantracts
without DPF ) 354 268 70 692
Imitial feas deferred during
the year - - {8) (8}
Revenue from investment
contracts without DPF 354 268 &2 684
Other revenus from
contracts with customers 6 10 - 16
Fees and commissions 360 278 62 700

UK LK

Hentage Open Europe Tetal
2018 £ £m £m £
Fee income from
investment cantracts
without DPF 271 g4 25 380
Initial fees deferred during
the year - - 13) 3
Revenue from investment
contracts without DPF an 84 22 377
Other revenue from
contracts with customers 1 7 - 8
Fees and commissions 272 31 22 385

Remaining performance obligations

The practucal expedient under IFRS 16 has been applied and
remaining performance obligations are not disclosed as the Group
has the right to consideraticn from customers in amounts that
correspond with the performance completed to date. Specifically
management charges become due over time In proportion to the
Group's provigion of invesiment management services.

Significant judgements in determining costs to obtain or fulfil
investment confracts

Na significant jJudgements are requirad in determining the costs
incurred to obtain or fulfll contracts with customers, and no
amortisation 1s reguired, as incame directly matches costs with
management charges being applied on an ongoing {or pro-rata) basis.

In the period no amortisation or impairment losses were recognised
in the statemeant of comprehensive income.
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C2. Net Investment Income

Net investment income comprises interest, dividends, rents
receivable, netinterest income/lexpense) on the net defined benefit
asset/liability), fair value gains and losses on financial assets {except
far reinsurers’ share of investment contract liabilities without DPF,
sea note E1), financial habilities and investment property at fair valus
and impairment losses on lcans and recewables.

Interest income is recognised in the consolidated income statement
as it accrues using the effective interast method.

Dividend income is recognised in the consolidated income statament
on the date the right to receive paymant is established, which in the
case of listed securities is the ex-dividend dats.

Rental iIncome from investment property is recognised in the
consolidated income staterment on a straight-line basis over the term
of the lease. Lease incentives granted are recognised as an integral
part of the total rental Income.

Fair value gains and losses on financial assets and financial habilines
designated at fair value through profit or loss are recognised in the
consolidated income statement. Fair value gains and losses includes
both realised and unrealised gains and losses.

2018
2019 restated’
£m £m
Investment income
Interest income on loans and
deposits at amortised cost ) 6 10
Interest income on tinancial assets
designated at FVTPL on initial
) recognition 2,113 1,260
Dwvidend ingome 3,712 1,936
Rental income 298 108
Net interest expense on Group
defined benefit pension scheme
{liabilityl/asset (29) (6]
6,100 3,308
Fairvalue gaing/ llosses) o
Financial assets and financial liabilities
at FVTPL: B
Designated upon mitial recogntion 17,574 HE,WBLE‘J
Held for trading — derivatives 1,257 126
Investmant property {55) a8
18,776 112,765}
flet investment income 24,876 (3,457}

1 See note A for details of restatoments,



C3. Administrative Expenses

Administrative expenses

Administrative expsnses are recognised in the consohdated incoms
statement as incurred.

Deferred acquisition costs

For insurance and investment contracts with DPF acquisition costs
which include both incremental acquisition costs and other direct
costs of acquiring and processing new business, are deferred.

For investment contracts without DPF, incremental costs directly
attributable to securing rights 1o receive fees for asset management
services sold with unit Inked investment contracts are deferred.

Trall or renewal commission on investment contracts without DPF
where the Group does not have an unconditional legal nght to avoid
payment is deferred at inception of the contract and an offsetting

Employee costs comprise:

2019 2018

£m £m

Wages and salaries i 304 170
Social security contributions 30 18
334 188

2018 2018

Number Nurmbper

Average number of persons employed 4,403 2,034

¢4, Auditor’s Remuneration
During the year the Group obtained the following services from its
auditor at costs as detailed in the table below.

. : ‘ : 2019 2018
liakility for contingent commission is established. £m £m
e ) Audit of the consolidated financial
Deterred acquisition costs are amortised over the life of the contracts statements 0.9 20
as the refated revenue 1s recognised. After initial recognition, - : — -
deferred acquisttion costs are reviewed by category of business Audit of the Company's subsidiaries 5.1 5.2
and are written off to the extent that they are no longer considered ) 6.0 7.2
to be recoverable. Audit-related assurance services 1.0 0.7
2018 J018 Reporting accountant assurance
£m fm services 04 0.2
Ermployee costs 334 188 Total fee for assurance services 7.4 8.1
Cutsourcer expenses 141 202
Movement in provision for transition and Corporate finance services 3.3 3.7
transformation programme {see note Tax services fees - 0.1
G7 1 -
= jf v 59 Cther non-audit services - 3.3
rofessional fees 135 g7 N
— Total fees for other services 3.3 4.1
Commission expenses 7 135 63
Office and IT costs 116 74 "
B Total auditor’'s remuneration 10.7 12.2
Investment management expenses and
Prf‘"sac,t,'ﬂcﬂsi, B M5 283 g services were provided by the Company's auditars to the Group's
Direct ¢costs of life companies 4 2 pension schemes in either 2013 or 2018
Direct costs of collective iInvestment
schemes i 18 14 Audit of the consolidated financial staternents includes amounts in
Depreciation 18 2 resp.e.ct of reporting_ to the auditor of SLA plc given their status as a
= - - significant investor in both 2018 and 2018. The 2018 balance also
Fansicn senice costs — 57 includes amounts in respect of the audit of the acquisition balance
Pension administrative expenses 4 8  sheet of the acquired Standard Life Assurance businesses.
Advertising and spensorship 64 58 . .
Stamp duty payable on acquisition of Al:]dn rilsted asrs%l‘dlrar‘lcer sery:cgsb|nflf§fr§ejap;?g§?fbfor seryéce;b
Standard Life Assurance businesses - 15 where the reperting is required by la J @ providod By
the auditor, such as reporting on regulatory returns. It alsa includes
Other 36 28 feas payable in respect of reviews of interim financtal infarmation
1579 1,070 and services where the work is integrated with the audit itself.
Acquisition costs deferred during the ) .
year (33) {15) Reporting accountant services relate to assurance reporting on
A . f doforrad - histonical information included within investment circulars, In 20189, this
m;;)msa lon of agterred dcquisiuon 3 ; includes publc reporting associated with the acquisition of ReAssure
oS Group. In 2018, this included public reporting asscciated with the
Tatal administrative expenses 1,549 1,056 acquisition of the Standard Life Assurance busimesses and issuance of

the Group's Tier 1 Notes.
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Notes to the Consolidated Financial Statements continued

€. OTHER CONSOLIDATED INCOME STATEMENT NOTES
continued

C4. Auditor's Remuneration continued

Corporate finance services feas were £3.3 million {2018

£3.7 million). These fees principally relate to services provided in
connection with the acquisition of Relssure. £1.6 million of the fees
related to actuarial and finance due diligence procedures conducted
in relation to the acquisition where synergies were anticipated o
anse with subsequent audit work. The remaining balance of

£1.7 million relates to the provision of assurance services to the
Board and the sponsoring banks in support of disclosures made in
the public transaction docurments. The 2018 fees principally related
to services provided in connection with the acquisition of the
Standard Life Assurance businesses and the Premium Listing of the
Company undeartaken as part of the Group's on-shoring activities.
£1.6 million of the fees related 1o the engagement of the external
auditors to perfarm actuanal and finance due diligence procedures
where synergies were anticipated to arise with subseguent audit
work. The remaining balance of £2.0 million related to the provision
of assurance to the Board and the sponsonng banks in support of
disclosures made in the public transaction documentation relating
to the Standard Life Assurance acquisition and the Premium Listing,

Mo tax services were provided by the Company's auditors in 2019
(2018: £0.1 mwbon). The 2018 fees principally related to services
pravided 1o Standard Life Assurance for which the Group's external
auditor was engaged prior to the completion of the acquisition (and
their appaintment as auditers of those entities), and were terminated
as permitted within a period of three months following cemgpleton of
the acquisition. See page 95 for details of tax services provided by the
Group's external auditor 1o Aberdeen Standard Investments where the
benefit of those services arose in funds controlled by the Group.

No other non-audit services were provided by the Company's
auditors in 2019 {2018, £0.3 milhion). The 2018 fees rolated to
services provided to Standard Life Assurance where the
engagemeant occurred priar 1o cormplation of the acquisition and
which were terminated within the three-month grace period.

Further information on auditor’s remuneration and the assessment
of tha independence of the external auditor is set out in the Audit
Committee report on pages 92 to 96.

C5. Finance Costs
interest payable is recognised in the consolidated incorme staterment
as it accrues and is caleulated using the effactive interest method.

C6. Tax Charge

Inceme tax comprises current and deferred tax. Income tax is
recagnised 1n the consclidated income statement except to the
extent that it relates to iterns recegnised in the statement of
consolidated comprehensive income or the staternant of
consaolidated changes in equity, in which case iti1s recognised
in these staterments.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates and laws enacted or substantively enacted at
the date of the statement of consolidated financial position together
with adjustments to tax payable in respect of previous years.

The tax charge is analysed batween tax that Is payable in respect of
policyholders’ returns and tax that 1s payable on owners' returns, This
allocation is calcutated based on an assessment of the effective rate
of tax that s applicable 1o owners for the year.

6.1 Current year tax charge/{credit)

2019 2018
£m £
Currant tax:
UK corporation 1ax 210 a3
B Qverseas tax 62 20
272 103
Adustment in respect of prior years {(11) (54)
Total current tax charge 261 49
Deferred tax:
Origination and reversal of temparary
differences - 52 - {195)
Change in the rate of corporation tax (50} 4}
Write-up of deferred tax assets (28) {1}
Tota! deferred tax cradit (26} (200}
Total tax charge/{credit) 235 (181
Attributable to:
. policxh_dtiers o 365 211
. owners {130} ' 60
Total tax charge/{credit) 235 {151}

The Group, as a proxy for policyholders in the UK, is required to pay
taxes on investment income and gains each year. Accordingly, the
tax credit or expense attributabis to UK life assurance policyholdar

208
2019 restated earnings is included in Income tax expensa. The tax charge
fm Em_ attributable to policyholder earnings was £365 miflion {2018
Interest expense £211 million credit).
On financial liabilities at amortised h d .
cost } 156 1ap  C6.2 Tox charged to other comprehensive income s -
On financial liabilities at FVTPL 3 2 £m £m
On leases 3 - Current tax charge ) 1 -
162 142 Deferred tax charge on defined benefit
schemes ~ 56 8
Attributable to: . —  Deferred tax charge on share schemes -
- policyholders } 12 12 57 10
- owners 150 130
162 142
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C4.3 Tax credited fo equity

2013 2018
£m frrn

Current tax credit on Tier T Notes {6) (3
C6.4 Reconciliation of tax charge/{credit)

2019 2018

£m £m

Profit before tax 351 259
Policyholder tax {chargel/credit (365) 211
{Loss}/profit hefore the tax
attributable
to owners (14) 470
Té;gr_édl{)/charge at standard UK rate
of 19%° {3) 89
Non-taxable incorme, gains and losses? 3 31)
Disallowable expenses? 22 21
Prior year tax credit for shareholders® {51} {5
Mavement on acquired in-force
amortisation at less than 19% 9 -
Profits taxed at rates other than 199%?5 {13) (14)
Recognition of prevtously unrecognised
deferred 1ax assets® _4m -
Deferred tax rate change’ {50) {4)
Other - 4
Cwners' tax {cradit)/charge {1309 60
Policyholder tax chargef{credit) 365 211
Total tax charge/{credit) for the
period 235 (151)

© The Phoenix operating segmeants are predorminanthy in the UK. The raconaihiation of tax
{creditifcharge has, therefore, been completed by reference 1o the sizndard rata of UK
1ax.

2 2019 nan-taxable income, gans and losses includes non-taxable dvdends and gains
and non-taxable pansion sche™e veluation movement

(]

2019 disallowvable deductions are primarily in ralation ta 2 consolidation adjL.stmert on
tne PGL Pension schemie "buy-n” agreement of £14 million, company acquisition costs
of £1 millon and a FCA thematic review prov.sion in Standard Life Assurance Lrrmited of
£6 milicn.

IS

The 2019 pnor year credit primarnly refates ta the utlisation of tradirg losses in
Standa-d Life Assurance Limetad and Standard Lifg Internatonal DAC of £44) million,
Standara Life Assurance Limited YE18 tax provision true-up £{81 million, deferred tax
assel recagnivon on software ntangibles of €120 million and delferred acquisition costs
of £16) million ard the revised use of tax lasses ana ather items £113i millon

n

The 2019 profits taxed at rates other than 19% relates to overseas profts and UK ife
company pro® ts subject W marg nal shargholder tax rates

The 2013 1ax credit represents the recognitior of tax loeses in the Group corpan es
£1121 milbon ard nengiole assets vattun Standard Life International DAC £35) millon.

o

~

The deferred tax rate change cradrt pradominately relates to the Part Vil transfer betwean
Standard | ' Assurance Lirmsted and Standard Life Internavonal DAC of £i31) million and a
reduction m AVIF tax rate relating to the German branch of £19) m fllon,

D. EQUITY

D1. Share Capital

The Group has issued ordinary shares which are classified as equity.
Inerermental external costs that are directly attnbutable to the 1ssue
of these shares are recognised in equity, net of tax.

2018 2018
£m £m
Issued and fully paid:
721.5 million ordinary shares of £0.10
each {2018: 721.2 million) 72 72

The holders of ordinary shares are entitled to one vote per share on
matters to be voted on by owners and to receive such dividends, if
any, as may be declared by the Board of Directors in its discretion
out of legally avallable profits.

Movements in1ssued share capital during the year

Number £
721,159,214 72,119,921

2019

Shares ini1ssue at 1 January

Other ordinary shares issued in the
penod 315,730 31,573

721,514,844 72,151,494

Shares in issue at 31 December

Duning the year, 315,730 shares were issued at a premium of
£2 million in order to satisfy obligations to employees under the
Group's sharesave schemaes (see note 1),

MNumiber £
393,232,644 38,323,264

2016

Shares in issue at 1 January

Ordinary shares 1ssued under the

rights issue 183,681,978 18,358,198
Ordinary shares issued to SLA ple 144,114,460 14,411,445
Other ordinary shares issued in the

period 270,142 27,014

Shares in issue at 31 December 721,198,214 72118,921

On 10 July 2018, the Group issued 183,581,978 shares following a
rights issue undertaken in association with the acquisition of the
Standard Life Assurance businesses where 7 rights issue shares
were issued at B18 pence per new share for every 15 existing Old
FPGH shares held. The rights issue raised £251 million and proceeds,
net of deduction of commission and expenses, were £934 million.

On 31 August 2018, the Group issued 144,114,480 shares to SLA
plc, giving them a 19.98% eguity stake in the Group valued at
£1.023 million, based on the share price at that date.

Durning 2018, 270,142 shares were 1ssued at a prermum of £2 rmillion
In order to satisfy obhgations to amployees under the Group's
sharesave schemes {see note 1),

D2. Shares Held by the Employee Benefit Trust

Where the Phoenix Group Employee Benetit Trust (EBT') acquires
sharas in the Company or obtains rights to purchase its shares, the
consideraton paid {including any attributable transaction costs, net of
1ax] is shown as a deduction frem owners’ equity. Gains and losses
on sales of shares held by the EBT are charged or credited to the
own shares account in equity.
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Notes to the Consolidated Financial Statements confinuad

D. EQUITY confinued

D2, Shares Held by the Employee Benefit Trust continued
The EBT holds shares to satisfy awards granted to employees under
the Group's share-based payment schemes.

2018 2018
£m £m
At 1 January 7 6 2
Shares acquired by the EBT_ o 4 8
Shares awarded to ernployees by the
EBT {3) {4)
At 31 December 7 &

During the year 508,639 (2018 518,322} shares were awarded to
employees by the EBT and 614,193 (2018: 1,188,435} shares were
purchased. The numhber of shares held by the EBT at 31 Decernber 2019
was 1,086,356 (2018 980,802).

Old PGH provided the EBT with an interest-free facility arrangement
to enable it to purchase the shares.

D3 Tier 1 Notes

The Fixed Rate Reset Perpetual Restricted Tier 1 Write Down Notes
(Tier 1 Notes') meet the definition of equity and accordingly are
shown as a separate category within equity at the proceeds of issue.
The coupons on the instruments are recognised as distnbutions on
the date of payment and are charged directly to the statement of
consolidated changes in equity.

2019 2018
£m tm
Tier 1 Notes 494 494

On 26 April 2018, Old PGH issued £500 milllion of Tier 1 Notes, the
proceeds of which were used to fund a portion of the cash consideration
for the acquisition of the Standard Life Assurance businesses. The Tier 1
Notes bear interest on their principal armount at a fixed rate of 5.75% per
annurn. up to the "First Call Date’ of 26 April 2028. Thereafter the fixed
rate of interest will be reset on the First Call Date and on each fifth
anniversary of this date by reference to a & year gilt yield plus a margin
of 4.168%. Interest is payable on the Tier 1 Notes semi-annually in
arrears on 26 Qctober and 26 April. Coupon paid in the year was

£28 million (2018: £14 million).

At the issue date, the Tier 1 Notes were unsecured and subordinated
abligations of Cld PGH. On 12 Dacember 2018 the Company was
substituted in place of Old PGH as issuer.

The Tier 1 Naotes have no fixed maturity date and interest is payable
only at the sole and absolute discretion of the Campany; accordingly
the Tier 1 Notes meet the definition of equity for financial reporting
purposes and are disclosed as such in the consolidated financial
statements. If an interest paymeant is not made it is cancelled and it
shall not accumulate or be payable at any tirme thereafter.

The Tier 1 Notes may be redeemed at par on the First Call Date or on
any interest payment date thereafter at the option of the Company
and alsa in other lirnited ercumstances. If such redemption occurs
prior 10 the fifth anniversary of the Issus Date such redemption must
be funded out of the proceeds of a new issuance of, or exchanged
nto, Tier 1 Own Funds of the same or a higher quality than the Tier 1
Notes. In respect of any redemption or purchase of the Tier 1 Notes,
such redemption or purchase is subject to the receipt of permission
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to do so from the PRA. Furthermore, on occurrence of a trigger
event, inked 1o the Solvency Il capital position and as documented
in the terms of the Tier 1 Notes, the Tier 1 Notes will be subject to
a permanent write-down in value 1o zero,

D4. Non-Controlling Interests

Non-cantrolling interests are stated at the share of net assets
attributed to the non-controlling interest holder at the time of
acquisition, adjusted for the relevant share of subsequent changes
in equIty.

SLPET
£m
At 1 January 2019 294
iqfit for the year ) 31
Dividends paid 11
At 31 December 2019 314
SIPET
£
A_t 1 January 2018 ) 7 =
Non-controlling interests recognised on acquisition of
the Standard Life Assurance business (see note H2) 265
Profit for the year A 3%7
Dividends paid d(w2)
At 31 December 2018 294

The non-controlling interests of £314 million {2018: £284 million)
reflects third party ownership of Standard Life Private Equity Trust
{'SLPET’} determined at the proportionate value of the third party
intarest in the underlying assats and Labilites. SLPET is a UK
Investmant Trust listed and traded on the London Stock Exchange.
As at 31 December 2019, the Group held 55.2% of the 1ssued share
capital of SLPET (2018 55.2%).

The Group's interast m SLPET is held in the with-profit and unit-
Iinked funds of the Group's life companies. Therefore the
shareholder exposurs to the results of SLPET is limited to the impact
of those results on the shareholder share of distrbuted profits of the
relevant fund.

Surnmary financial information showing the interest that non-conirolling
interests have in the Group’s activities and cash flows is shown below:

2019 018
SLPET £m £rm
Statement of financial position:

Invest}m'ents 286 271‘ i
Other éssets ) 40 253
Total assets 326 294
Total liabilities _ 12 =
Ecome statement: )

E}/enue 34 E
Profit after tax ‘ ) N 31
Egmprehensive income ) 3 3?
Eaﬂsih 1 flows: ) - o h
Net decrease in cash eguivalents 4 N 3




E. FINANCIAL ASSETS & LIABILITIES

El. Fair Values

Financial assets

Purchases and sales of financial assets are recognised on the trade
date, which is the date that the Group commiTs to purchase or sell
the asset.

Loans and deposits are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market and only
include assets where a secunty has not been issued. These loans and
deposits are initially recogrised at cost, being the far value of the
consideration paid for the acquisition of the investment. All transaction
costs diractly attributable to the acguisition are also included in the cost of
the investment. Subsegquent to inrtial recognition, these investments are
carried at amortised cost, using the effective interest method.

Derivative financial instruments are largely classified as held for
trading. They are recognised initially at fair value and subsequently
are remeasured to far value. The gain or loss on remeasurement to
fair value is recognised in the consolidated income statement.
Derivative financial ingtruments are not classified as heid for trading
where they are designated and effective as a hedging instrument.
For such instruments, the timing of the recognition of any gan or
loss that arises on remeasurement to fair value in profit or loss
depends on the nature of the hedge relationship.

Equities, debt securities and collective investment schemes are
designated at FVTPL and accordingly are stated in the statement of
consolidated financial position at fair value. They are designated at
FYTPL because this is reflective of the manner in which the financial
assets are managed and reduces a measurement inconsistency that
would otharwise arise with regard to the insurance liabilities that the
assets are backing.

Reinsurers share of investment contracts liabilities without DPF are
valued, and associated gains and losses presented, on a basis
congistant with Investment contracts listilities without DPF as
detailed under the ‘Financial liabilities’ section below,

Impairment of financial ossets

The Group assesses at each penod end whether a financial asset ar
group of financial assets held at amortised cost are impaired. The
Group first assesses whether objective evidence of impairment exists.
It it is determined that no objective evidence of impairment exists for
an mdividually assessed financial asset, the asset is included in a group
of financial assets with similar credit risk charactaristics and that group
of financial assets is collectively assessed for impairment, Assets that
are individually assessed for impairment and for which an impairment
loss 1s, or continues to be recegnised, are not included in the collective
assassment of iImpairment.

Fair value estimation

The fair values of financial Instruments traded in active markets such
as publicly traded securities and dervatives are based on quoted
market prices at the period end. The quoted market price usad for
financial assets 1s the applcable bid price on the perod end date.
The fair value of investments that are not traded in an active market
1s determined using valuation techniques such as broker quotes,
pricing models or discounted cash flow techniques. Where pricing
models are used, inputs are based on market related data at the
period end. Where discounted cash flow techniques are used,
estimated future cash flows are based on contractual cash flows
using current mariet conditions and market calibrated discount rates
and interest rate assumuations for similar instruments.

For units in unit trusts and sharas in open-ended investment
companias, farr value 1s determined by reference to published bid-
values. The fair value of receivables and floating rate and overnight
deposits with credit mstitutions Is their carrying vaiue. The fair value
of fixed interast-bearing deposits 1s estimated using discounted cash
flow techniques.

Associates

Investments in associates that are held for investment purposes are
accounted for under |IAS 39 Financial Instrurments Recognition and
Measurement as permitted by |1AS 28 Investments in Assaciates and
Joint Ventures. These are measured at fair value through profit or loss
There is no investmant in associates which are of a strategic nature.

Derecognition of financial assets
A financial asset {or part of a group of similar financial assets) is
derecognised where:

« the rights to receive cash flows from the asset have expired,;

= the Company retzains the right to receive cash flows from the assets,
but has assumed an obligation to pay them in full without material
delay to a third party under a ‘pass-through’ arrangerment; or

+ the Company has transferred its nghts to receive cash flows from
the assat and has either transferred substantially all the risks and
rewards of the asset, or has neither transferred nor retained
substantially all the nisks and rewards of the asset, but has
transferred control of the asset.

Financial liabilities

On inimal recognition, financial liabilities are recognised when due and
measured at the fair value of the consideration received less directly
attributable transaction costs {with the exception of ligbilities at
FVTPL for which all transaction costs are expensed).

Subsequent to initial recognition, financial habilities (except for
liahilities under investment contracts without DPF and other liabilities
designated at FVTPL) are measurad at amortised cost using the
effactive interest method.

Financial liabilities are designated upeon inttial recognition at FVIPL and
where dong so rasults in more meaningful information because either

= it eliminates or significantly reduces accounting mismatches that
would otherwise arise from measuring assets or liabilities or
recognising the gains and losses on thern on different bases; or

-« a group of financial assets, financial liabilties or both is managed and
its performance 1s evaluated and managed on a fair value basis, in
accordance with a documented risk management or investment
strategy, and information about the investments is provided
internally on that basis to the Group's key management personnal,

Investment contracts without DPF

Contracts under which the transfer of insurance risk to the Group
from the policyholder is not significant are classified as investment
contracts and accounted for as financial iabilities.

Receipts and payments on investment contracts without DPF are
accounted for using deposit accounting, under which the amounts
collected and paid out are recognised in the statement of consolidated
financial position as an adjustment to the liability to the policyholder.
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Notes to the Consolidated Financial Statements continecd

E. FINANCIAL ASSETS & LIABILITIES continued

E1. Fair Values continved

The valuation of labllities on unit-linked contracts is held at the fair
value of the related assets and liatriities. The liability is the sum of the
unitlinked habilities plus an additional amount to cover the present
value of the excess of future policy costs over future charges.

Mavements in the fair value of investment contracts without DPF
and reinsurers” share of investment contract liabilities are includsd in
the "change in investment contract liabilties’ in the consolidated
income statement.

investment contract policyhoiders are charged for palicy administration
services, iInvestment management services, surrenders and other
contract fees, These fees are recognised as revenue over the peried in
which the related senvices are performed. It the tees are for services
provided in future periods, then they are deferred and recegnised over
thase periods. ‘Front end’ fees are charged on some non-participating
Investment contracts. YWhere the nonparticipating investment contract 1s
measured at fair value, such fees which relate to the provision of
investment management services are deferred and recognised

as the senvices are provided.

Deposits frem reinsurers

Itis the Group's practice to obtain collateral to cover certain
reinsurance transacuons, usually in the form of cash or marketable
securities. Where cash collateral is available to the Group for
invastment purposes, it1s recognised as a ‘financial asset’ and the
collateral repayable is recognised as ‘depasits received from
reinsurers’ in the statement of consolidated financial position.

Net asset value attributable to uritholdars

The net asset value attnbutable to unitholders reprasents the non-
controlling interest in collective investment schemes which are
consolidated by the Group. This intarest is classified at FVTPL and
measured at far value, which 1s equal to the bid value of the number of
units of the collective investment schame not owned by the Group.

Obligations for repayment of colloteral received

Itis the Group's practice to obtain collateral in stock lending and
derivative transactions, usually in the form of cash or marketable
securities. Where cash collateral is available ta the Group for
investment purposes, it1s recognised as a “financial asset’ and the
collateral repayable Is recognised as "cbligations for repayment of
collateral received’ in the statement of consoclidated financial position.
The 'obligations for repayment of collateral received’ are measured at
amortised cost, which in the case of cash is aquivalent Lo the fair value
of the consideration receved.
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Derecognition of financial liabilities
Afinancial liabllity 1s derecognised when the obhgation under the
liability is discharged or cancelled or expires.

Oftsetting financial assets and financial labilities

Financial assets and liabilives are offset and the net amount reported in
the statement of financial position only when there is a legally
enforceable nght to offset the recognised amaunts and there is an
intention 1o settle on a net basis, or ta realise the asset and settie the
liability simultaneously. When financial assets and liabilities are offset any
related interest income and expense is offset in the income statement.

Hedge accounting

The Group designates certain derivatives as hedging nstruments in order
to effect cash flow hadges. At the inception of the hedge relationship,
the Group docurnents the relationship between the hedging instrument
and the hedged itern, along with its risk managernent objectives and its
strategy for undertaking various hedge transactions. Furthermore, at the
inception of the hedge and on an ongoing basis, the Group documents
whether the hedging instrument is highly effective in offsetting changes
in fair values or cash flows of the hedged item attributable to the hedged
risk. Note E3 sets out detarls of the fair values of the denvative
instruments used for hedging purposes.

Where a cash flow hedging relatenship exists, the effective portion
of changes in the farr value of derivatives that are designated and
guahfy as cash flow hedges is recognised in other cormprehensive
income and accumulated under the heading of cash flow hedging
reserve. The gain or loss relating to the ineffective portion is
recognised immediately in profit or loss, and 15 included in net
investrnent income.

Amounts previously recognised in other comprehensive income and
accumulated in equity are reclassified to profit or loss in the periods
when the hedged item affects profit or loss, in the same line as the
recognised hedged tem.

Hadge accounting is discontinued when the Group ravokes the
hedging relationship, when the hedging instrument expires or is sold,
terminatad, or exaercised, or when it no loenger gualifies for hedge
accounting. Any gain or loss recognised in ather comprehensive
income and accumulated in equity at that time 1s recycled to profit or
loss over the period the hedged item impacts profit or loss.



E1.1 Fair values analysis
The table below sets out a comparisen of the carrying amounts and fair values of financial instrurments as at 31 December 2019:

Carrying value
Amounts
due for
settlement
Total  after 12 months Fair value
2018 £m £m £m
Financial assets measured at carrying and fair values o
Financial assets at far value through profit or loss: .
_Held for trading - derivatves o 4454 . 4023 4,454
Designated upon initial recognition: .
Equities’ 58,979 - 58,979
Investment in assoclate’ {see note H3) 513 - 513
Debt securities 76,113 69,165 76,113
__ Colleciive investment schemes’ o ) 63415 - 69,415
Reinsurers' share of investment contract liabilities’ N 8,881 - 8,881
Financial assets measured at amortised cost
Loans and deposits 516 62 516
Total financial assets? 218,871 218,811
Carrying value
Amounts
due for
settlement
Total after 12 months Fair value
£m £m £m
Financial liabilities measured at carrying and fair values }
Financial liabilives at farr value through profit or loss: i
Held for trading — dernivatives 734 387 734
Designated upon imhal recognition: )
Borrawings - 99 — 99 99
Net asset value attributable to unitholders’ 3,149 - 3,149
\nvestmemhcontract liabilities' 120,773 - 120,773
Financial labilities measured at amortised cost: . .
Borrowings 2,020 2,008 2,223
ﬁpﬁg&)fits reg:eived_\_‘_r_om reinsurers B B A3 3751 4213
Obligations for repayment of coliateral received 3.6M - 3,671
Total financial liabilities 134,659 134,862

1 These assets and labilities Fave na expectad settlemeant date.

2 Tatal financial assets includes £2 050 milllon of assets held in a collateral account pertaining to the PGL pension scheme buy-n agreement, See note 31 2 for further details.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES continued
El. Fair Values continued
E1.1 Fair values analysis continued

Carrying value

Amouris
due for settlement

Total after 12 mamhs Far value
2018 restated fm £m £m
Financial assets measured at can_-ying and_fair values ~
Financwa%iégsetrs at fai;r value thrr;ugh profit or loss: 7
Held for trading — derivauves 3.798 3,608 3.798
Designated upon initial recognition: _ N ) o
Equities’ 52,718 - 52,718
i inves_tmgant'm associate’ o B ) 498 - 488
Debt securities’ ' -  7n.366 65,448 71,265
Collective investment schemes ™~ 7‘ 87692 - 67,692
Reinsurers' share of investment contract labllites™’ 8,331 - 8,331
Financia-l assets measured at a-mortised cost: .
Loaﬁs and deposits ] 423 77 423
Total financial assets’® ) 204,821 . 204,821
Carrying value
Armounts
due tor settlernent
Total atter 12 moriths Farr value
fm fm £m
Financial liabilities measured at carrying and fair values o
fmar\c\a\ liahilities at fair value through profit or |_DGS‘ ) -
Held for irading -~ derivatives 1,083 B 936 1,083
Designated upon initial recognition:
Borrowings ) 127 13 127
Net asset velue attributable to unitholders’ 2,659 - 2,669
Investment contract liabilities' - 114,463 - 114,463
Financial liabiflities measured at amortised r:ost ]
Borrowings ) 2,088 2,048 2,011
Depaosits regeived from reinsurers 4,438 ) 4,077 4,438
Obligations for repayment of collateral received 2,645 - 2,648
Total financial liabilities 127,484 127,436

1 Thase assets and habilities have no expected settlemant date.

2 Comparauve figures have baen restated to ensura a cansislent presertation for all similar nems across the Group's subsidianies, following the acquisition of the Standard Life

Assurance businasses in 2018, Sse note AT for further details,

3 lotal financial assets includes £1,263 millon of assets held v a collateral account pertaimng ta the PGL pensian scheme buy-n agreement See note G1.2 for ‘urther details.
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E1.2 IFRS 9 Temporary exemption disclosures

Following application of the temporary exemption granted to insurers in IFRS 4 insurance Contracts from applying IFRS 9 Financial

Instruments {see note Ab) the table below separately identifies financial assets with contractual cash flows that are solely payments of
principal and interest {'SPPI'} (excluding those held for trading or managed on a fair value basis) and all other financial assets, measured

at fair value through profit or loss.

2019 2018
£m £m
Financial assets with contractual cash flows that are SPPI excluding those held for trading or
managed on a fair value basis: o o
Loans and deposits . ,EE P 423_
. Cashand cash equivalents o el 4,466 4,928
Accrued income . S 160 151
" Other receivablas . 1,199 1,026
All other financial assets that are measured at fair value through profit or loss? 218,355 204,398

1 Cther recavables excludas deferred acquisition costs,

Z The cnange in farr value during 2018 o all osher finaraa! essets tha: ere meessured at fair value through prof tor kass 1s a £20,221 millian gain (2018 £12,982 mdhon loss).

An analysis of credit ratings of financial assets with contractual cash flows that are SPPI, excluding those held for trading or managed on a fair

value basis, 15 provided below:

2019 AAA AA A BBB BB and below Non-rated’ Unitlinked Total
Carrying value £m £m £m £m £m £m £m £m
Loans and deposits - 21 47 164 - 284 - 516
Cash and cash equivalents 295 733 3,105 23 - 270 40 4,466
Accrued income - - - -~ - 160 - 160
Other raceivables - - - = - 1,199 - 1,199

295 754 3,152 187 - 1,913 40 6,341
2018 ABA Al A BBE  BYend below Non-rated Unitdinked Total
Camying value £m £m £m Em £m £m £mn £m
Loans and deposits - 7 46 - - 370 - 423
Cash and cash equiva\en_ys.' R 327 847 1,836 1,265 - 450 _ 101 4,926
Accrued income - - - - - 181 - 151
Other receivables - - - - - 1028 - 1,026

327 9h4 1.882 1,265 - 1,897 101 5,528

1 The Group has assessad its non-ated assets as Paving a low credit nsk.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILTIES continued

E2. Fair Value Hierarchy

E2.1 Determination of fair value and fair value hierarchy of financiol
instruments

Level 1 financiah instruments

The fair value of financial iInstruments traded In active markets (such
as exchange traded securities and derivatives) is based on quoted
market prices at the period end provided by recognised pricing
services. Market depth and bid-ask spreads are used to corrcborate
whethear an active market exists for an instrument. Greater depth and
narrower bid-ask spread indicate higher liquidity in the instrurment
and are classed as Leval 1 inputs, For collactive investment
schemes, fair value 1s by reference to published bid prices.

Level 2 financial instruments

Financial instruments traded in active markets with less depth or
wider bid-ask spreads which do not meet the classification as Level 1
inputs, are classified as Level 2. The fair values of financial
instruments not traded In active markets are determined using
hroker quotes or valuation techniques with observable market inputs.
Financial instruments valued using broker quotes are classified at
Level 2, only where there is a sufficiant range of available quotes.
The fair value of over the counter derivatives is estimated using
pricing models ar discounted cash flow technigues. Collective
investment schemes where the underlying assets are not priced
using active market prices are determinad to be Level 2 instruments.
Where pricing models are used, inputs are basad on market related
data at the periad end. Where discounted cash flows are used,
estimated future cash flows are based on management’s best
estimates and the discount rate used is a market related rate for a
similar instrument.

Level 3 financial instruments

The Groun's financial instruments determined by valuation
technigues using non-observable market inputs are based on a
combination of independent third party evidence and internally
developed models. In relaticn to investments in hedge funds and
private equity iInvestments, non-chservable third party evidence in
the form of net asset valuation statemants is used as the basis for
the valuation. Adjustments may be rmade to the net asset valuation
where other evidence, for example recent sales of the underlying
investments in the fund, indicates this is reguired. Securities that are
valued using broker quotes which could not be corroborated across a
sufficient range of quotes are considered as Level 3. For & small
number of investment vehicles and debt securities, standard
valuation modeis are used, as due to their nature and complexity
they have no external market. Inputs into such models are based on
observable market data where applicable. The fair valug of loans,
derivatives and some borrowings with no external market is
determined by internally developed discounted cash flow models
using appropriate assumptions corrobarated with extarnal market
data where possible,

For financial instruments that are recognised at fair value on a
recurring hasis, the Group determines whether transfers have
occurred between levels in the hierarchy by re-assessing
categonisation (based on the lowast level input that s significant to
the fair value measurement as a whole) during each reporting period.

Fair value hierarchy information for non-financial assets measured at
fair value is included in note G3 for owner-occupiad property and in
note G4 for investrment property.
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E2.2 Fair value hierarchy of financial instruments

The tables below separately identify financial iInstruments carred at
fair value from those measured on another basis but for which fair
value I1s disclosed.

Total fair
Level 1 Level 2 Level 3 value
2019 £m £m £m £m
Financial assets measured
at fair value o
Derivatives 284 3,995 175 4,454
Financial assets designated at
FVTPL upon inital recognition: -
Equities 57,383 - 1,596 58,979
Investment in associate 513 - - 513

Debt securitias 38176 31,911 6,026 76113

Collective mvestment

schemes (67813 _ 1256 _ 64669415
Reinsurers' share of
investment contract liabilities 8,856 25 - 8,881
172,441 33,192 8,268 213,901
Total financial assets
measured at farr value 172,725 37,187 8,443 218355
Financial assets for which
fair values are disclosed
Loans and deposits at
amortised cost - 516 - 516
172,725 37,703 8,443 218,81
Total fair
Level 1 Level 2 Level 3 value
2019 fm fm fm £m
Financial liabilities
measured at fair value
Derivatives 76 584 74 734
Financial liabilities designated
at FVTPL upon initial
recognition;
Borrowings - - 99 a9
Net asset value attributable
to unit-holders o 3143 - - 3,149
Investrment contract
liabiltes - 120,773 - 120,773
3,149 120,773 93 124,021
Total financial lisbilities
measured at fair value 3,225 121,357 173 124,755
Financial liabilities for which
fair values are disclosed
Borrowings at amorti:s'eg_c'qst - 1974 249 2223
Deposits received from
reinsurers - 4213 - 4213
Total financial liabilities for
which fair values are disclozed - 6,187 243 6436
3,225 127,544 422 131,11




Tatal fair

E2.3 Level 3 Financial instrument sensitivities

,2551[2[93 Lev?nl LEVE&'”E ;evilr: Valgrﬁ Level 3 investments in equities {including private equity and unlisted
i ial " 4 propery investment vehicles) and collective investment schemes
|tnfa|.1c|a Iasse S measure (including hedge funds) are valued using net asset statements provided
atlair value by independent third parties, and therefore ro sensilivity analysis has
Derivatives 348 3,288 162 3,798 been prepared.
Financial assets designated at
FVTPL upon initial recognition: E2.3.1 Debt securities
‘ : 2018
Equities 51,347 - 1389 52718 2019 restateq’
Investment in associate A96 - - A96 Analysis of Level 3 dabt securities £m £rn
Debt secunties 39,735 27,220 4410 71,365  nquoted corporate bonds
Collective investment Local authority loans 262 225
schemes 65,680 1.218 793 67,692 Private placements 1,147 776
Reinsurers' share of Infrastructure loans 341 170
investment contract habilities 8,295 36 - 8331 Equity release_ mortgages 2781 2,020
165,553 78475 6,572 200,800 Commercial real estate loans 388 443
Income strips 690 6641
Total fmaémlalfassetls e5901 31763 6734 204398 Bridging loans to private equity funds 320 -
measured at fai 5,901 1, X , . -
- . ! vfa ue hich Corporate transactions {see £2,3.3) 43 66
inancial assets for whic o
fair values are disclosed Other 54 %0
Loans and depasits at B Total Level 3 debt securities 6,026 4410
amonised cost — 423 - 423 1 Seenote Al tor details of the restaterments.
165,901 N J734 204 827 .
32,186 6.734 2048 Debt secunties categorised as Level 3 investments predominantly
comaprise unguoted corporate bonds, equity release mortgages,
Toral far commercial real estate loans, income strips, bridging loans to private
2018 Le"eﬁ'r; Le"f:'nf Le"‘?ri "al,“r: equity funds and cerporate transactions. The remaming Level 3 debt
" T securities are valued using broker guotes. Although such valuations
Financial liabilities are sensitive to estmates, it is balieved that changing one or more
measured at fair value - of the assumptions to reasonably possible alternative assumptions
Dernvatives 73 911 109 1,083  would not change the farr value significantly. These assets are
Financial liabilities designated wypically held 1o back investment contract tiabilities and participating
2t FVTPL upon initial investrments contracts and therefore fair value movements in such
recognition: financial assets will typically be offset by carresponding movernents
Borrowings - - 127 127 m liablities.
Net asset value attributable The Group holds unqueted corporate bonds comprising investments in
to unithoiders 2,658 = — 2853 |ocal authority loans, private placements and infrastructurs loans with a
investment contract llabiities - 114,463 — 114,483 total value of £1,7%0 million {2018 restated. £1,171 millicn). These
2 659 114 483 177 117.249 unauated corporate bonds are secured on various assets and are
- - : valued using a discounted cash flow model. The discount rate is made
up of a risk-free rate and a spread. The risk-free rate is taken from an
Total financial habilites appropriate gilt of comparable duration. The spread is taken from a
measured at fair value 2,732 115,374 236 118,342 baskst of comparable securities. The valuations are sensitive to
Financial liabilities for which movements in this spread. An increase of 35bps would decrease the
fair values are disclosed value by £81 million {2018: £50 million) and a decrease of 35bps would
Borrowings at amortised cost - 1,782 259 2,011 increase the value by £87 million (2018 £52 million).
Dgposits recerved from Included within debt securities are investments in equity release
reinsurers - 4438 - 4438 mortgages with a value of £2,781 milion (2018 £2,020 million).
Total financial liabilitizs for The loans are valued using a discounted cash flow rmodel and a
which fair values are disclosed - 6190 269 6,449 Black-Scholes model for valuation of the No-Negative Eguity
2732 121 564 495 124 791 Guarantee {'NNEG’}). The NNEG caps the loan repayment in the

1 Seanate A1 for denals of the restaterments.

event of death or entry into long-term care to be no greater than
the sales proceeds from the property.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES confinued

E2. Fair Value Hierarchy continved

E2.3 Level 3 Financial instrument sensitivities continued

E2.3.1 Debt securities continuad

The future cash flows are estimated based on assumed levels of
mortality derived from published mortahty tables, entry into long-term
care rates and voluntary redemption rates. Cash flows include an
allowance for the expacted cost of providing 2 NNEG assessed under
a real world approach using a closed form model including an assumed
level of property value volatility. For the NNEG assessment, property
values are indexed from the latest property valuation point and then
assumed to grow in Ine with Office for Budget Responsibility forecasts
In the short term and according to an RPI based assumption thereafter.

Cash flows are discounted using & risk free curve plus a spread,
where the spread is based on recent originations, with margins to
allow for the different risk profiles of ERM loans,

Considering the fair valuation uses certain inputs that are not market
observable, the fair value measurement of these loans has been
categorised as a Level 3 far value. The key non-market cbservable
input 1s the voluntary redemption rate, for which the assumption vanes
by the arigin, age and loan to value ratio of each portfolio. Experience
analysis is used to inform this assumption; however, where experience
is imited for more recently originated loans, significant expert
judgemant Is raquired.

The significant sensitivities anse from movements in the vield curve,
inflation rate and house prices. An increase of 100bps in the vield curve
would decrease the value by £265 million {2018: £183 million) and a
decrease of 100bps would increase the value by £296 million (2018
£208 milhon). An increase of 19 in the inflation rate would increase the
value by £26 million {2018. £11 million) and a decrease of 1% would
decrease the value by £43 million {2018: £21 million).

An incraase of 10% in house prices would increase the value by

£15 million {2G78: £6 million) and a decrease of 10% would decrease
the value by £25 milion (2018. £14 million). An increase of 5% in
mortality would decrease the value by £8 million (2018 £5 million) and
a decrease of 5% in mortality would ingrease the value by £5 million
2018: £3 million). An increase of 15% in the voluntary redemption rate
would decrease the value by £17 million {2018 £9 mullion) and a
decrease of 15% in the voluntary redemption rate would increase the
value by £15 million (2018 £7 million).

Also included wathin debt securities are investrents In commercial
real estate loans of £388 miflion (2018; £449 million). The loans are
valued using 2 model which discounts the expected projected future
cash flows at the nsk-free rate plus a spread derived from a basket
of comparable securities. The valuation is sensitive to changes in the
discount rate. An increase of 35bps in the discount rate wauld
decrease the value by £7 million {2018: £7 million) and a decrease of
35bps would increase the value by £7 million (2018: £8 million).

Also included within debt securities are income strips with a value

of £690 million {2018 £654 million). Income strps are transactions
where an owner-occupier of a property has sold a freehold or long
leasehold interest to the Group, and has signed a long lease (typically
30-45 years) or a graund lease (typically 45-175 years) and retains the
right te repurchase the property at the end of the lease for a nominal
sum {usually £1). The income strips are valued using an income
capitalisation approach, where the annual rental income is capitalised
using an appropriate vield. The yield 1s determined by considering
recent transactions involving similar income strips. The valuation

1S sensitive to movements in yield. An increase of 35bps would
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decrease the value by £66 million (2018 £70 milion) and a decrease
of 35bps would increase the value by £79 million (2018: £79 million).

E2.3.2 Borrowings

Included within borrowings measured at fair value and categonsed as
Level 3 financial liabilities are property reversion loans with a value of
£95 million {2018: £127 million}, measurad using an internally
developed maodel. The valuation is sensitive to key assumptions of
the discount rate and the house price inflation rate. An increase in
the discount rate of 1% would increase the value by £1 million {2018
£2 millicn) and a decrease of 19% would decrease the value by

£1 millien (2018: £2 million). An increase of 1% in the house price
inflation rate would decrease the value by £1 miliion (2018:

£2 milkon] and a decrease of 1% would ingrease the value by

£1 millon (2018. £1 million).

£2.3.3 Corporate transactions

Included within financial assets and liabilites are related dobt
securities of £43 million {2018; £66 million), borrowings of £nil {2018:
£13 milllon) and derivative labilities of £4 mitlion {2018: £13 million)
pertaning to a reinsurance and retracaession arrangement {(see note
E3 2 for further information on thase arrangements). These assats
and liabilities are valued using a discounted cash flow model that
inciudes valuation adjustments in respect of liquidity and credit rsk,
At 31 December 2019, the net of these balances was an asset of
£33 million (2018 asset of £40 milhon). The valuation is sensitive to
movements in the euro swap curve. An increase of 100bps in the
swap curve would decrease the aggregate value by £2 million (2018:
£2 million) and a decrease of 100bps would increase the aggregate
value by £2 million {2018 £2 million).

Included within derivative assets and derivative liabilites are longevity
swap contracts with corporate pension schames with a fair value of
£134 million {(2018: £162 million) and £70 million {(2018; £96 rmilkon)
respectively. These derivatives are valued on a discounted cash flow
basis, key inputs to which are the EIOPA interest rate swap curve and
RPI and CPlinflation rates.

An increase of 100bps in the swap curve would decrease the net
value by £13 million {2018 £18 mullion) and a decrease of 100bps
would increase the net value by £17 million (2018 £22 million). An
increase of 1% in the RPI and CPI inflation rates would increase the
value by £10 million {2018: £13 mullion) and a decrease of 1% would
decrease the value by £10 million {2018: £15 million),

EZ2.3 .4 Derivatives

Included wathin denvative liabllities are forward local authonty loans,
forward private placements and forward infrastructure loans with a
value of £41 million {2018: £nil). These investments include a
commitment 1o acquire or provide funding for frxad rate debt
nstruments at specified future dates. These investments are valued
using a discounted cash flow model that takes a comparable UK
Treasury stock and applies a credit spread to reflect reduced liguidity.
The credit spreads are derived from a basket of comparable
securities. The valuations are sensitive to movements in this spread.
An increase of 35bps would decrease the value by £25 million {2018:
16 millon) and a decrease of 35bps would increase the value by
£28 million {2018: £17 million).



£2.4 Transfers of financial instruments between Level 1 and Level 2

From From
Level 1to Level 2 to
Level 2 Level 1
2019 fm £m
Financial assets measured at fair value
Financial assets designated at FVTPL upon initial recognition: ~
Collective investment schemes 19 16
Debt securities 349 25
From From
Level 110 Level 210
Level 2 Level 1
2018 £ frn
Financial assets measured at fair value
Financial assets designated at FVTPL upon initial recognition: B
Debt securities 86 162

Consistent with tha prior year, all the Group's Level 1 and Level 2 assets have been valued using standard market pricing sources.

The application of the Group's fair value higrarchy classification methodology at an individual security level, in particular observations with
regard to measures of market depth and bid-ask spreads, resulted in an overall net movement of financial assets from Lavel 1 to Level 2 in
the current period and fram Level 2 to Level 1 1n the comparative pariod.

EZ.5 Movement in Level 3 financial instruments measured at fair value

Unrealised
gains/
Net {losses) on
gains/{losses) Transfers  Transfers to At assets held at
At 1 January in income Effect of from Level 1 Level 1 31 December end
2019 statement purchases Sales and Levetl 2 and Level 2 2019 of period
2019 £m £m £m £m £m £m £m £m
Financial assets
Dernvatives 162 13 - - - - 175 13
Financial assets designated at
FVTPL upon initial recogrition: ) o
Equities 1,369 65 307 . (387) 242 - 1,596 . 32
Debt securities 4,410 378 1,961 {721} 1 {3) 6,026 322
Collective investment schemes 793 {135] 1 {13} - - 646 (136)
6,572 308 2,269 {1,121} 243 {3) 8,268 218
6,734 321 2,269 {1,121} 243 (3} 8,443 231
Unrealised
Transfers gains on
Net gains from Transfers to At Liabilities
At 1 January in income Effect of Level 1 and Level1and 31 Decembaer held at end
2019 statement purchasas Repayments Level 2 Level 2 2018 of period
2019 £fm £fm £m £m £m £m £m £m
Financial liahilities
Dervatives 109 (35) - - - - 74 {35}
Financial liabilities designated at
FVTPL upon intal recogrition:
Borrowings 127 {6) - {22) - - 89 {6}
236 41) - (22} - - 173 {40}
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES confinued

E2. Fair Value

Hierarchy continved

EZ2.5 Movement in Level 3 financial instrumants measured at fair value continued

Unreahsed
Net gains/ gainsfilossas
At {logses] in Effact of Transters t¢ At on assats
1 January income acqu sitigns/ Leveal 1 31 December held a2 ena
2018 2018 staternent rurchases Sales and Level 2 2018 of penod
restated’ £m £m £m £m £m £m £m
Financial assets
Derivatives 144 18 - - - 162 18
Financial assets designated at FVTP|
upcn initial recognition: N
Equities 607 205 839 (282) - 1,369 147
Debt securities ) B _1_,_8_55 B 20 2,717 (174) 8) 4,41 O,,, B 35
Collective investment schemes 49 (81 802 7 - 783 47
} 2,511 174 4,358 {483) . {8) 8,572 135
2,655 192 4,358 1463) () 8,734 153
Unrealised
lcsses on
At Nat iossas in Eftact of Transfers to At liatulives
1 January nzame acqustions/ Level - 31 December held at end
2018 statement purcnases Repayments and Lewve| 2 2018 of perzd
2018 fm £ra £rm fm Em £rr £m
Financial liabilities .
Deratives 100 11 - - (2} 109 11
Financial liabilities designated at FVTPL
upon initial rccogp@n:
Borrowings 182 - (87} - 127
282 13 - {57} (2) 238 13

1 See note Al for details of the restatements.

Gains and losses on Level 3 financial instruments arg inctuded in net investment iIncome in the consohdated income statement. There were
no gains or losses recognised in other comprehensive income in either the current or comparative period.

180

PHOENIX GROUP HOLDINGS PLC ARNNUA1 REPORT & ACCOUMNTS 2019




E3. Derivatives

The Group purchases derivative financial Instruments principally In connection with the management of its insurance contract and investment
contract liabilities based on the principles of reduction of rnisk and efficient portfolio management. The Group does not typically hold
derivatives for the purpose of selling or repurchasing in the near term or with the objective of generating a profit from short-term fluctuations
in price or margin. The Group also holds derivatives to hedge financial liabilities denominated in foreign currency.

Dervative financial instruments are largely classified as held for trading. Such instruments are recognised nitially at far value and are
subsequently remeasured to farr value. The gain or foss on remeasurement to fair value is recognised In the consolidated income statement.
Dervatve financial instruments are not classified as held for trading where they are designated as a hedging instrument and where the
resultant hedge is assessed as effective. For such instruments, any gain or loss that anses on remeasurement to fair value is intially
recognised in other comprehansive income and is recycled to profit or foss as the hedged item impacts the profit or loss. See note E1 for
further details of the Group's hedging accounting policy.

E3.1 Summary

The fair values of derivative financial instruments are as follows:
Assats Liahilities Asscls L abihtes
2019 2019 2018 2018
£m £m £m £m
Farward currency 138 90 B0 79
Cradit default swaps 138 33 13 17
Contracts for difference 1 - 1 2
Interest rate swaps 1,738 143 1,959 895
Total return bond swaps 33 - 10 4
Swaptions 1,800 16 812 3
inflation swaps 46 111 34 46
Equity options 344 161 b53 59
Stock index futures 10 52 45 23
Fixed income futures 70 54 47~ 50
Retrocession contracts - 4 . - 13
Longevity swap contracts o . 134 70 162 96
Currency futures o i ) 2 - - 3
Foreign exchange options B B - - - 2 -
Total return equity swaps - - - 3
4,454 734 3,798 1,083

E3.2 Corporale fransactions

The Group has in place longevity swap arrangements with corporate pension schemes which do not meet the definition of insurance
contracts under the Group's accounting policies. Under these arrangermants the majority of the longevity risk has been passed 1o third parties.
Derivative assets of £134 million and derivative liabilities of £70 million have been recognised as at 31 December 2019 {2018: £162 million
and £96 million respectively).

In addition, the Group has entered into a transaction under which it has acceptad rensurance on a portfolio of single and regular premium life
insurance policies and retroceded the majority of the insurance risk. Taken as a whole, this transaction does not give rise to the transfer of
significant insurance risk to the Group and therefore does not meet the definition of an insurance contract under the Group's accounting
policies. The fair value of amounts due from the cedant are recognised within debt secunties (see note E1). The fair value of amounts due

to the ratrocessionaire are recognised as a dervative liability and totalled £4 million at 31 December 2019 {2018: £13 million).
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Notes to the Consolidated Financial Statements continuad

E. FINANCIAL ASSETS & LIABILITIES continued

E4. Collateral Arrangements

The Group receves and pledges collateral in the form of cash or non-cash assets in respect of stock lending transactions, dervative contracts
and rainsurance arrangements in order to reduce the credit rsk of these transactions. The amaunt and type of collateral required where the
Grougp receives collateral depends on an assessment of the credit risk of the counterparty.

Collateral received in the form of cash, where the Group has contractual nghts to receive the cash flows generated, I1s recognised as an assst in
the staternent of consolidated financial position with a corresponding liability for its repayment. Non-cash collateral received is not recognised in
the statement of consolidated financial position, unless the counterparty defaults on its obligations under the relevant agreement.

Non-cash collateral pledged where the Group retains the contractual rights to receive tha cash flows generated is not derecognised from the
statement of consclidated financia! position, unless the Group defaults on its obligations under the relevant agreement. Cash collateral
pledged, where the counterparty has contractual rights to receve the cash flows generated, Is derecognised from the statement of
consolidated financial position and a corresponding receivable is recogrnised for its return.

E4.1 Financial instrument collateral arrangements
The Group has no financial assets and financial liabilities that have been offset in the statement of consclidated financial position &s at
31 December 20153 {2018 none).

The table below contains disclosures related to financial assets and financial liabilities recognised in the statement of consolidated financial
paosition that are subject to enforceable master netting arrangements or similar agreements. Such agreements do not meet the criteria for
offsetting in the statement of consolidated financial position as the Group has no current legally enforceable right to offset recognised
financial Instruments. Furthermore, certain related assets received as collateral under the netting arrangements will not be recognised in the
statement of consolidated financial position as the Group does not have permission 10 sell or re-pledge, except in tha case of default, Details
of the Group's ccllateral arrangements in respect of these recognised assets and liabilities are provided below.

Related amounts not offset

Gross and net Financial

amounts of instruments

recognised and cash
financial collateral Denivative Net
2019 assets received liabilities amount
Financial assets fm £m £m £m
OTC derivatives ) ) 3,908 3,542 43 323
Exchange traded denvatives ) 546 6 - 540
Stock lending 3,050 3,050 - -
Total 7,504 6,598 43 863

Related amounts not offset

Gross and net Financial

amounts of instruments

recagnised and cash
financial collateral Derivativa Net
{iabilities pledged assets amount
Financial lizbilities £m £m £m £m
OTC derivatives B 650 313 43 294
Exchange traded derwatives 84 10 - 74
Total 734 323 43 368
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Related amaourts not offset

Gross and ~et

amounts of F ~ancial

recogrised instruments and
Priancial  cash collateral Darivative Net
2018 assets ~ecewved habilt &3 amaurn
“inancial assets £ Em £m £m
OTC derivatives 3,430 2,804 455 176
Exchange traded derivatives 363 34 - 328
Stock lending 2,417 2,417 - -
Taotal 6,215 5,255 455 505

Related amounts not offset

Gross and net

amounts of Francial

recagrused Insru~erts and
financial  cash collateral Denvative Net
lahilites pledged Assets amount
Financial habilt es £m £m £m £m
OTC derivatives 1,009 554 455 -
Exchange traded derivatives 84 8 - 76
Total 1,083 562 455 76

E4.2 Derivative collateral arrangements

Assets accepted

It is the Group's practice to obtain collateral to mitigate the counterparty risk related to over-the-counter ('OTC') dervatives usually in the form
of cash or marketable financial instruments.

The fair value of financial assets accepted as collateral for OTC dervatives but not recognised in the statement of consolidated financial
position amounts to £437 million (2013; £374 million}.

The armaunts recognised as financial assets and liabilities from cash collateral received at 31 December 2018 are set out below.

OTC derivatives

2019 2018

£m £m
Financial assets 3.671 2,618
Financial liabilities {3.671) (2,619

The maximum exposure to credrt sk in respect of OTC derivative assets is £3,908 million {2018 £3,435 million) of which credit risk of
£3,585 rmullion {2018: £3,259 million) is mitigated by use of collateral arrangements {which are settled net after taking account of any OTC
derivative lizbilities owed to the counterparty).

Credit risk on exchange traded derivative assets of £546 million {2018 £363 million) 15 mitigated through regular margining and the protection
offered by the exchange.

Assets pledged
The Group pledges collateral in respect of its QTC derivative iablities. The value of assets pledged at 31 December 2019 1n respect of OTC
derivative liabilities of £650 million {2018: £1,008 million} amounted to £692 million {2018: £554 million).

E4.3 Stock lending collateral arrangements
The Group lends listed financial assets held in its investrment portfolio to other institutions.

The Group conducts stock lending only with welkestablished, reputable nstitutions in accordance with established markeat conventions, The
financial assets do not qualify for derecognition as the Group retains all the risks and rewards of the transferred assets except for the voting nights.

[t is the Group's practice to obtain collateral in stock lending transactions, usually in the form of cash or marketable financial instruments.

The fair value of financial assets accepted as such collateral but nat recognised m the statement of consolidated financial position ameunts to
£3,306 millon (2018: £2,746 million).
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Notes to the Consolidated Financial Statements confinued

E. FINANCIAL ASSETS & LIABILITIES continued

E4. Collateral Arrangements continued

E4.3 Stock lending collateral arrangements continued

The maximum exposure to credit nsk in respect of stock lending transactions is £3,050 million {2018: £2,417 million) of which credit risk of
£3.050 million {2018: £2.417 million} is mitigated through the use of collateral arrangements.

Ed.4 Other colloteral arrangements
Details of collateral received to mitigate the counterparty risk arising from the Group's reinsurance transactions is given in note F3.

Collateral has also been pledged and charges have been grantad in respect of certain Group borrowings. The details of these arrangements
are set cut in note E5.

E5. Borrowings

The Group classifies the majority of its interest bearing borrowings as financial liabilities carried at amortised cost and these are recognised
initially at fair value less any attributable transaction costs. The difference between initial cost and the redemption value 1s amortised through
the consolidated income staternent over the period of the borrowing using the effactive interest method.

Certain borrowings are designated upon initial recognition at fair value through profit or loss and measured at fair value where doing so
provides more meaningful infarmation due to the reasons stated in the financial liabilites accounting policy fsee note E1). Transaction costs

relating to borrowings designated upon initial recognition at fair value through profit or loss are expensad as incurred.

Borrowings are classified as either policyholder or sharshclder barrowings. Palicyholder borrowings are those borrowings where there is
either no ar limited shareholder exposure, for example, borrowings attributable to the Group's with-profit operations.

E5.1Analysis of borrowings

Carrying value Fair value
2019 2018 2019 2018
£m £m £m fm
Limited recourse bonds 2022 7.59% {nols a} o 35 45 38 [2l4]
Property reversions loan (note b) - - 99 114 99 114
Retrocession contracts [note ¢) - 13 - 13
Total policyholder barrowings 134 172 137 177
£200 million 7.25% unsecured subordinated loan (noted) o 196 186 211 209_
£300 million senior unsecured bond (note e} N 121 121 30 132
£428 millon Tier 2 subordinated notes (note h} i 426 426 503 441
£450 million Tier 3 subordinated notes (note 1) 449 443 473 447
US $500 million Tier 2 bonds {note j) ) 376 390 396 342
€500 million Tier 2 bends {note k) - 417 443 472 380
Total shareholder borrowings B R 1,985 2,014 2,185 1,961
Total borrowings 2,119 2,186 2,322 2,138
Amount due for settlement after 12 months 2,107 A 2,174

Q

. In 1998, Mutual Secuntisation plc raised £260 million of capital through the secuntisation of Embeddead Value on a block of existing unit-linked
and unitised with-profit Ife and pension policies. The bonds were split between two classes, which ranked par passu and were listed on the
lrish Stock Exchange. The £140 million 7.39% class AT limited recourse bonds matured in 2012 with no rernaining outstanding principal. The
£120 milken 7.59% class A2 limited recourse bonds with an outstanding principal of £36 millien (2018. £48 million) have an average remaining
life of 1 year and mature in 2022. Phoenix Life Assurance Limited ('PLAL") has provided collateral of £14 mullion (2018: £21 mulion) to provide
sacunty to the holders of the recourse bonds in issue. During 2018, repayments totalling £12 million were made (2018 £12 milion).

o

. The Property Reversions loan from Samander UK plc {'Santander’) was recognised in the consolidated financial statements at fair value. it
relates to the sale of Extra-ncome Plan policies that Santander finances to the value of the associated propearty reversions. As part of the
arrangemeant Santander receive an amoeunt calculated by reference to the movement in the Halifax House Price Index and the Group is required
to indemnify Santander against profits or losses anising fram mortality or surrender experience which differs from the basis used to calculate
the reversion amaount. Repayment will be on a policy-by-policy basis and 1s expected to occur over the next 10 ta 20 years. During 2018,
repayments totalling £22 million were made (2018: £25 million). Note G4 contains details of the assets that support this loan.
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L Im Jduly 2012, AXIA Insurance Limited [AXIA’) provided financing to Abbey Life, a Group company, for Abbey Life 1o in turn provide the

financing for the securitisation of the future surplus arising on a block of 1.7 million bte insurance policies criginating from the wholly cwned
Spanish and Portuguese insurance subsidaries of Banco Santander, S.A. {the 'Cedants’). This transaction was execuied in the form of a
reinsurance and retrocession arrangement that, taken as a whole, does not meat the definition of an insurance contract under the Group's
accounting policies (see note E3.2). Abbey Life receved an upfront reinsurance commission from AX|A and makes monthly repayments
based on the surplus emerging from the securitisad policies as defined in the contracts. The repayments comprise @ minimum guaranteed
surplus amount and a share of any excess surplus, net of a fee and certain other amounts. Any excess amount serves to accelerate the
repayment of the principal. Repayments are contingent on the receipt of payments due from the Cedants. Repayment of the loan principal
is expected to occur by 2021, The conwacts are recognised in the consolidated financial statements at far value. On 31 December 2018,
the retrocession contracts were transferred from Abbey Life 1o Phoenix Life Limited {'PLL"), another Group company, under the terms of a
scheme under Part VIl of the Financial Services and Markets Act 2000.

The cantracts are recognised in the consolidated financial statements at fair value, which in the prior year was a hability of £13 millian
presented within borrowings and in the current year is an asset of £24 million presented within debt secunties. The asset represents the
excass of the fair value of the future fees under the reinsurance agreement over the remaining financing liability.

. Scottish Mutual Assurance Limited issued £200 million 7.25% undated, unsecured subordinated loan notes on 23 July 2001 {'PLL

subordinated debt’). The earliest repayment date of the notes is 25 March 2021 and thereafter on each fifth anniversary so long as the
notes are outstanding. With effect from 1 January 2009, following a Part VIl transfer, these loan notes were transferred into the
shareholder fund of PLL. In the event of the winding-up of PLL, the right of payment under the notes is suberdinated to the nghts of the
higher-ranking creditors {principally policyholders). As a result of the acquisition of the Phoenix Life businesses in 2009, these subordinated
loan notes were acquired at their fair value and as such, the outstanding principal of these subordinated loan notes differs from the carrying
valug In the statement of consolidated financial position. The fair value adjustments, which were recognised on acquisition, will unwind
over the remaining life of these subordinated loan notes. With effect from 23 December 2014, minor modifications were made to the
terms of the notes to enable them to qualify as Tier 2 capital for regulatory reperting purposes. Expensas incurred in effecting these
madifications amounted to £10 million. Given the madifications were not substantal, the carrying amount of the liability was adjusted
accordingly and the expenses are being amortised over the life of the notes.

. On 7 July 2014, the Groun's finarcing subsidiary, PGH Capsal ple '/PGHC), issued a £300 million 7 year senior unsecured bond at an annual

coupon rate of 5.75% {'£300 million senior bond’). On 20 March 2017, Old PGH was substituted in place of PGHC as issuer of the £300 millicn
senior bond. On 5 May 2017, Old PGH completed the purchase of £178 million of the £300 millian senior bond at a premium of £25 million in
excess of the pringipal amount. Accrued interest an the purchased bonds was settled on this date. On 18 June 2019, the Cormpany was
substituted in place of Old PGH as issuer of the £300 million 7 year senior unsecured bend.

. in 2018, the Group had in place an unsecured revolving cradit facility {"the faclity?), matuning in June 2022, Old PGH drew down £295 million

under the facility on 31 August 2018. Fallowing the issuance of €500 million Tier 2 bond on 24 September 2018, the facility was fully repaid
and remainad undrawn at 31 Dacermber 2018. On 12 December 2018, the Company became an additional borrower and guarantor under the
facility. On 27 June 2018, the Company replaced this facility with a new £1.25 billon unsecured revolving credit facility {see item I).

. On 23 February 2018, Old PGH entered into an acquisition facility with an aggregate principal amount of £600 million and the Company became

an additional borrower and guarantor under the acquisition facility on 12 December 2018 On 27 June 2019, the facility was cancelled.

. On 23 January 2016, PGHC issued £428 million of subordinated notes due 2025 at a coupon of 6.625%. Fees associated with these notes

of £3 million were defarred and are being amortised over the Iife of the notes in the staterment of consolidated financial positon. Upon
exchange £32 million of these notes were held by Group companies. On 27 January 2017, £17 million of the £428 million subordinated
notes held by Group companies were sold to third parties and a further £16 millon were sold to third parties en 31 January 2017, thereby
increasing external barrowings by £32 million. On 20 March 2017, Old PGH was substituted in place of PGHC as issuer of the £428 million
subordinated notes and then on 12 December 2018 the Company was substituted in place of Old PGH as 1ssuer.

. On 20 January 2017, PGHC 1ssued £300 mitlion Tier 3 subordinated notes due 2022 at a coupon of 4.125%. On 20 March 2017, Cld PGH was

substituted In place of PGHC as issuer of the £300 million Tier 3 subordinated nates. Gn 5 May 2017, Old PGH completed the issue of a further
£150 million of Tier 3 subordinated notes, the terms of which are the same as the Tier 3 subordinated notes issued in January 2017, The Group
received a premium of £2 million in excess of the principal amount. Fees associated with these nctes of £5 million were deferred and are being
amortised over the life of the notes. On 12 December 2018 the Company was substituted in place of Old PGH as issuer.

. On 6 July 2017, Old PGH 1ssued US $500 million Tier 2 bonds due 2027 with a coupon of 5.375%. Fees associated with these notes of

£2 milon were deferred and are being amortised over the life of the notes. On 12 December 2018 the Company was substituted in place
of Old PGH as 1ssuer.

. On 24 September 2018, Old PGH issued €500 million Tier 2 notes due 2029 with a coupon of 4.375%. Fees associated with these notes

of £7 million were deferred and are being amertised over the life of the notes. On 12 December 2018 the Company was substituted in
place of Old PGH as issuer.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES continued

E5 Borrowings continved
E51 Anc1|ysis of borrowings conlirued

I On 27 June 2019, the Company replaced its £900 millon unsecured ravolving cradit facility {see item fi with a new £1.25 billon unsecured
revolving credit facility {the ‘revolving facility’), maturing in June 2024, There are no mandatory or target amortisation payments associated
with the facility but the facility does include custornary mandatory prepayment obligations and voluntary prepayments are permissible. The
facility accrues interest at a margin over LIBOR thatis based on credit rating. On 23 October 2019 the Company drew down £100 million
under the revolving facility, the balance was fully repaid on 25 Novernber 2019 and the facility remains undrawn as at 31 December 2013,

Changes to the Group's borrowings since 31 December 2019 have been detalled in note 17,

E5.2 Reconciliation of lighilities arising from financing
The table below details changes in the Group’s liabilities arising from financing activities, including both cash and non-cash changes {with the
exception of lease liabilities, which have been included in note G10). Liabilities ansing from financing activities are those for which cash flows
werg, of future cash flows will be, classified in the Group's consolidated statement of cash flows as cash flows from financing activities.

Cash movements

Non-cash movements

At Movement At

1 January New Changes in in foreign Other 31 December

2019 borrowings,  Repayments fair value exchange  Movements’ 2019

£m net of costs £m £fm £m £m £fm £m

Limited recourse bonds 2022 7.58% 45 - (12) - - 2 35

Property Reversions loan ) 114 - {22) 7 - - 99

Retrocession contracts 13 - - (13} - - -
£200 mullion 7.25% unsecured

subordinated loan 186 - - - — 10 196

£300 million senior unsecured bond 121 - - - - - 121

£1.25 billion revolving credit facility - 100 {100) - - - -

£428 million Tier 2 subordinated notes 426 - - - - - 426

£4850 million Tier 3 subordinated notes 448 - - - - 1 449

S $500 mithion Tier 2 bonds 390 - - - {14) - 376

€500 million Tier 2 notes 443 - - - (27} 1 417

2,186 106 {134) {6) {41} 14 2,118

Cash mavements Non-cash movemeants

At New Movemen: At

1 Januasy borrowings, Changes In i foreign Other 31 Desember

2018 net of costs Fepayments far value exchange mgovemants! 2018

Em frr £ £m £m £m Cm

Lirnited recourse bonds 2022 7.58% 56 - {12} - — 1 45

Property Rever}.ions loan 131 - (25) 3 — — 114

E{Et_r_o_qession contracts 7 51 = 3y 6) = - 13
£200 miliion 7.258% unsecured

subordinated loan o 177 - - - - 9 186

£300 millien senior unsecured bond 121 - - - - - 121

£900 million unsecured revolving credit

facility - 285 {295) — - - -

£428 million subordinaled notes 426 - - - - - 428

£450 million Tier 3 subordinated notes 448 -~ - — - - 448

US $500 milion Tier 2 bonds 368 - - - 22 - 350

€500 million Tier 2 notes - 438 - - 5 - 443

1,778 733 (364) 2 27 10 2,186

1 Comprises amoriisation under the effective interest method applied to corrowarigs hald at amorused cost
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FINANCIALS

E6. Risk Management - Financial Risk
Thus note forms one part of the sk management disclosures in the consolidated financial statements. The Group’s management of insurance
risk is detalled in note F4,

E6.1 Financial risk and the Asset Liability Management {"ALM’) framework
The use of financial mstruments naturally exposes the Group to the nsks associated with them, chiefly market risk, credit nisk and financial
soundness nisk.

Responsibility for agreeing the financial nsk profile rests with the board of each hie company, as advised by investment managers, internal
committees and the Actuanal function. In setting tne nisk profile, the board of each life company will receive advice from the appointed
nvestment managers, the relevant with-profit actuary and the relevant Actuarial function holder as to the potential implications of that risk
profile with regard to the probability of both realistic insolvency and of failing to meet the regulatory Minimum Capital Requirernent, The Chief
Actuary will also advise the extent to which the investment risk taken is consistent with the Group’s commitment ta treat customers fairly.

Dervatives are used in many of the Group's funds, within policy guidelines agreed by the board of each life company and overseen by
investment committees of the boards of each life company supported by management oversight committees. Denvatives are pnmarly used
for risk hedging purposes or for efficient partfolio management, including the activities of the Group’s Treasury function.

More detall on the Group’s exposure to financial risk is provided in note £6.2 below.

The Group is also exposed to insurance risk ansing from its Life business. Life insurance risk in the Group arises through rts exposure to
longevity, persistency, mortality and to other variances between assumed and actual expenence. These vanances can be in factors such as
persistency levels and managament, administrative expenses and new business pricing. More detail on the Group’s exposure toinsurance
risk is provided in note F4.

The Group's overall exposure to market and credit risk 1s monitored by appropriate committees, which agree policies for managing each type
of risk an an ongoing basis, In ling with the investment strategy developed to achieve investment returns in excess of amounts due in respect
of insurance contracts. The effectiveness of the Group's ALM framewark relies on the matching of assets and liabilities arising from
insurance and investment contracts, taking into account the types of benefits payable to policyholders under each type of contract. Separate
portfolios of assets are maintained for with-profit business funds fwhich include all of the Group's participating business), nondinked non-profit
funds and unitdinked funds.

Eé.2 Finencial risk analysis

Transactions in financial instruments result in the Group assuming financial risks. These include credit risk, market risk and financial
soundness risk. Each of these are described below, together with a summary of how the Group manages the risk, along with sensitivity
analysis where appropriate. The sensitivity analysis dees not take into account second order impacts of market movements, for example,
where a market movement may give rise to potential indicators of impairment for the Group’s intangible balances.

E6.2.1 Credit risk
Credit risk is the risk that one party to & financial instrurnent will cause a financial loss for the other party by failing to discharge an chbligation.
These obligations can relate to both on and off balance sheet assets and labilities.

Thare are two principal sources of cradit nsk for the Group-

= credit risk which results from direct investment activities, including investments In debt securities, derivatives counterparties, collective
Investment schemes and the placing of cash deposits; and

« credit risk which results indirectly from activities undertaken in the normal course of business. Such activities include premium payments,
outsourcing contracts, reinsurance, exposure from matenal suppliers and the lending of securities.

The amount disclosed in the statement of consolidated financial position in respect of all iinancial assets, together with rights secured under
off balance sheet collateral arrangements, and excluding the minarity interest in consslidated collective investment schemes and those
assets that back policyholder liabilities, represents the Group's maximum exposure to credit risk.

The impact of non-govarnmeant debt securities and, inter alia, the change in market credit spreads during the year is fully refiected in the
values shown in these consolidated financial statements. Credit spreads are the excess of corporate bond yields over gilt yields 1o reflect

the higher level of risk. Similarly, the value of derivatives that the Group holds takes into account fully the changes in swap rates.

There is an exposure to spread changes affecting the prices of corporate bonds and derivatives. This exposure applies to withqprofit funds
(to the extent that risks and rewards fall wholly to shareholders), non-profit funds and shareholders” funds.

The Group holds £10,800 millian (2018, £9,917 million) of corporate bonds which are used to back annuity liabilities in non-profit funds. These
annuity liabilibes include an aggregate credit default provision of £683 million {2018. £498 million) to fund against the risk of default.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES continued

E6. Risk Management - Financial Risk continved

Eé.2 Financial risk analysis continued

E&.2.1 Credit risk continued

A 100bps wiclening of credit spraads, with all other variables held constant and no change in assumed expected defaults, would result in a
decrease in the profit after tax in respect of a full financial year, and in equity, of £70 milllon (2018: £108 million),

A 100bps narrowing of credit spreads, with all other variables held constant and no change in assumed expected defaults, would result in an
increase in the profit after tax in respect of a full financial year, and in equity, of £26 miflion {2018; £100 million).

Credit risk 18 managed by the monitoring of aggregate Group exposures to individual counterparties and by appropriate credit risk
diversification. The Group manages the level of credit risk it accepts through credit risk tolerances. Credit risk on derivatives and securities
lending 15 mitigated through the use of collateral with appropriate haircuts. The credit risk borne by the shareholder on with-profit palicies 1s
dependent an the extent to which the underlying insurance fund is relying on sharehalder support.

Quality of ¢redit assets
An indication of the Group's exposure to credit risk is the quality of the investments and counterparties with which it transacts. The following
table provides mformauon regarding the agaregate credit exposure split by credit rating.

BB and
AAA AR A BBB below Non-rated Unit-linked Total
2018 £m £m £m £fm £m £m £m £m
Loans and deposits - 21 47 164 - 284 - 516
Derivatives - 1 2,194 1.484 - . 759 6 4,454
Debt securities"” 9,630 32,188 15,778 10,947 2,252 5,317 1 76,113
Reinsurers’ share of
INSUraNce contract
liabilities - 5,913 1,366 - - 45 - 7,324
Reinsurers’ share of
Investment contract liabilities - - - - - - 8.881 8.881
Cash and cash equivalents 295 733 3,105 23 - 270 40 4466
9,925 38,366 22,430 12,618 2,252 6,675 8,928 101,754

1 For financial assets tnat do not have credit ratings assigned by external ratings agencies, the Group assigns tarnal ratings for use ir managameant and manitoring of credit risk £51
milhon o AAA £433 million of AA, £1,354 million of A, £272 mullion of BBB and £30 millien of BB and below debt secunuas are internally rated. If a financial asset 1s neither rated by
an external agency ror imternally ratad, its classihed as “non-rated”

2 Non-rated debt securites includes equity retease martgages with a value of £2,781 million. Further details are st out in note E2.3.

BR and

208 ALA Ab, A BBB below Non-rated Urnitinzed Tortal
restated’ fm fm fm £m f£m £m fm fm
Loans anddeposits - 7 48 - - 370 - 423
Derivatives - __§ 2,092 1,032 - 659 10 3,798
Debt secunties?® 4,743 31,446 13712 10,894 2,248 3,123 189 71,365
Remsurers’ share of "
insurance contract lisbilties - 6,227 1,292 - - 45 - 7.564
Rensurers' share of
investiment conuact liabilities - - - - - - 8,331 o B33
Cash and cash equivalents 327 947 1,836 1,265 - 450 101 4,926

10,070 38632 18,878 13,191 2,248 4,647 8,641 98,407

1 See note A1 for details of -estatements

2 For finanaial gssets that do not have cradit ranngs assigned by axternal ratings the Group assigns internal raungs for use in management and monitaring credit nisk. £84 million of
AAA £841 milllan of AA, £1.084 millian of A, £291 milion of BBEG and £24 million o BB and below debt secunties are irternally rated.

3 Non-rated debt securities includes equity refease maitgages wath a value of £2,020 millien. Further detaids are set out m note E2.3.
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Credit ratings have not been disclosed in the above tables for
holdings in unconsolidatad collective investment scheres and
investments in associates. The credit quality of the underlying debt
securities within these vehicles is managed by the safeguards built
into the investment mandates for these vehicles.

The Group maintains accurate and consistent risk ratings across its
asset portfolio. This enables managament to focus on the applicable
risks and 1o compare credit exposures across all ines of business,
geographical regions and products. The rating system is supported

by a variety of financial analytics combined with market information to
provide the main inputs for the measurement of counterparty nisk. All
risk ratings are tailored to the various categories of asseis and are
assessed and updated regularly.

The Group operates an Internal Credit Rating Committee to perform
oversight and menitoring of internal credit ratings for externally rated
and internally rated assets. A variety of methods are used to validate
the appropriateness of credit assessmants from external institutions
and fund managers. Internally rated assets are those that do not have
a public rating from an external credit assessment institution. The
internat credit ratings used by the Group are provided by fund
managers or for certain assets {in particular, equity release mortgages)
determined by the Life Companies. The Committee reviews the
policies, processes and practices to ensurg the appropriateness of
the internal ratings assigned to asset classes.

The Group has increased exposure to illiquid credit assets {eg equity
release morgages and commercial real estate loans) with the aim of
achieving greater diversification and investment returns,

A further indicator of the quality of the Group’s financial assets is the
extent to which they are neither past due nor impaired. All of the
amounts in the table above for the current and prior year are naeithar
past due nor impaired.

Please refer to page 2565 for additional life company asset disclosures
which Include the life companies’ exposure to peripheral Eurczone
debt securities. Peripheral Eurozone is defined as Portugal, Spain, [taly,
Ireland and Greece. The Group's exposure 10 peripheral Eurozone debt
continues to be relatively small compared to total assets.

Concentration of credit risk

Concentration of credit risk might exist where the Group has
significant expasure to an individual counterparty or a group of
counterparties with similar economic charactenstics that would
cause therr ability to meet contractual obligations to be similarly
affected by changes in economic and other conditions. The Group
has most of its counterparty risk within its life business and this is
rmonitored by the counterparty lirmits contained within the iInvestment
guidelines and investment management agreements, overlaid by
regulatory reguirements and the monitoring of aggregate
counterparty exposures across the Group against additional Groun
counterparty limits. Counterparty rsk in respect of OTC derivative
counterparties is morutored using a Potential Future Exposure {'PFE
value metric.

The Group is also exposed to concentration nsk with outsource partners.
This 18 due to the nature of the outsourced senvices market. The Group
operates a policy 1o manage outsourcer Service counterparty exposures
and the impact from default is reviewed regularly by executive
committees and measured through stress and scenario testing.

Reinsurance

The Group Is exposed to credit risk as a result of insurance nisk
transter contracts with reinsurers. This also gives nse to
concentration of sk with indiaidual reinsurers, due to the nature of
the reinsurance market and the restricted range of reinsurers that
have acceptable credit ratings. The Group manages its exposure to
reinsurance credit nsk through the cperation of a credit policy,
collateralisation where appropriate, and regular monitonng of
exposures at the Reinsurance Management Committee.

Collaterat

The credit nisk of the Group 15 mitigated, in certain crrcumstances,

by entering into collateral agreements. The amount and type of
collateral required depends on an assessment of the credit risk of the
counterparty. Guidelines are implemented regarding the acceptability
of types of collateral and the valuation parameters. Collateral is
manly in respect of stock lending, certain reinsurance arrangements
and to provide security against the daily mark to model value of
derivative financial instruments. Management monitors the market
value of the collateral receved, requests additional collateral when
needed, and performs an impairment valuation when impairment
indicators exist and the asset is not fully secured (and is not carned
at fair valug). See note E4 for further information on collateral
arrangemeants.

E6.2.2 Market risk

Market risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market
intfluences. Market risk comprises interest rate risk, currency risk

and other price risk {comprising equity risk, property nsk, inflation risk
and alternative asset class risk).

The Group is manly exposed to market risk as a result of

» the mismatch between lability profiles and the related asset
investment portfolios;

= the investment of surplus assets including shareholder reserves
vet to be distributed, surplus assets within the with-profit funds
and assets held 1o meet regulatory capital and salvency
requirernents; and

= the income flow of management charges derived from the value
of invested assets of the business.

The Group manages the levels of market risk that it accepts through
the operation of 8 market risk policy and an approach to investment
management that determines:

» the constituents of market nsk for the Group;
+ the basis used to farr value financial assets and labilities;
= the asset allocation and portfolio limit structurs;

- diversification from and within benchmarks by type of instrument
and geographical area;

« the net exposure limits by each counterparty or group of
counterparties, geographical and industry segments;

« control over hedging activities;

reporting of market risk exposuras and acthvities; and
« monitoring of compliance with market risk policy and review of
market risk policy for pertinence to the changing environment,

All operations comply with regulatory requirements relating to the
taking of market risk.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES continued

E6. Risk Management = Financial Risk continued

Eé.2 Financial risk analysis confinued

E6.2.2 Market risk continued

Interest rate and inflation risk

Interest rate risk 15 the risk that the fair value of future cash flows of a
financial mstrument will fluctuate relative to the respective liability due
to the impact of changes in market interest rates on the value of
intercst-bearing assets and on the value of future guarantees provided
under certain contracts of insurance. The paragraphs in this section
also apply to inflation risk, but references to fixed rate assets and
liahilities would be replaced with indsx-linked assets and labilites.

Interest rate risk is managed by matching assets and liabilities where
practicable and by entering into derivative arrangements for hedging
purpases where appropriate. This is particularly the case for the non-
participating funds and supported participating funds. For unsupported
participating business, some element of investment mismatching is
permitted where it is consistent with the principles of treating customers
fairly. The with-profit funds of the Group provide capital to allow such
mismatching 1o be effected. In practice, the life companies of the Group
maintain an appropriate mix of fixed and varable rate instruments
according to the underlying insurance or investrnent contracts and will
review this at regular intervals to ensure that overall exposure is kept
within the risk profile agreed for each particular fund. This alsa requires
the maturity profile of these assets ta be managed in Ine with the
liabilities to policyholders.

The sensitivity analysis for interest rate risk indicates how changes in
the fair value or future cash flows of a financial instrument arising
from changes in market interest rates at the reporting date resultin a
change n profit after tax and in equity. It takes into account the
effect of such changes in market interest rates on all assets and
hakbilities that contribute to the Group’s reported profit after tex and in
equity. Changes in the value of the Group's holdings in swaptions as
the result of tme decay or changes 1o interest rate volatlity are not
captured in the sensitivity analysis.

With-profit business and nen-participating business within the with-
profit funds are exposed to interest rate risk as guaranteed liabllities
are valued relative to market interest rates and investments include
fixed interest securities and derivatives. For unsupported with-profit
business the profit or loss arising from mismatches betweaen such
assets and liabilities is largely offset by increased or reduced
discretionary policyholder benefits dependent an the existence of
policyholder guarantees. The contripution of unsupported
participating business to the Group result is largely mited to the
shareholders’ share of the declared annual banus. The contributian of
the supported participating business to the Group result is
determined by the shareholders’ interest in any changa in valug in
the capital advanced to the with-profit funds.

In the non-participating funds, policy habilites” sensitivity to interest
rates are matched primarily with debt securities and hedging if
necessary to match durstion, with the result that sensitivity to
changes in interest rates is very low. The Group's exposure to
interest rates principally arises from the Group's hedging strategy 10
protect the regulatory capital position, which results in an adverse
impact on profit on an increase In interest rates.

Anincrease of 1% in interest rates, with all other vanables held

constant would result in 8 decreass in profits after tax in respect of 2
full financial year, and in equity, of £114 millien {2018: £141 million).
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A decrease of 1% in interest rates, with zll other variables held
constant, would result in an increase in profits after tax in respect of a
full financial year, and in equity, of £233 millen {2018: £211 million).

The Group is exposed to inflation risk through certain contracts, such
as annuities, which may provide for future benefits to be paid taking
account of changes in the level of experienced and impbed inflation,
and also through the Group’s cost base. The Group seeks to manage
inflation risk within the ALM framework through the holding of
derivatives, such as inflation swaps, or physical positions in relevant
assets, such as index-inked gilts, where appropriate.

Equity and property risk

The Group has exposure to financial assets and liabilities whose
values will fluctuate as a result of changes in market prices other
than from interest rate and currency fluctuations. This is due to
factors specific to indvidual mstruments, therr issuers or factors
affecting all instrumants traded in the market. Accordingly, the Group
limits 1ts exposure to any one counterparty in its investment
portfolios and to any one foreign market.

The portfolio of marketable equity secunties and property
investments which is carried in the statement of consolidated
finaneial position at fair value, has exposure to pnce risk. The Group's
obiective in holding these assets 1s 10 earn higher long-term returns
by investing in a diverse portfolio of equities and properties. Portfelio
characteristics are analysed regularly and price risks are actively
managed in line with investment mandates. The Group’s holdings
are diversified across industries and concentrations in any one
company ar industry are limited.

Equity and property price rigk is primarily borne In respect of assets
held in with-profit funds, unitdinked funds ar equity release mortgages
in the non-profit funds. For unitdinked funds this risk 1s borne by
policyholders and asset movernents directly impact unit prices and
hence policy values. For with-profit funds policyholders’ future bonuses
wili be impacted by the investment returns achieved and hence the
price risk, whilst the Group also has exposure to the value of
guarantees provided to with-profit policyholders. In addition some
equity iInvestments are held in respect of shareholders’ funds. For the
nan-profit fund property price risk from equity release mortgages 1s
borne by the Group with the aim of achieving greater diversification
and Investment returns, consistent with the Strategic Asset Allocation
approved by the Board. The Group as a whole is exposed to price nsk
fluctuations impacting the income flow of management charges from
the invested assets of all funds; this is primarnly managed through the
use of derivatives.

Equity and property price risk is managed through the agreement and
monitoring of financial risk profiles that are appropriate for each of
the Group's life funds in respect of maintaining adequate regulatory
capital and treating customers fairly. This is largely achieved through
asset class diversification and within the Group's ALM framework
through the holding of derivatives or physical positions in relevant
assets where appropriate.

The sensitivity analysis for equity and property price risk illustrates
how a change in the fair value of equities and properties affects the
Group result. It takes inte account the effect of such changes in
equity and property prices on all assets and liabilities that cantribute
to the Group's reported profit after tax and in equity (but excludas
the impact on the Group’s pension schemes).




A 10% decrease in equity prices, with all other vanables held constant,
would result In an increase in profits after tax in respect of a full
financial year, and in equity, of £254 million (2018; £202 million).

A10% increase in equity prices, with all other variables held
constant, would result in a decrease in profits after tax in respect of
a full financial year, and in equity, of £200 million {2018: £187 million).

A T10% decrease in property prices, with all other varigbles held
constant, would result in a decrease in profits after tax in respect of a
full financial year, and in equity, of £26 milion {2018: £15 million).

A 10% increase in property prices, with all other vanables held
constant, would result in an increase in profits after tax in respect of
a full financial year, and in equity, of £16 million (2018 £7 million).

The sensitivity ta changes in equity grices 1s primarnly driven by the
Group's equity hedging arrangements over the value of future
management charges that are linked to asset valuss.

Currency risk

With the exception of Standard Life business sold in Germany and the
Republic of Ireland, and some historic business written in the latter, the
Group's principal transactions are carried out in sterling. The assets for
these books of business are generally held in the same currency
denomination as therr liabilities; therefore, any forergn currency
rmismatch 15 largely mitigated. Conseguently, the foreign currency risk
relating to this business mainly anises when the assets and labilities
are translated into sterling.

The Group’s financial assets are primarily denominated in the same
currencies as its insurance and investment liabilities. Thus, the main
foreign exchange nsk anses from recognised assets and labilities
denominated in currencies other than those in which insurance and
investment liabilities are expected 10 be settled and, indirectly, from
the non-UK earnings of UK companies.

Some of the Group's with-profit funds have an exposure to overseas
assats which is not driven by liability considerations. The purpose of
this exposure is to reduce overall nsk whilst maximising returns by
diversification. This expasure Is limited and managed through
investment mandates which are subject to the oversight of the
investment committees of the boards of each life company.
Fluctuations in exchange rates from certain holdings in overseas
assets are hedged against currency risks.

The Group has hedged the currency risk on its foreign currency
hybrid debt {$500 million Tier 2 bonds and €500 millian Tier 2 bonds
as set out in note ES) through cross currency interest rate swaps.

Sensitivity of profit after tax and equity to fluctuations in currency
exchange ratas 1s not considered significant at 31 Decembear 2019,
since unhedged exposure to foreign currency was relatively low
{2018: not considered significant).

E&4.2.3 Financial soundness risk
Financial soundness sk is a broad risk category encompassing
capital management nsk, tax risk and hiquidity and funding rsk.

Captal management nsk is defined as the failure of the Group, or
one of its separately regulated subsidiaries, to maintain sufficient
capital to prowvide appropnate security for palicyholders and meet all
requlatory capital requirements whilst not retaining unnecessary
capital. The Group has exposure to capital management nsk through
the requirements of the Solvency Il capital regime, as implermented
by the PRA, to calculate regulatory capital adequacy at a Group level,
The Group’s UK life subsidiaries have exposure to capital
management risk through the Solvency Il regulatory capital
requirements mandated by the PRA at the solo level. The Group's
approach 1o managing capital management nisk 1s described in detail
in note 13.

Tax rizk is defined as the risk of financial or reputational loss arnising
from a lack of liquidity, funding or capital due ta an unforeseen tax
cost, or by the inappropriate reporting and disclosure of information
in relation to taxation. Tax risk is managed by maintaining an
appropriately-staffed tax team who have the qualifications and
experance to make judgements on tax issues, augmented by advice
from external specialists where requirad.

The Group has a formal tax risk policy, which sets out its risk appetite
in relation to specific aspects of tax risk, and which detalls the
controls the Group has in place to manage those risks. These
controls are subject to a regular review process. The Group's
subsidiaries have exposure to tax risk through the annual statutory
and regulatory reporting and through the processing of policyholder
tax reguirements.

Liquidity and funding risk is defined as the fallure of the Group to
rmantain adequate levels of financial resources to enable it to meet
1ts obligations as they fall due. The Group has exposure to iquidity
risk as a result of servicing its external debt and equity investors, and
from the operating requirements of its subsidiaries, The Group's
subsidiaries have exposure to hguidity risk as a result of normal
business activities, specifically the risk arising from an inability to
meet short-term cash flow reguirements. The Board of Phoenix
Group Heldings ple has defined a nurnber of governance objectives
and principles and the liquidity risk frameworks of each subsidiary are
designed to ensure that.

» liquidity risk is managed in a manner consistent with the subsidiary
company boards’ strategic objectives, nisk appetite and Principles
and Practices of Financial Management {PPFM’);

« cash flows are appropriately managed and the reputation of the
Group is sateguarded; and

= appropriate Information on liquidity risk 1s available to those
making decisions.
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Notes to the Consolidated Financial Statements continued

E. FINANCIAL ASSETS & LIABILITIES continued

E&. Risk Management = Financial Risk continved

E&.2 Financial risk analysis continued

£&.2.3 Financial soundness risk continued

The Group’s policy 1s to maintain sufficient liquid assets of suitabie
cradit quality at all tmeas including, where appropriate, by having access
to borrowings so as to be able to meet all foreseeable current liabilities
as they fall due in a cost-effective manner. Forecasts are prepared
regularly to predict required liquidity levels over both the short and
medium term allowing management to respond appropnately to
changes in circumstances.

In extreme circumstances, the Group could be exposed to liquidity risk
in its unitdinked funds. This coutd occur where a high volume of
surrenders coincides with a tightening of liquidity in a unithinked fund
10 the peint where assets of that fund have to be sold to meet these
withdrawals. Where the fund affected consists of property, it can take
several months to complete a sale and this would impede the proper
operation of the fund. In these situations, the Group considers its risk
ta be low since there are steps that can be taken first within the funds
themselves both 1o ensure the fair freatment of all investors in those
funds and to protect the Group’s own risk exposure.

The vast majority of the Group's denvative contracts are traded OTC
and have a two-day collateral settlement penod. The Group’s
dervative contracts are monitored daily, via an end-of-day valuation
pracess, to assess the need for additional funds to cover margin or
collateral calls.

Same of the Group’s commercial propsrty investments are held
through collective investment schames. The collective Investment
schames have the power to restrict and/or suspend withdrawals,
which would, in turn, affect hquidity. This was invoked as a result of
the market volatility experienced following the result of the
referendurm an membership of the European Unian in 2016 in line
with other firms across the industry. In 2018 and 2018, all unit trusts
processad investments and realisations in a normal manner and have
not imposed any restrictions or delays.

Some of the Group’s cash and cash equivalents are held through
collective investment schemas. The collective investment schemes
have the power, in an extreme stress, to restrict and/or suspend
withdrawals, which would, in turn, affect hquidity. To date, the
collective investment schemaeas have continued to process both
investrments and realisations in a normal manner and have not
imposed any restrictions or delays.

The following table provides a maturity analysis showing the
remaining contractual maturities of the Group’s undiscounted
financial labilities and assoclated interest. 'Liabilities under insurance
contracts’ contractual maturities are included based on the estimated
timing of the amounts recognised in the statement of consolidated
financial position in accordance with the requirements of IFRS 4
insurance Contracts:
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1 year or Greater
less or on than No fixed
demand 1-5 years 8 years term Total
2019 £m £m £fm £m £m
Liabilities under insurance contracts 16,135 23,299 56,209 - 95,643
Investment contracts 120,773 - - - 120,773
Borrowings. 122 1,119 1,382 99 2,722
Deposits received from reinsurers’ 463 807 2,886 - 4,256
Derivatives’ 347 103 346 - 796
Net asset vatlieﬂribu_table to unitholders 3148 B - - - 3,149
Obligations for repayment of collateral received 3,671 - - - 3,671
Reinsurance payables o 101 - - - 101
Pavyables related to direct insurance contracts 830 - - - £90
Lease liabilities’ ) 13 32 78 - 123
Accruals and deferred income L 35 6 3 - 384
Other payables o o 1,002 ) 77;16 25 - 1,043
1 year or Greater
less or on than No “ixed
demand 1-8 years S years errr Total
2018 £m £ £m £m Em
Liabilities under insurance contracts 15,511 22,049 53,651 - 91,211
Investment contracts 114,483 - - - 114,463
Borrowings! 105 1.189 1,500 114 2,908
Deposits received from reinsurers’ 361 1.37 2,767 - 4,499
Derivatives’ h 156 147 1,082 - 1,395
Net asset value attributable to unitholders 2,659 - - - 2,659
Qpligations for repayment of collateral recewved 2,645 - - - 2,645
Reinsurance payables 30 - — - 30
Payables related to direct insurance contracts 202 - - - 902
Accruals and deferred income o 329 5 3 - 337
Other payables 777 22 74 - - a7s

1 These financial Iiab ities are d sclosed at ther undiscounted value and there‘cre differ from amounts included in the statement of consolidates f nancial posiian which disclases the

discounted valus.

Investmeant contract policyholders have the option to terminate or transfer their contracts at any time and to receve the surrender or transfer
value of therr policies. Although these liabilities are payable on demand, and are therefore included in the contractual maturity analysis as due
within one year, the Group does not expect all these amounts to be paid out within ane year of the reporting date.

A significant proportion of the Group's financial assets are held in gilts, cash, supranationals and investment grade securities which the Group
considers sufficient to meet the liabilities as they fall due. The vast majority of these investrents are readily realisable immediately since

most of them are quated in an active market.

AHOENIXN GROUP HOLDINGS PLC ANMNUAL REPORT & ACCOUNTS 2019

193



Notes to the Consolidated Financial Statements continued

F. INSURANCE CONTRACTS, INVESTMENT CONTRACTS
WITH DPF AND REINSURANCE

F1. Liabilities Under Insurance Contracts

Classification of contracts

Contracts are classified as insurance contracts where the Group
accepts significant insurance risk from the policyholder by agreeing
1o compensate the policyholder if a specified uncenain event
adversely affects the policyholder.

Contracts undar which the transfer of insurance risk to the Group
from the paolicyholder is not significant are classified as investment
contracts or derivatives and accounted for as financial labilities {see
notes ET and E3 respactively).

Some msurance and investment contracts contain a DPF. This feature
entitles the policyholder to additonal discretionary benefits as a
supplement to guaranteed benefits. Investment contracts with a DPF
are recognised, measured and presented as insurance contracts.

Contracts with reinsurers are assessed 1o determing whether they
contain significant insurance risks. Contracts that do not give rise to a
significant transfer of insurance risk to the reinsurer are classified as
financial instruments and are valued at fair value througn profit or loss.

Insurance confracts and investment contracts with DPF

Insurance ligbilities

Insurance contract liabilities for non-participating business, other than
unitdinked insurance contracts, are calculated on the basis of current
data and assumptions, using either a net premium or gross premium
method. Where a gross premium methed 1s used, the hability
includes allowance for prudent lapses. Negative palicy values are
aliowed for on ndividual policies:

» where thers are no guaranteed surrender values; or

« in the periods where guaranteed surrender valugs do not apply
aven though guaranteaed surrendesr values are applicable after a
specified pericd of time.

For unitlinked insurance contract liabilities the provision is based on
the fund value, together with an allowance for any excess of future
expensas over charges, where appropriate.

For participating business, the liabiliies under insurance contracts
and investrmeant contracts with DPF are caloulated in accordance with
the following methadology:

+ liabilities to policyholders arising from the with-profit business are
stated at the amount of the realistic value of the liabilities, adjusted
to exclude the owners' share of projected future honuses,

« acquisition costs are not deferred; and

« reinsurance recoveries are measured on a basis that is consistent
with the valuation of the liability to policyholders to which the
reinsurance applies.

The With-Profit Benefit Reserve {"WPBR'} for an individual contract
is determined by etther a retraspective calculation of 'accumulated
assel share’ approach or by way of a prospective ‘bonus reserve
valuation' method. The cost of future policy related liabilities is
determined using a market consistent approach, mainly based on a
stachastic model calibrated to market conditions at the end of the
reporting period. Non-market related assumptions (for example,
perststency, montality and expenses) are based on experience
adjusted to take into account of future trends.
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The realistic lability for any contractis equal to the sum of the WPBR
and the ¢ost of future poficy-related liabilities.

Where policyholders have valuable guarantees, options or promises
in respact of the with-profit business, thasea costs are generally
valued using & stochastic model.

In calculating the realistic habilities, account is taken of the future
management actons consistent with those set out in the Principles
and Practices of Financial Management ("PPFM’),

Standard Life Assurance Limited ((SLAL", a wholly owned subsidiary of
the Group, Includes the Heritage With Profits Fund (HWPF. In 2006, the
Standard Life Assurance Company demutualised. The demutualisation
was governed by s Scheme of Demutualisation {'the Scheme’)l. Under
the Scheme substantially all of the assets and liabilites of the Standard
Life Assurance Company were transterred o SLAL,

The Scheme of Demutualisation {'the Scheme’) provides that certain
defined cash flows (recourse cash flows) ansing in the HWPF on
specified blocks of UK and Ireland business, both participating and
non-participating, may be transferred 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
ultimarte benefit of equity holders of the Caempany. Under the
Scheme, such transfers are subject to certain constraints in order
to protect policyhalders. The Scheme also provides for additional
expenses to be charged by the PBF to the HWPF in respect of
German branch business in SLAL.

Under the realistic valuation, the discounted value of expected future
cash flows on participating contracts not retlectad in the WFBR s
included in the cost of future 