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Phdenix & London Assurance Limited

Company registration number: 894616
Directors’ report for the year ended 31 December 2009
Business Review

Principal activities

The principal activity of the Company 1s the transaction of Umited Kingdom based books of hife assurance and pension
business which are 1n run off

Corporate developments

On 2 September 2009, the sharcholders of Pear] Group Linmuted, subsequently renamed Pearl Group Holdings (No 2)
Limited (“PGH2"), which at the time was the Company’s ultimate parent undertaking, exchanged their interests n the
Group for the 1ssue of shares mn Liberty Acqusitions Holdings (Intermational) Company Following this, Laberty
Acqusitions Holdings (International) Company became the Company’s ultimate parent undertaking and subsequently
changed 1ts name to Pearl Group On 15 March 2010, Pearl Group was renamed Phoenix Group Holdings

Also on 2 September 2009, the Financial Services Authonty lified the Own Imtiative Vanation of Permussion (“OIVoP”)
which 1t had placed on the PGH2 group n 2008

Business transacted

The Company maintains a Long Term with profit fund (“WPF") operated on a 90 10 with profits basis and a shareholder
fund It has written a wide vanety of life and pensions business, predormnantly on individual nisks, including conventional
with profits and uniised with profits (“UWP™) pensions business, with profits endowment and whole hfe contracts, term
assurance, permanent health insurance and umt linked business In terms of policyholder liabilities, with profits pensions
business 15 the most sigmficant followed by with profits endowments and whole life and non profit annuitics

Virtally all the term assurance, permanent health nsurance, UWP pensions and umit linked business 1s remnsured with a
fellow subsidiary company, Phoemx Life Lirmted (“PLL")

Policy admimistration 1s outsourced to Pearl Group Management Services Limited (“PGMS”) which in turn has an
agreement to sub-contract admunistration to Capita Life and Pensions Regulated Services Limuted (“Capita™) and Umisys
Insurance Services Lumted (“Unisys”) Under the agreement with PGMS, the majonity of costs are levied on a per policy
basis thereby mutigating the Company’s expense risk  Asset management 1S outsourced to Igmis Asset Management
Limuted

Following a period of consultation with the relevant policyholders, on 11 December 2009 the High Court approved the
Company’s proposal to remove the guaranteed pension rate (“GPR”) from with-profit pension policies with a GPR and
more than ten years to retirement In return, policyholders have recerved an immediate increase to the value of their policy
and will benefit prospectively from a change to the mvestment strategy through ncreased exposure to equities and
commercial property  All costs of implementing this scheme, amounting to £21 4m, have been charged to the WPF and are
reflected within adrmumstrative expenses 1n the technical account  Of this, £9 6m has been recharged from the shareholder
fund and 1s reflected as a credit in the non-technical account

Under the scheme, the increases to policy values are to be finalised during 2010 The increases to policy values, offset by
the reduced cost of guarantees and increase 1n the shareholders share of future cost of bonus, have been valued 1n these
accounts, on a best estimate basis, at £70 6m To the extent that the final values differ from the current estimates, there will
be further financial impacts m 2010 The overall financial 1mpact of implementing this scheme 1s reflected through the
movement in the Fund for Future Appropriations (“FFA™), further details of which are given in the notes o these accounts
The total value of assets held at 31 December 2009 was £7,490.3m compared with £8,012 Om a year earlier

The gross premium income of the Company for the year was £213.5m (2008 £264 7m) A segmental analysis of prermum
mcome 15 provided in the notes to the financial statements

The gross habilities under insurance and investment contracts at 31 December 2009 were £6,279.6m (2008 £6,598 5m)
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Phoenix & London Assurance Limited

Directors’ report for the year ended 31 December 2009 (continued)
Result and dividends

The result of the Company for the year 1s shown 1n the profit and loss account on pages 15 and 16 The profit on ordinary
activities before taxation was £44.9m (2008 loss £47 1m), of which a profit of £1.3m (2008 £4 3m) derived from the
Long Term fund and a profit of £43.6m (2008 loss £51 4m) from shareholder investment activity

No dividend was paid 1n the year (2008 £ml)
Valuation result and caputal posttion

A valuation of the long term insurance business of the Company n accordance with the Prudential Sourcebook for Insurers
1ssued by the Financial Services Authority was made as at 31 December 2009 The rules require the Company to determune
its Liabilities on two different bases, which are known as the “regulatory basis” and the “realistic basis” and effectively take
the hugher of the two

The valuation on the regulatory basis showed a surplus of £10.0m (2008 £32 4m), out of which £9.1m (2008 £29 3m) has
been allocated to policyholders and £0.9m (2008 £3 lm) to shareholders The allocation to shareholders has been
transferred to the non techmical account where 1t has been grossed up for taxation as £1 3m (2008 £4 3m)

Under the reahstic basis the liability 1s equal to the value of the Liabilities to policyholders and the expected transfer to
shareholders in respect of the currently in-force business The long term fund takes credit for £139.1m (2008 £165 5m) of
the contingent loan from the shareholders’ fund resulting in a realistic basis surplus of £ml (2008 £mil)

Principal risks

The Long Term fund 1s relanvely weak and, as a result, the sharcholder 1s exposed to sigmficant msurance risk and to
market and credit nsk associated with 1ts investments because the realistic value of policyholder hiabilines exceeds the
value of the assets held in the WPF Prmcipal nisks derive from improving annuitant longevity which will increase pensions
habihities, from guaranteed sums assured under contracts which require relatively high investment returns to be achieved
and from guaranteed annuity rates granted on pensions contracts However, this nsk has been reduced through the scheme
1o remove GPR's on certain with profit pension policies referred to above

In addition, the Company faces operational risks, including the performance of its outsourced policy admimstration
arrangements which, as noted above have been outsourced to PGMS and sub-contracted to Capita and Unisys

The Company 1s exposed to a number of financial nsks ansing from 1ts underlying assets and habilities, 1n particular from
falls in financial markets, the change 1n mterest rates, the widening of credit spreads and the nisk of corporate defaults

The Company has mitigated these risks by maintaining a relatively low risk investment and bonus strategy with the bulk of
the funds being mvested m relatively less volatile fixed interest secunties In addition, substantial cashflow matching has
been achieved and interest rate swaptions and spreadlocks have been purchased

Further information on financial risks 1s provided n the notes to the financial statements

Key Performance Indicators (“KPIs")

The Company’s performance 1s measured and momtored by the Board with particular regard paid to the following KPIs:

Customers
The Directors review vanous metrics relating to Customer Servicing standards on a monthly basis

There 15 also a with profits commuttee comprising independent and executive members to opme on issues of fairness to

policvholders ncluding ensuring policyholder monies are managed 1n accordance with the Company’s Principles and
Practices of Financial Management (“PPFM™)
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Phdenix & London Assurance Limited

Directors’ report for the year ended 31 December 2009 (continued)

Reculatory Capital

The aim of the Company 1s to maintain an appropnate margin of regulatory capital over capital resources requirements,
both on a Pillar 1 and a Pillar 2 basis  As at 31 December 2009, the Company’s free assets on a Pillar 1 basis were
£496.6m (2008 £366 2m)

Profits after taxation and distributable reserves
For the year ended 31 December 2009, the Company reported a profit after taxation of £39.4m (2008 loss £53 Im) As at
31 December 2009, the Company had an amount available for distribution of £303.3m (2008 £263 9m)

Cash flows

Policyholder and shareholder fund cash flows are momtored closely by the business to ensure that all habilities can be met
as they fall due

Investment performance
The performance of the Company’s invested assets 1s reviewed against pre-defined benchmarks by the Board, the
Investment Commutiee and the Asset-Liabihity Management Commuttee (“ALCO")

Furure developments

The Company’s life assurance business 15 1n gradual run off It 1s not expected that there will be sigmficant business
developments 1n the near future

The Company will continue to explore future business opportumties which may help to secure future benefits for both
policyholders and shareholders

Gong concern

The Directors™ report summarises the Company’s activittes, is financial performance and financial position together with
any factors likely to affect its future development In addition, 1t discusses the principal nsks and uncertainties 1t faces
Note 24 and 25 to the financial statements summanse the Company’s risk and capital management objectives and policies
together with 1ts financial nisks

The Board has foilowed the UK Financial Reporting Council’s “Going Concern and Liqudity Risk Guidance for Directors
of UK Compames 2009 when performing their going concern assessment As part of its comprehensive assessment of
whether the Company 1s a gomng concern the Board has undertaken a review of the valuation and hquidity of 1its
investments as at the balance sheet date The Board has also reviewed solvency and cash flow projections under normal
and stressed conditions

As a result of this review, the Directors have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future Accordingly, they continue to adopt the going concern basis in
prepaning the financial statements

Directors

Mr J P Evans was appointed as Chairman and Director of the Company on 2 November 2009 Messrs W R Treen and M N
Urmston were appointed as Directors of the Company on 25 November 2009 and 18 January 2010 respectively MrL G
Tamberlin {alternate to Mr M Dale) resigned as a Director of the Company on 4 June 2009 Mr J S Moss and Dr I B Owen
resigned as Directors of the Company on 31 August 2009 Messrs M Dale, E J C Hawkes (alternate to Mr H E M Osmond)
and H E M Osmond resigned as Directors of the Company on 2 September 2009 Mr D G R Ferguson resigned as a
Director of the Company on 25 September 2009 Mr K Luscombe resigned as a Director of the Company on 9 February
2010

The other Directors, whose names appear on page 2, served throughout the year
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Phoenix & London Assurance Limited

Directors’ report for the year ended 31 December 2009 (continued)
Disclosure of indemnity arrangements

Pearl Group Holdings (No 2) Limuted (“PGH2") has agreed to provide an Indemmty to certain persons associated with that
company and its subsidianes These persons include nonunated directors and secretanes of PGH2, directors and secretanes
of subsidiary companies such as the Company together with altemate directors and approved persons, being persons in
relation to whom the Fmancial Services Authority has given 1ts approval under section 59 of the Financial Services and
Markets Act 2000 (“FSMA™} for the performance of a controlled function This indemmnity will cover all losses, costs and
expenses mcurred by an indemmified person incurred n the exercise, execution and discharge of his duties, or connected to
the same, to the fullest extent permutted, consistent with the Companies Act 2006 and the FSA Rules In addition, with
effect and on from 1 March 2010, Impala Holdings Limited has also agreed to provide an Indemmity to certain persons
associated with the Company These persons include the Company’s directors, Secretary and approved persons This
mdemmty will cover all losses, costs and expenses mcurred by an indemmified person in the exercise, execution and
discharge of lis duties, or connected to the same, to the fullest extent pernutted, consistent with the Compamnies Act 2006
and the FSA Rules Both indemnities state that they do not apply to any loss suffered or mncurred by an indemnified person
to the extent that he 1s indemmfied by any thurd party (including under any Directors & Officers hability insurance)
Directors, alternate directors and company secretanes of Pearl Group Holdings (No 1) Limuted and subsidianies of that
company (mcluding members of the Scottish Provident Fund Supervisory Commuttee) may still benefit from the provisions
of an earlier Deed of Indemnity entered into by that company

Secretary

Pearl Group Secretartat Services Lirmted acted as Secretary throughout the year

Disclosure of information to anditors

So far as each of the Directors 15 aware, there 1s no relevant audit informatien (as defined in the Compamies Act 2006) of
which the Company’s auditors are unaware, and each of the Directors has taken all the steps that he ought to have taken as

a Director to make himself aware of any relevant audit information (as defined) and to establish that the Company’s
auditors are aware of that information

This confirmation 1s given and should be interpreted n accordance with the provisions of section 418 (2) of the Companies
Act 2006

Reappointment of Auditors

In accordance with section 487 of the Companies Act 2006, the Company’s audstors, Ernst & Young LLP, will be deemed
to have been reappointed at the end of the pertod of 28 days following circulation of copies of these accounts as no notice
has been received from members pursuant to section 488 of the Companies Act 2006 prior to the end of the accounting
reference period to which these accounts relate

By order of the Directors

(ot \

L Nuttall

For and on behalf of Pearl Group Secretariat Services Lumited
Company Secretary

25 March 2010
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Phoenix & London Assurance Limited

Statement of directors’ responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements 1n accordance with applicable
law and regulations

Company law requires the Directers to prepare financial statements for each financial year Under that law the Directors
have elected to prepare the financial statements 1 accordance with Umited Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law) The financial statements are required by law to give
a true and fair view of the state of affairs of the Company and of the profit or loss of the Company for that pernnod In
preparing these financial statements, the Directors are requured to

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

e state whether applicable accounting standards have been followed, subject to any material departures disclosed
and explamed 1n the financial statements,

¢ prepare the financial statements on the going concemn basis unless 1t 1s mappropriate to presume that the Company
will continue 1n business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that the financial statements comply with the Companies Act
2006 They are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other wrregularities
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Phoenix & London Assurance Limited

Independent auditors’ report to the members of Phoenix & London Assurance Limuted

We have audited the financial statements of Phoemix & London Assurance Limuted for the year ended 31 December 2009
which compnse the Profit and Loss Account, the Movements in Shareholders’ Funds, the Balance Sheet and the related
notes 1 to 25 The Financial reporting framework that has been applied in their preparation 15 applicable law and Umited
Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

Thas report 1s 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 so that we nught state to the Company's members those matters we are
required to state to them in an auditors' report and for no other purpose To the fullest extent permutted by law, we do not
accept or assume responsibility to anyone other than the Company and the Company's members as a body, for our audit
work, for this repert, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explamned more fully 1n the Directors’ Responsibilities Statement set out on page 7, the Directors are responsible for the
preparation of the financial statemenis and for being satisfied that they give a true and fair view Qur responsibility 15 to
audit the financial statements 1n accordance with applicable law and International Standards on Auditing (UK and Ireland)
Those standards require us to comply with the Auditing and Practices Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtamming evidence about the amounts and chsclosures n the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal musstatement, whether caused by fraud or error
This mcludes an assessment of whether the accounting policies are appropriate to the Company’s circumstances and have
been consistently applied and adequately disclosed, the reasonableness of sigmficant accounting estimates made by the
directors, and the overall presentation of the financial statements

Opmion

In our opimon the financial statements
= give a true and fair view of the state of the Company's affawrs as at 31 December 2009 and of 1ts profit for the
year then ended,
=  have been properly prepared 1n accordance with United Kingdom Generally Accepted Accounting Practice,
and
=  have been prepared n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opwinion the information given in the Directors” Report for the financial year for which the financial statements are
prepared are consistent with the financial statements
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Phoenix & London Assurance Limited

Independent auditors’ report to the members of Phoenix & London Assurance Limmted (continued)
Matter on which we are required to report by exception

We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to report to you 1f]
1N our opinion
= adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or
= the financial statements are not 1n ag
=  we have not recerved all the informfa

gement with the accounting records and returns, or
h and explanations we requure for our audit

Ll & Touny L

For and on behalf 6f Ernst & Young LLP, Statutory Auditor

London

QC/‘ March 2010
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Ph(;enix & London Assurance Limited

Accounting Policies

Accounting and disclosure requirements
These financial statements have been prepared in accordance with the provisions of Schedule 3 to the Large and Medium-
sized Companies and Groups (Accounts and Reports) Regulations 2008 relating to msurance companies

The principal accounting policies of the Company as set out below comply with the Companies Act 2006, apphcable UK
accounting standards and with the Statement of Recommended Practice (“SORP™) 1ssued by the Association of British
Insurers in December 2005 (amended in December 2006) All accounting policies have been applied on a consistent basis

Basis of Preparation
The financial statements of the Company have been prepared on the going concern basis In adopting the going concern
basts the following sigmificant matters have been taken into consideration

» A comprehensive review of the valuation and hquidity of investments at the balance sheet date,

s  Solvency, profitability and cash flow projections under normal and stressed conditions, and

o  Impact of failures of material remsurers, service providers and investment managers

Group accounts
The Company 1s a wholly owned subsidiary of a non-EEA holding company and, 1n accordance with Section 401 of the
Companies Act 2006, consolidated accounts have not been prepared

Cash flow

The Company has taken advantage of the exemption given by FRS1 (revised 1996) to subsidiary undertakings where 0%
or more of the voting rights are controlled within the group, by not preparing a cash flow statement Details of the ulimate
holding company are given 1n note 23

Classification of contracts
Contracts under which the Company accepts significant insurance risk and these which have discretionary participation
features (DPF) are classified as insurance contracts

Contracts where the transfer of insurance risk to the Company from the policyholder 1s not sigmficant or where there are no
DPF are classified as investiment contracts and are accounted for as financial liabilities

Premiums

In respect of insurance contracts and mnvestment contracts with DPF, prermums are accounted for on a receivable basis and
exclude any taxes or duties based on premmums QOutward remnsurance premiums are accounted for on a payable basis
Single premuums are those relating to msurance contracts and investment contracts with DPF where there 1s a contractual
obligation for the payment of only one premmuum Annual premruums are those relating to insurance contracts and investment
contracts with DPF where there 1s a contractual obligation for the payment of premmums on a regular basis New business
premuums are recogmsed when the policy hability 1s set up New single prermums include recurrent single premuum
contracts including Department of Work and Pensions rebates and increments under group pension schemes

Claims

Claims on msurance contracts and investment coniracts with DPF reflect the cost of all claims ansing during the year,
including policyholder bonuses allocated n anticipation of a bonus declaration Claims payable on maturity are recogmsed
when the clatm becomes due for payment and on death are accounted for on notsfication Surrenders are accounted for at
the earlier of the payment date or when the policy ceases to be included within the long term business provision or the
provision for linked habilities Where claims are payable and the contract remains n force, the claim or nstalment 1s
accounted for when due for payment
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Phoenix & London Assurance Limited

Accounting Policies (continned)

Long term business provision
The liabihties under nsurance contracts have been computed having due regard to the principles laid down m the
Consohdated Life Directive

It represents the net present value of expected cash flows and has been compiled based upon mortality and interest rate
assumptions It 15 determuned by the Board, having taken advice from the Actuanal Function Holder, with the with profits
element being calculated m terms of the requirements of FRS 27 Life Assurance Accordingly, habilities to pohicyholders
arismg from with-profits hife assurance business are stated at the amount of the realistic value of habiliies adjusted to
exclude the shareholders’ share of projected future bonuses The realistic value of habilities 1s calculated by reference the
Financial Services Authonty’s Prudential Sourcebook for msurers Details of the main assumptions made and the methods
used are given in the notes to the financial statements

Provision for inked habilifies

Unt Iinked contracts may be classified as insurance contracts or investment contracts depending on the extent to which
msurance nisk 1s transferred to the Company The hinked element of the hiability 1s disclosed m the techmcal provisions for
linked habilities  Regardless of classification, the valuation of liabilities on unit-linked contracts 15 based on the fair value
of the related assets and habiittes The financial lhability 15 measured based on the carrying value of the assets and
Liabihties that are held to back the contract Where the surrender value of an investment contract exceeds the financial
lLiability the hability 1s increased to reflect the surrender value

Provision for outstanding claims
The provision for outstanding claims comprises the estimated cost of claims reported and not settled at the balance sheet
date mn respect of all contracts

Amounts recoverable from remnsurers are estimated in a manner consistent with the outstanding claims provision or settled
claims associated with the remsured policy

Reinsurance

The Company seeks to reduce 1ts exposure to potential losses by remsuring certain levels of risk with other insurance
comparues of remsurers An asset or liability 1s recorded n the balance sheet representing payments due from or prenuums
due to remsurers, and the share of losses recoverable from reinsurers

Remsurance recoveries are measured on a basis that 1s consistent with the valuation of the hability to policyholders to
whach the reinsurance applhes

Investment contracts without DPF
Receipts and payments on mvestment contracts without DPF are accounted for using deposit accounting, under which the
amounts collected and paid out are recogmsed in the balance sheet as an adjustment to the hability to the policyholder

Revenue from investment contracts
Revenues from mvestment contracts compnise amounts assessed agamnst policyholders’ account balances for policy
administration and surrender charges and are recogmised as the related services are provided

Liabilities under investment contracts

Unit linked contracts may be classified as insurance contracts or mvestment contracts depending on the extent to which
msurance sk 1s transferred to the Company The linked element of the liability 1s disclosed 1n the techmical provisions for
linked habilities Regardless of classification, the valuation of habthities on umit-linked contracts 1s based on the fair value
of the related assets and habilites The financial hability 1s measured based on the carrying value of the assets and
lLiabihities that are held to back the contract Where the surrender value of an investment contract exceeds the financial
liabihty the hability 1s increased to reflect the surrender value

Financial Liabilities other than umi-linked contracts are valued uutially at fair value and subsequently at amortised cost
Acquisition costs

Acquisition costs relating to msurance contracts and investment contracts with DPF compnse direct and indirect costs of
obtaining and processing new business
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Phoenix & London Assurance Limited

Accounting Policies (continued)

Bonuses

Reversionary bonuses are recognised 1n the techmcal account - long term business when declared and are included in the
movement 1n the long term business provision Termnal bonuses are recogmsed mn the techmcal account - long term
business when payable and are mncluded in claims paid

Fund for future appropriations (“FFA")

Surpluses arising as a result of actuanial valuations of the long term busmess assets and habihties of the with profit fund
(WPF) may be appropriated by the Directors to participating policyholders by way of bonuses and to shareholders by way
of transfers to the non-techmical account Any unappropriated surplus and funds, the allocation of which has not been
deterrmined at the year end, are carned forward i the FFA

Any balances unattributed to policyholders under the FSA’s realistic basis of valuing liabilities must, in the case of funds
closed to new business, be recorded as a liability for future enhancements Under FRS 27 the long term business provision
must be set to equal the realistic value of liabilities The only amount that can therefore be reported within the fund for
future appropriations 1s i relation to expected future shareholder transfers

Should the realistic value of liabihities to policyholders exceed the value of the assets n the WPF, the FFA will be valued at
nil This will be achieved by reducing the value of the mternal capital support provided to the WPF as detailed 1n note 10

Basis of profit recognition

The profits on long term business represent the transfer from the long term funds to shareholders following the actuarial
valuation of liabilittes Long term profits are shown in the non-techmical account grossed up for taxation at the effective
rate of corporation tax applicable 1n the period

Foreign currency translation

Assets and labilites denormunated m foreign currencies are translated mnto sterling at rates ruling at the year end
Transactions denormunated i foreign currencies are translated at the prevailing rate at the date of the transaction For
monetary assets and habilities within the long term funds, the resulting exchange adjustments are wncluded within the
technical account — long term busimmess For assets and habilities held outside the long term funds, the resulting exchange
adjustments are taken to the non-techmical account

Dwvidends
Dividends on ordinary shares are recogmsed as a hability and deducted from equity when they are approved for payment
by the Directors

Investment income
Interest, rents and dividends on mvestments, other than ordinary shares, are included on an accruals basis  Account 1s taken
of dividend income on ordinary shares when the related investment 1s quoted ‘ex-dividend’

Taxation
Taxation 1 the non-technical account and long term business technical account 1s based on profits and income for the year
as deternuned 1n accordance with the relevant tax legislation, together with adjustments to provisions for prior years

The balance on the techmcal account - long term business 1s transferred to the non-techmical account Profits are shown in
the non-technical account grossed up for tax at the standard rate of corporation tax applicable 1n the period The amount of
grossing up 1s mncluded within the taxation on the profit or loss on ordinary activities in the non-techmcal account

Deferred tax 1s provided n full and consists of the estimated taxation or relief from taxation which 1s expected to anse from
matenal iming differences using rates based on tax rates and laws which have been substantively enacted by the balance
sheet date Credit 1s taken for relief for trading and other losses only to the extent that the directors anticipate that switable
profits will absorb such losses 1n future periods
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Phoenix & London Assurance Limited

Accounting Policies (continued)

Investments in group undertakings and participating interests

Investments 1n group undertakings and participating interests, which are managed as part of a portfolio of investments, are
meluded 1n the balance sheet at current value The difference between cost and current value 1s included within unreahised
gains / (losses) m the technical accounts, where beneficial ownership 1s held in the WPF, or 1n the non-technical account
where the investment 1s held 1n the shareholder fund (SHF)

Financial assets

Financial assets including those designated as ‘assets held to cover hinked habilities’ are accounted for at trade date, being
the date the Company commuts to purchase or sell the assets, and transaction costs on mitial recognition and subsequent
derecogmition are recognised as an expense

Equities, debt secunities and collective investment schemes are designated at far value through profit and loss The fair
value of listed equities, debt securities and collective investment schemes 1s their quoted bid price Unhisted secunties are
valued at bid prices received from relevant brokers Unhisted mvestments where the fair value cannot be rehably measured
are stated at cost less impairment losses

Dervative financial istruments are classified as held for trading, and are designated as at farr value through profit and loss
account Derivative financial imsiruments are recogmsed imtially and subsequently at fair value Transaction costs relating
to derivative financial nstruments are accounted for as an expense Exchange-traded derivative financial mstruments are
valued at the published bid price Unlisted denvative financial instruments are valued on the basis of prices supplied by
suitably qualified counterparties which are normally calculated on a bid basis with the exception of certam contracts which
are valued on a md basis where these closely match habilities with offsetting market risks

Gams and losses on financial assets designated as fair value through profit and loss and which are held in the long term
business fund are recogmsed n the technical account Gains and losses on financial assets designated as fair through profit
and loss and which are held 1n the shareholders’ fund are recognised in the non-technical account

Loans and deposits are valued mmtially at fair value, including transaction costs, and subsequently at amortised cost less
impairment losses

Gains and losses on loans are recognised 1n profit and loss when the asset 1s derecognised or impaired For loans held 1n
the with profit fund gains and losses are recognised 1n the technical account and for those held 1n shareholders’ funds, n the
non-technical account

Borrowings

Interest bearing borrowings are recogmsed mtially at far value less any attributable transaction costs The difference
between 1nitial cost and the redemption value 1s amortised through the techmcal or non-technical account over the period of
the borrowing using the effective interest rate method
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Phoenix & London Assurance Limited

Estimation techniques and uncertainties

Introduction

One of the purposes of insurance 1s to enable policyholders to protect themselves against uncertain future events Insurance
companies accept the transfer of uncertainty from policyholders and seek to add value through the aggregation and
management of these risks

The uncertainty inherent in insurance 1s inevitably reflected mn the financial statements of insurance companies The
uncertamnty in the financial statements principally arises 1n respect of the techmical provisions of the Company For
comparues which undertake long term tnsurance business these provisions are held within the long term business provision

As a consequence of this uncertainty, the msurance company needs to apply sophisticated estimation techmiques to
determune the appropnate provisions

Estimation techmues

Long term business technical provisions are computed using statistical or mathematical methods, which are expected to
give approximately the same results as if an individual hability was calculated for each long term contract The
computations are made by suntably quahfied personnel, employed by the Phoemx Group, on the basis of recogmsed
actuarial methods, with due regard to the actuanial principles laid down 1n European law and by actuanial best practice in
the Umted Kingdom The methodology takes into account the nisks and uncertainties of the particular classes of long term
business written

Uncertainties

The degree of uncertainty arising under nsurance contracts will vary by product type according to the relevant
characteristics and features of the particular contract In deternuning the appropriate level of provision, assumptions will
have to be made on a number of factors such as discount rate, future investment returns, inflation, asset nux, taxation,
mortality, morbidity and expenses

The establishment of techmcal provisions 1s an inherently uncertain process and, as a consequence of this uncertainty, the
eventual cost of settlement could vary substantially over time The Company seeks to provide appropnate levels of
provision taking the known facts and experience into account However, by their nature the quantification of the provisions
will always contain a degree of uncertainty
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Phdenix & London Assurance Limited

Profit and loss account
for the year ended 31 December 2009

Technical account - long term business Notes 2009 2008
£m fm
Earned premiums, net of reinsurance
Gross premiums written la 213.5 2647
Outward reinsurance premiums 1a (41.6) (38 1)
Net eamned premiums 171.9 2266
Investment income 5 204.2 428 8
Other technical income 10 - 693
Claims incurred, net of reinsurance
Claims paid
Gross amount (561.6) (796 0)
Reinsurers’ share 717.3 2100
(484.3) (586 0)
Change 1n the provision for ¢laims
Gross amount 5.6 132
Rensurers’ share - (20)
5.6 112
Net claims incurred (478.7) (574 8)
Change 1n long term business provision
Gross amount 409.7 189 8
Rewnsurers’ share {19.7) (223 3)
Net change 1n long term business provision 390.0 (335)
Change in techmcal provisions for linked habihties
Gross amount (90.4) 2453
Remnsurers’ share 90.3 (244 3)
Net change in technucal provisions for hinked hiabilities (0.1) 10
Net operating expenses 2 (35.5) (22 5)
Investment expenses and charges 5 {24.8) (26 6)
Unrealised losses on investments 5 (209.7) (72 8)
Other technical charges 10 {(25.4) -
Taxation attributable to long term business 3 90 (34 1)
Transfers from the fund for future appropnations 10 - 417
0.9 31

Balance on technical account — long term business

All figures relate to continuing operations

The notes on pages 19 to 41 form part of these financial statements
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Phoenix & London Assurance Limited

Profit and loss account (continued)
Jfor the year ended 31 December 2009

Non-technical account Notes 2009 2008

£m £m
Balance on the long term business technical account 0.9 31
Tax credit attributable to balance on the long term business technical account 3 0.4 12

1.3 43
Investment mcome 5 23.8 402
Unrealised gains / (losses) on investments 5 24.0 651)
Investment expenses and charges 5 (137) (171)
Net operating expenses 9.5 (54)
Profit / (loss) on ordinary activities before taxation 44.9 471)
Taxation on (profit) / loss on ordinary activities 3 (5.5) (6 0)
Profit / (loss) on ordinary activities after taxation 39.4 (53 1)

All figures relate to continuing operations

There have been no recogmsed gans or losses 1n either reporting year other than those reported m the profit and loss

account, and accordingly a Statement of Total Recogmised Gains and Losses has not been presented

, Profit &
Movements in shareholders’ funds Share Capital loss Total
Sor the year ended 31 December 2009 capital contribution account 2009 2008
£m £fm £m fm £m
Shareholders’ funds at 1 January 81.0 47.7 216.2 344.9 3980
Shareholders’ recognised gains / (losses) - - 39.4 394 (53 1)
Shareholders’ funds at 31 December 81.0 47.7 255.6 384.3 3449

The profit and loss account includes £255.6m (2008 £216 2m) which 1s distributable

The notes on pages 19 to 41 form part of these financial statements
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Phdenix & London Assurance Limited

Balance sheet
at 31 December 2009

Notes 2009 2008
£m £m
Assets
Investments
Investments in group undertakings and participating mferests 14 201.9 1883
QOther financial investments 6 5,851.7 6,582 7
6,053.6 6,771 0
Assets held to cover hnked habilities 7 1.9 18
Reinsurers’ share of technical provisions
Long term business provision 11 33141 3508
Techmeal provisions for linked habilities 12 786.2 695 9
1,117.3 1,046 7
Debtors
Debtors anising out of direct insurance operations 32 52
Debtors ansing out of remsurance operations - 10
Other debtors 8 204.9 47 5
208.1 537
Other assets
Cash at bank and in hand 31.9 569
Prepayments and acerued income 715 789
Total assets 7,490.3 8,0120

The balance sheet mcludes assets (net of reinsurance) totaling £5,713.2m (2008 £6,327 9mj representing the long term
msurance funds

The notes on pages 19 to 41 form part of these financial statements
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Phoenix & London Assurance Limited

Balance sheet

at 31 December 2009
Notes 2009 2008
£m fm
Liabilities
Capital and reserves
Share capital 9 81.0 810
Capital contribution 47.7 477
Profit and loss account 255.6 2162
Shareholders’ funds — equaty interests 384.3 3449
Subordinated debt 21 270.0 2700
Total capital, reserves and subordinated debt 654.3 6149
Fund for future approprations 10 - -
Technical provisions
Long term business provision 11 5,491.5 5,901 2
Claims outstanding 44.7 503
5,536.2 59515
Technical prevision for hnked habhities 12 788.1 6977
Provisions for other risks 17 4.5 29
Financial Liabilities
Denvative financial instruments 6 357.6 654 5
Creditors: Amounts due within one year
Creditors ansing out of direct insurance operations 2.2 84
Other creditors mcluding taxation and soc:al secunty 13 147.4 654
149.6 738
Accruals and deferred income - 167
Total habilities 7,490.3 8,012 0

The notes on pages 19 to 41 form part of these financial statements

The financial statements were approved by the Directors on 25 March 2010 and were signed on their behalf by

i Sl

J 8 B Smith
Director
25 March 2010
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Phoenix & L.ondon Assurance Limited

Notes to the financial statements

1. Segmental analysis

No geographical segmental mformation, as required by Statement of Standard Accounting Practice 25, 15 given as all
business 1s predomunantly sourced in the United Kingdom

1a. Premums written

Lafe

Indivadual
Non linked with profits
Non linked non-profits

Pensions

Individual
Non linked with profits
Non Iinked non- profits

Group
Non hinked with profits

Annuity

Total premmums written

Penodic prenuums
Single premiums

Total premiums written

2009 2008
Rewnsurance Reinsurance

Gross ceded Net Gross ceded Net
£m £m £m fm £m £m
26.1 (24.7) 14 412 (27 6) 136
48.8 (3.3 45.5 750 (42) 708
0.6 (0.6) - 06 05) 01
18.2 (5.2) 13.0 185 23 16 0
6.1 4.7 1.4 63 (2 4) 39
113.7 3.1) 110.6 1231 (09 1222
213.5 (41.6) 171.9 2647 (38 1) 226 6
99.8 (39.6) 60.2 1156 (39 9) 757
113.7 (20) 111.7 149 1 18 1509
213.5 (41.6) 171.9 2647 (38 1) 2266

Investment contracts are accounted for on a deposit basis As a result, premuums reported above only relate to msurance
confracts and investment contracts with DPF
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

1b. New business premums 2009 2008
Rewnsurance Reinsurance
Gross ceded Net Gross ceded Net
£m £m £m £m £m £m
Pensions
Individual
Unit linked 0.5 - 0.5 20 20) -
Annuty 113.7 2.0) 111.7 1231 - 1231
Total new business annuahsed
prermums 114 2 (2.0) 112.2 1251 (20 123 1
Single premuums 114.2 (2.0) 112.2 1251 20) 1231

Total new business annualised
premums 114.2 (2.0) 112.2 1251 (20) 1231

Investment contracts are accounted for on a deposit basis As a result, premums reported above only relate to msurance
contracts and investment contracts with DPF

Where regular premiums are received other than annually, the reported regular new business premmms are on an
annualised basis

The gross figures above do not include any inward remsurance premiums

le. Long term business result
The profit before tax attributable to long term business relates enturely to with profit contracts
1d. Reinsurance balance

The remsurance balance amounted to a debat to the technical account during the year of £106.4m (2008 credit £295 7m)

2. Net operating expenses 2009 2008

£m £fm
Admimstrative expenses 375 247
Reinsurance cormussions and profit participation (2.0) {(22)
Net operating expenses 35.5 225

Substantially all operating expenses were recharged from a fellow group company, Pearl Group Management Services
Limited (“PGMS™)

Total direct commnussion accounted for by the Company during the year, excluding payments to employees, amounted to

£2.1m (2008 £2 1m) Total remsurance comnussions accounted for by the Company dunng the year amounted to net
imncome of £2.0m (2008 £2 2m)
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)
3. Taxation

3a. Current Tax

The credits / (charges) for taxation in the techmcal account - long term business and the non-technical account comprise

Leng term Non-technical
technical account Account
2009 2008 2009 2008
im £m £m £m
Current tax:
UK corporation tax - - - -
Overseas taxation - (0 2) - -
Group Relef 1.3 (330) (5.1) 1)
Adjustments 1n respect of prior years 0.1 (06) - 03
Total current tax 14 (338) (5.1) 48)
Tax attributable to balance on the long term technical
account - - (0.4) (12)
14 (338 (5.5) (6 0)
Deferred tax
Deferred tax rehief on expenses 7.6 03) - -
Total tax credit / (charge) 9.0 (34 1) (5.5) {6 0)

The tax charge for UK corporation tax i the technical account — long term business 1s provided at rates between 20%
and 30% (2008 between 20% and 30%) computed 1 accordance with the rules applicable to life insurance companies

UK Corporation tax for the current year in the non-technical account 1s the standard rate of 28.0% (2008 28 5%)

Reconciliation of tax charge

2009 2008

£m £m

Profit /(loss) on ordinary activities before tax 44.9 470

Tax at standard UK rate @ 28.0% (2008 28 5%) (12 6) 134

Adjustments in respect of prior years - 03
Untaxed income 0.4

Wrte down of investment 1n subsidiary 0.4) -

Non taxable book gains / (losses) on revaluation of capital
support {oan 7.1 (197)
Current tax charge for the year (5.5) {6 0)

Factors that may affect future tax charges.

The Company has further gross unrecogmsed deferred tax assets outlined below, which have not been recogmsed as they

are considered unlikely to be utilised 1n the foreseeable future

2009 2008

£m £m

Capatal losses 222 30
Excess management expenses 51.4 -
13.6 30
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

3b. Deferred tax

2009 2008
£m fm
At 1 January 1.8 21
Utilised (0.5) -
Charges to/(release) from
Technical account — long term business 8.1 03
At 3] December 9.4 18
The deferred tax asset of £9.4m (2008 £1 8m) 1s shown under other debtors 1n note §
2009 2008
The deferred tax asset compnses £m £m
Other timung differences 9.4 18
The deferred tax asset has been recognised where 1t has been determuned that taxable income of future periods will be
sufficient to enable the asset to be realised
4. Bonuses
The total amount of bonuses attributable to policyholders for the year 15 £9.0m (2008 £29 3m)
5. Investment return Long term Non-technical
techmeal account account
2009 2008 2009 2008
£m fm £m £m
Income from investments
Interest on loans and deposits 5.8 32 - -
Dividends 211 271 1.2 -
Income from other financial investments 273.8 2515 22.4 271
Realised (losses)/gains on the realisation of
mvestments held at fair value through profit and loss
Held for trading - denivative financial instruments {110.0) 102 2 - -
Designated upon imtial recognition 13.5 44 8 0.2 131
204.2 428 8 23.8 402
Unrealised (losses) / gains on investments
Held for trading - denivative financial instruments (164 0) 330 - -
Held at fair value - designated upon nitial
recogmtion {45.7) {105 8) 24.0 (69 1)
(209.7) (72 8) 24.0 (69 1)
Investment expenses and charges
Investment management charges (9.1) 81 {0.2) (02)
Loan interest to group companies (15.7) (18 5) (13.5) (16 9)
(24.8) (26 6) (13.7) (a7 n
Net investment return (30 3) 3294 34.1 (46 0)
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

6. Investments

ba. Other financial Imvestments 2009 2008
£m £m

Financial Assets at fair value through profit and loss

Designated upon mitial recognition

Shares and other vanable yield securities and units 1n unit trusts 772.3 686 4

Debt securities and other fixed income securities 4,806.7 5,161 8

Held for trading

Dernvative financial instruments 268 4 7293

Assets at fair value through profit and loss 5,847.4 6,577 5

Loans and receivables valued at amortised cost:

Mortgages 4.1 43

Pohcy loans 0.2 09

Total financial investments 5,851.7 0,582 7

Substantially all of the loans are at vanable interest rates The carrying amounts shown above approximate to fair value as
at the balance sheet date

The historic cost of other financial investments 15 £5,746.3m (2008 £5,865 7m)

Listed investments included 1n the total nvestments are as follows

2009 2008

£m £m

Shares and other vanable yield secunties and units 1n umt trusts 772.3 686 4
Debt secunities and other fixed income securities 4,806.7 5,153 1
5,579.0 5,839 5

6b.  Derivative financial instruments

Dernvative financial instruments are financial mstruments that derive their value from the price of underlying items such as
interest rates, foreign exchange, credit spreads and equity or other indices

The Company purchases denvative financral instruments 1 connection with the management of its insurance contract
liabihities, based on the principles of reduction of risk and efficient portfolio management In accordance with market
practice, collateral 1s received and/or pledged to reduce the exposure to counterparty credit risk

Where collateral has been pledged by the Company and the right of set off 1s only enferceable on the occurrence of some
future event then the asset continues to be recogmsed by the Company On the same basis, the Company does not
recognise collateral pledged by counterparties i the form of marketable securihies, which 1s only enforceable by the
Company on the occurrence of default by the counterparty

The amount of collateral in respect of denivative financial instruments contracts pledged by and to the Company which has
not been recogmised on the balance sheet was £291.0m (2008 £443 9m) and £61.0m (2008 £214 7m) respectively

Certain cash collateral 1s available to the Company for investment purposes and 1s therefore recognised as a financial asset

and a hability, recorded as collateral creditor on the balance sheet within other creditors At 31 December 2009 the amount
of the collateral hiability (per note 13) amounted to £119.1m (2008 £ml)
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)
6b. Derivative financial instruments (continued)

The fair values of derivative financial mstruments at the end of 2009 are as follows

2009 2009 2008 2008

Assets  Liabihihes Assets Liabihties

£fm fm £m fm

Options on interest rate swaps 567 - 490 -
Stock index futures 7.6 7.4 - -
Swaps 173.9 2122 680 3 4228
Swap spread locks 26.0 133.8 - 2317
Forward currency instruments 4.2 4.2 - -
2684 357.6 7293 654 5

The amount recoverable after one year 1s £256.6m (2008 £7159m) The amount payable after one year 15 £345.6m (2008
£634 6m)

The long term business fund has an economuc exposure to costs of guarantees attributable to interest rate movements

The long term fund has an economic exposure to costs of guarantees attributable to equity and property returns, interest rate
movements and foreign exchange rate movements

The following types of guarantees exist

- Maturity guarantees on conventional with-profit (CWP) policies and Market Value Adjustment (MVA) free
guarantees on untised with-profit (UWP) policies

- CWP pensions maturity guarantees with guaranteed annuity options

- CWP deferred annuity contracts with guaranteed commutation options

- Guaranteed benefits on non participating business

Options on interest rate swaps
An 1nterest rate swap option (swaption) gives the buyer, on payment of a prermum, the right (but not the obligation) to
enter mnto an interest rate swap on a pre-determuned future date

Swaptions are held to protect against the impact of interest rate movements on the cost of guaranteed annuity options This
takes two forms
*  Where policyholder habilities are backed by equity and property assets, receiver swaptions are held to protect
against falls 1n interest rates increasing the cost of guaranteed annuity options
e Where policyholder Liabilities are broadly cashflow matched by fixed-interest assets, payer swaptions are held to
protect against rises 1n interest rates taking guaranteed annuity options out-of-the-money

Stock Index futures
A stock index future 15 a contract for the dehivery, at an agreed future date, of a sum of money based on the value of a stock
mdex

A small number of stock index futures are held for efficient portfolio management purposes

Swaps
An nterest rate swap 1s an agreement between two parties to swap fixed interest rate payments for payments that vary
(float) in line with an agreed reference interest rate

Fixed interest assets are broadly matched to the hiabilities they are backing, n order to protect against the impact of interest
rate movements on the cost of maturity guarantees and guaranteed annuity options A bond portfolio benchmark 15 used to
give a reasonable overall duration match with mterest rate swaps being used to hedge residual interest rate nisk at key
duration ponts
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

6b. Denivative financizl instruments (continued)

Swap spread locks

A swap spread lock 1s structured as a swap or contract for difference with the payout dependent on the swap spread at

maturity relative to the 1mitial swap spread lock rate, and can be a net asset or lability

These are used to hedge against the risk of swap spreads widening on interest rate recetver swaps and swaptions that are
currently held

Forward Currency Instruments

A forward currency contract 1s a centract in which the parties agree to exchange cash flows in two different currencies at an
agreed upon date 1n the future

Forward currency contracts are held for efficient portfolio management purposes

6c.  Fair value hrerarchy

As at 31 December 2009

Financal investments Total fair
Level 1 Level 2 Level 3 value
£fm £m £fm £m

Financial Assets at fair value through profit and loss

Designated upon mmtial recognition

Shares and other vanable yield securnities and units in urut trusts (¥) 9763 - - 976.3
Debt securities and other fixed mcome securities 4,721 4 73.0 12.3 4,806.7
Held for trading Denvative financial imstruments (note 6b) 11.8 256.6 - 268.4
Total financial investments 5,709 5 329.6 12.3 6,051.4
(*) Includes £202 1m investment in UK Commercial Property Trust (note 14) and £1 9m assets held to cover linked
liabilities {note 7)
Financial liabilities Total fair
Level 1 Level 2 Level 3 value
£m £m £m £fm
Held for trading Dernivative financial instruments (note 6b) 11.6 346.0 - 357.6
Total financial habilities 11.6 346.0 - 357.6

Level 1 financial instruments The fair value of financial instruments traded 1n active markets (such as publicly traded
secunties and derivatives) 1s based on quoted market prices at the period end date The quoted market price used for
financial assets 15 the current bid price on the trade date If the bid price 1s unavailable a 'last traded' approach 1s adopted
For units m unit trusts and shares in open ended investment compames, fair value 1s by reference to published bid values

Level 2 financial instruments. The fair values of instruments that are not traded 1n an active market are deterrmned using
valuation technmiques where all significant inputs are market observable The fair value of shares and other vanable yield
secunties and of dervative financial mstruments, are estimated using pricing models, discounted cash flow techmques or
broker quotes Where pricing models are used, inputs are based on market related data at the period end date Where
discounted cash flow techniques are used, future and contractual cash flows are based on current market positions, market
calibrated discount rates and interest rate assumptions for similar instruments

Level 3 financial instruments. The Company’s financial assets determuned by valuation techmques where there remain

sigmficant observable inputs, are based on a combmation of independent third party evidence and internally developed
models
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

6. Investments {continued)

6c.  Fair value herarchy (continued)

Significant transfers of financial instruments between level 1 and level 2

For the year ended 31 December 2009

Fromlevell Fromlevel 2

to level 2 to level 1
£m £m
Financial investments
Financial Assets at fair value through profit and loss
Designated upon mminal recognition
Debt secunties and other fixed mcome securities 474 41.1
474 41.1

During 2009 there was a general improvement in the liquidity of the fixed and vanable rate securities market as an asset

class which resulted in a number of securities moving from level 2 mto level 1 Conversely the hquidity in certain

individual sectors of the market decreased resulting in the reclassification of a number of securities from level 1 to level 2

6d. Movements in level 3 financial instruments measured at fair value

losses
Total on
losses in assets
Atl profit Transfers At 31 held at
January andloss fromlevell December end of
2009 account  and level 2 2009 year
£m £m £m £m £m
Financial investments
Fiancial Assets at fair value through profit and loss
Designated upon initial recognition
Debt secunities and other fixed mmcome securities 11.3 2.0) 3.0 12.3 (2.0}
11.3 (2.0) 30 12.3 2.0)

All gains and losses on level 3 financial instruments are included in the profit and loss account

6e.  Sensitivity of level 3 financial instruments measured at fair value to changes in key assumptions

Debt securities categorised as level 3 investments are valued using broker quotes Although such valuations are sensitive to
estimates, 1t 1s believed that changing one or more of the assumptions to reasonably possible alternative assumptions would

not change the fair value sigmificantly
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Phoenix & London Assurance Limited

Notes on the financial statements (continued)
6. Investments (continued)
6f Stocklending

The Company lends listed financial assets 1 1ts investment portfolio to other institutions The Company conducts 1its
stocklending programme only with well-established, reputable nstitutions 1n accordance with establhished market
conventions

The financial assets do not quahfy for derecognition as the Company retains all the risks and rewards of the transferred
assets except for the voting rights The carrying amounts of histed financial assets lent out at the reporting date are
£1,833.6m (2008 £1,727 6m)

It 15 the Company’s practice to obtain collateral 1n stocklending transactions, usually mn the form of cash or marketable
securtties This collateral held 1s not brought on balance sheet, as the Company 15 not permutted to sell or re-pledge the
collateral held 1n the absence of default The fair value of financial assets accepted as collateral amounts to £1,9209.2m
(2008 £2,407 6m)

7. Assets held to cover linked habihties

2009 2008
£m £m
Investments
Shares and other vanable yield securities and units 1n unit trusts 1.9 18
1.9 18
The cost of assets held to cover linked hiabilities 1s £1.2m (2008 £1 7m)
8. Other debtors 2009 2008
£m £m
Amounts due from group undertakings 38 18 4
Taxation 4.5 -
Deferred tax asset (note 3b} 9.4 18
Stockbroker balances 186.2 203
Other 1.0 70
204.9 475
Other debtors include £4 7m (2008 £1 1m}) falling due after more than one year
9.  Share capital 2009 2008
£m £m
Allotted, called up and fully paid
81,060,000 (2008 81,000,000) ordinary shares of £1 each 81.0 810

The Company’s Articles of Association contain a restriction on the number of shares that may be allotted
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Phoenix & London Assurance Limited

Notes to the financial statements (continued)

10.  Fund for future appropnations

2009 2008

£m fm

Fund for future appropnations at 1 January - 417
Transfer during the year - 417

Fund for future appropniations at 31 December -

At 31 December 2009, the fund for future appropnations (“FFA™) 1s £nil (2008 £ml) after recognising support of £43.9m
(2008 £69 3m) This has been accounted for by recogmsing other techmical charges of £25.4m (2008 Other technical
income £69 3m) within the technical account — long term busimess and a corresponding credit within the non-technical
account, included under unrealised gains / (losses) on mvestments

Thus support 1s consistent with the nternal capital support arrangements disclosed 1n the Directors Report and note 21 and
will be returned to the shareholder fund as and when the financial position of the WPF improves

11. Long term business provision

The Company has adopted Financial Reporting Standard 27 i its financial statements The Company falls within the
scope of the Fiancial Services Authonty’s (“FSA”)’s realistic capital regime and 1s required to use the FSA’s realistic
calculation 1n measuring the policyholders® habilities at that date

Asset shares within the realistic liabilities for with-profits contracts have been determuned in accordance with the
Company’s Principles and Practice of Financial Management (“PPFM”) In calculating the cost of guarantees, asset shares
were projected to claim date assumung a nsk free rate of retum and guarantee cost, time discounted to the valuation date, at
the nsk free rate of return

Other sigmficant assumptions mmpacting the cost of options and guarantees are investment volathties and correlations
Expected returns and volatiliies have been calibrated to ensure consistency with market values at an approprate term for

the anticipated hability profile

In calculating the reahstic hiabihties, account has also been taken of potential future management actions consistent with
those set out 1n the Company’s PPFMs

Process and assumptions used to deternune the habilities
For with profits business, the demographic assumptions about future experience are mtended to be “best estmates™ They
are deterrmined after considering recent expenence and/or relevant industry data  Economic assumptions are market

consistent

For non profit business, the mortality assumptions are derived by adding a prudence margin to best estinate assumptions
Econormuc assumptions are prudent estumates of the returns expected to be achieved on the assets backing the habilities

Valuation interest rate

For with profits business, the habilities are deterrmned stochastically using an appropnate number of nsk neutral scenarios
produced by a proprietary economuc scenano generator calibrated to market conditions and gilt yields as at the valuation
date

For non profit business, the method used to determune valuation nterest rates follows the regulations set out in Section 1 2
of INSPRU Assets are firstly hypothecated to classes of busmess being valued The valuation interest rates for each block
of business are based on the expected returns on the hypothecated assets The yield 1s then adjusted to make allowance for
credit nisk, reinvestment risk and investment management expenses
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Phoenix & London Assurance Limited

Notes to the financial statements {continued)

11.  Long term business provision {continued)

Expense inflation

Expenses are assumed to ncrease at the rate of mcrease in the RPIX plus fixed margins in accordance with the various
MSAs that the Company has 1n place with outsourced service providers For with profits business the rate of RPI inflation
15 deterruned within each stochastic scenario  For other business 1t 1s based on the Bank of England mflation spot curve
3.58% (2008 2 54%)

Mortality and longevity rates

Mortality rates are based on published tables, adjusted approprately to take account of changes in the underlying
population mortality since the table was published, recent experience and forecast changes m future mortality Where
appropriate, a margin 15 added 1o assurance mortality rates to allow for adverse future deviations Annuitant mortality rates
are adjusted to make allowance for future improvements 1n pensioner longevity

Lapse and surrender rates (persistency)

The assumed rates for surrender and voluntary premium discontinuance depend on the length of ime a policy has been 1n
force and the type of business Surrender or voluntary premium discontinuances are assumed for with-profits policies
Withdrawal rates used n the valuation of with-profits policies are based on observed experience and adjusted when 1t 1s
considered that future pohicyholder behaviour will be influenced by different considerations than in the past In particular, 1t
1s assumed that withdrawal rates for umtised with profit contracts will be lugher on policy anniversanies on which Market
Value Adjustments do not apply

Discrettonary participating bonus rates

For with-profits business the discrenonary participating bonus rates are determuned 1n accordance with the Company’s
Principles and Practices of Financial Management (PPFM) It 1s assumed that reversionary bonuses will continue at the
current level Termunal bonuses are assumed at a level such that matunity payments will equal asset shares subject to
smoothing rules set out in the PPFM

For non profit business, the principal interest rate assumptions were

Product 2009 2008

(%) ()
Life non-profit 2.69 260
Pension non-profit 3.36 335
PHI claims in payment 3.75 495
Pension annuities i payment 4.90 540
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Phoenix & London Assurance Limited

Notes to the financial statements (continned)
11. Long term business provision {continued)

The mortality assumptions were varyimng proportions of the following published tables

Published Table Pubhished Table

2009 2008
Life non profit (Term assurance) TM92/TF92 TM92/TF92
Pension non-profit AM92/AF92 AMOS2/AFI2
Pensions annuities 1n payment PMA92/PFA92 (c2020) PMAG2/PFA92 (¢2020)
Pension deferred annuities (in AM92/AF92 AM92/AF92
deferment)
Pension deferred annuities {(in PMA92/PFA92 (c2020) PMAS2/PFA92 (c2020)
payment)

The annual per policy expense assumptions and assumed inflation rates were

Premuum Premuum | Annuities |  Annuities Expense | Expense
paymg paying in | In payment inflation | 1nflation
policies policies | payment
2009 2008 2009 2008 2009 2008
£38.79 £33 77 £18.29 £1593 7.38% 6 34%

Asset share uphft

Following a penod of consultation with the relevant policyholders, on 11 December 2009 the High Court approved the
Company’s proposal to remove the guaranteed pension rate (“GPR”) from with-profit pension policies with a GPR and
more than ten years to retirement In return, policyholders have received an immediate increase to the value of their policy
and will benefit prospectively from a change to the imvestment strategy through increased exposure to equities and
commercial property All costs of implementing this scheme have been charged to the with profit fund and are reflected
withun adnunistrative expenses 1n the technical account

Under the scheme, the increases to policy values are to be finalised during 2610 The mcreases to policy values used for

these accounts are best estimates of the final increases To the extent that the final increases differ from the estimated
increases, there will be a financial impact on the value of the FFA
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Sensitivities

The amount of the long term business provision 15 semsiive to changes i the assumptions used in the valuation,
particular interest rates, mortality and morbidity

Interest rates reflect yields on investments, pnimarily yields on fixed interest secunties A reduction i yields would tend to
lead to a reduction 1n 1nterest rates and increase the long term business provision An increase 1n credit spreads would tend
to reduce the long term business provision

Mortality assumptions take account of both the recent experience of the business and wider industry experience A hghter
mortality assumption would tend to increase the long term business provision for annuities in payment but reduce 1t for
other contracts

The expense assumption reflects the expected expenses, appropriately apportioned over all policies, as at the valuation date
An 1ncrease m the expense assumption would lead to an increase n the long term business provision The expense
inflation assumption reflects how much the per policy expense assumption will increase m the future A higher expense
inflation assumption will increase the long term business provision

Moderate changes in assumptions for business written 1n the wath profit fund usually have no direct material impact on
profit or equity holders” funds As the realistic value of the habilities exceeds the value of the assets within the fund a larger
impact will be seen

The table below ndicates the stand-alone impact of certain key econormuic assumption changes on the value of financial
assets offset by the related change 1n the value of insurance and investment contracts on the wath profit fund

Change 1n Impact on Impact on Impact on Impact on
assumption profit equity  profit before equity
before holders’ equity holders'
equity funds  holders' tax funds
holders' tax 2009 2008 2008
% 2009 £m £m £m
£m
Fixed interest yield assumptions -1% 31.8 229 96 4 69 4
Fixed interest yield assumptions +1% (11.7) (8.4 (136 4) (98 2)
Corporate bond spreads +1% 471) (33.9) 777 (559)
Equity and property values -10% (16.3) (11.7) (16 5) (119}

In reality, given the correlation between the assumptions, it 1s not often possible to demonstrate the effect of key
assumptions whilst other assumputions remain unchanged It should also be noted that 1n some 1nstances these sensitivities
are non-linear, consequently larger or smaller impacts should not be interpolated or extrapelated from these results
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12.  Techmcal provisions for hinked habilities

Linked habilities comprise amounts held m respect of insurance contracts of £1 9m (2008 £1 8m) and amounts n respect
of imvestment contracts of £786.2m (2008 £695 9m) The investment contract hiabilities are fully reinsured to Phoenix Life

Limited, a fellow Group Company

13.  Other creditors including taxation and social security 2009 2008
£fm £m

Amounts due to group undertakings 4.8 134
Collateral creditor 119.1 -
Other 23.5 520
147.4 65 4

14.  Investments in group undertalangs and participating interests

The Company owns the whole of the 1ssued share capital of Imbercourt Limted and SAPLIS Limmted (in hquidation)

Both subsidianies are registered in England and Wales

The Company owns 30.3% (2008 40 7%} of the shares of UK Commercial Property Trust Limuted (UKCPT), a company
incorporated 1n Guernsey and 1s designated as a participating interest This forms part of the mvestment portfolios

attributable to the long term business funds and 1s accounted for as a financial mmvestment

2009 2008

£m £m

Shares 1n group undertakings - at current value 0.2) 10
Shares 1n participating undertakings - at current value 202.1 1873
201.9 188 3

The shares in group undertakings of £(0 2)m compnise the net liabilities of Imbercourt Limited

15. Directors’ emoluments

The emoluments of Messrs M Dale, A B Dawvidson, D J R Ferguson, E J C Hawkes, M J Memck, J § Moss, HE M
Osmond, M D Ross and J S B Smuth 1n respect of their services to the Company are disclosed in the financial statements

of Pearl Group Holdings (No 2) Limted (formerly Pear] Group Limuted (“PGH2"))

The aggregate emoluments of the remaimng directors of the Company were £551,374 (2008 £2,159,473) Of thus

£55,137 (2008 £449,923) has been allocated to the Company

The emoluments of the highest paid Director are disclosed 1n the financial statements of PGH2

Retirement benefits are accrumg for 0 (2008 2) contmuing Directors under defined contribution and defined benefit

schemes

Annual bonuses are shown n the year i which they are earned

During the year TDR Capital LLP of whom Mr M Dale and Mr L Tamberlin are designated members recerved £812,500

(2008 £1,762,500) from Impala Holdings Lirmted as shareholder momtoring fees
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16. Auditors’ remuneration
The remuneration receivable by the Company’s auditors for auditing the accounts amounted to £255,820 (2008 £155,000)

In addition, the Company’s auditors received £74,270 (2008 £45,000) for reviewing other regulatory returns and £163,614
(2008 £ml) for other services

17. Provisions for other risks Complaints and

Iitigation Other Total

costs
2009 2008 2009 2008 2009 2008

£m fm £m £m £m £m
At 1 January as previously reported 0.2 04 2.7 - 29 04
Utihsed (0.2) 02) {0.3) (03) (0.5) 05)
Charges to/(release) from
Increase 1n provision - - 2.1 30 21 0
At 31 December - 02 4.5 27 4.5 29

18.  Capital comnutments
The Company had no capital commutments at 31 December 2009 (2008 £ml)

19.  Operating leases

Annual commitments under non-cancellable operating leases were £ml (2008 £nil)
20.  Contingent habilihes and other risks
The Company had no contingent liabilihes at 31 December 2009 (2008 £ml)

21. Contingent and subordinated loans

The Company entered mto the following arrangements with Pearl Life Holdings Limuted (“PLH”) 1n order to support its
ongoing solvency position

Subordinated loan agreement

Under this agreement, the Company has a loan facility from PLH, whereby support 1s provided where 1t 15 anticipated that
the Company has nsufficient capital to meet the "Capital Test” The Capital Test requures there to be sufficient capital to
meet both the Individual Capital Assessment (ICA), as calculated under GENPRU 12, with INSPRU 7 1 providing
specific guidance for msurers, and have an excess of available capital resources equal to at least £50.0m under both the
statutory and realistic solvency regulations, as shown on Form 2, line 42, of the returns to the FSA, if Form 2 was to be
prepared on the date concerned The loan 1s repayable at the Company's discretion, giving at least 6 months notice to both
the lender and the FSA, to the extent that the Capital Test 15 met The amount available to the Company under the
subordinated loan agreement 1s limited to such amount as would cause the aggregate of the loan to equal no more than
£280.0m (2008 £280 Om} Interest 1s due under these loan agreements at LIBOR plus 2%, but 1s only payable at the
Company's discretion, giving 30 days notice to the tender and 1s shown under accruals and deferred income On 31
December 2009 the Company had drawn-down £270.0m (2008 £270 Om)
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21.  Contingent and subordinated loans {continued)

Internal capatal support memorandum

Under this memorandum, the Company has agreed with PLH and with the FSA to establish memoranda accounts within
the shareholder’'s (SH) and long-term (LTF) funds to provide support to the LTF  The amount credited to the SH
memoranda accounts at the 31 December 2009 was £270.0m (2008 £2700m) Assets are transferred from the SH
memoranda accounts to the LTF memoranda accounts when the Company becomes aware that the value of assets
comprised 1n the LTF have fallen (or are likely to fall) below the "Threshold Amount” The Threshold Amount 1s
£25 0m 1n excess of the requirements under both the statutory and realistic solvency regulattons The amount transferred
from the SH memoranda accounts to the LTF memoranda accounts at 31 December 2009 was £297.3m (2008 £290 6m)
including accrued interest of £35.4m (2008 £28 7m) Assets are repayable to the SH memoranda accounts from the LTF
memoranda accounts out of profits arising 1n the Long Term Fund to the extent that the assets compnised in the LTF are
greater than the Threshold Amount, subject to receipt by the Company of pernussion in wnting of the FSA Of the
amount transferred from the SH memoranda accounts into the LTF memoranda accounts, £139.1m (2008 £165 5m) was
required to achieve a realistic basis surplus of £l

22.  Related party transactions

The Company has taken advantage of the exemption given by FRS & by not disclosing mformation en related party
transactions with entities that are wholly owned members of the Phoenix Group

There were no transactions during the year with key management personnel other than the Directors emoluments as
disclosed 1n note 15

23. Parent undertaking and controlling party

The Company’s immed:ate parent company 1s PLH, registered in England and Wales A copy of that company’s financial
statements can be obtained from | Wythall Green Way, Wythall, Birrungham B47 6WG

Prior to 2 September 2009 the Company's ultimate parent undertaking was Pearl Group Holdings (No 2) Limuted
Subsequent to this date, the ultimate parent undertaking became Phoemix Group Heldings {previously named Pearl Group)
whose registered office 1s c/o Maples Corporate Services Limuted, PO Box 309, Ugland House, Grand Cayman, KY1-1104
Cayman Islands

A copy of the accounts of Phoenix Group Holdings, which 1s the parent undertaking of the smallest and largest group to
consolidate these financial staternents, can be obtamned from the Company Secretary, st Floor, 32 Commercial Street, St
Helier, Jersey, JE2 3RU
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24.  Finanecial nsk management

The Company has operated processes and structures to support the effective management of 1ts risks, both firancial and
other nsks, i accordance with the group-wide risk management framework established across the Phoemix group A clear
organisation structure with documented, delegated authorities and responsibilities from the Board to executive management
commuttees and semior managers 15 tn place A policy framework 15 also n place, which sets out the high level nsk
appetite, together with risk management, control and business conduct standards for the Company Each pelicy 1s the
responsibility of a member of senior management who 1s charged with overseemng compliance with the policy

The Company’s Directors are responsible for the system of risk management and internal control, including financial,
operational and compliance controls and for reviewing 1ts effectiveness Due to the lumtations that are inherent 1n any
system of nternal control, this system 1s designed to manage, rather than elimnate nsk In assessing these risks, the
Directors take into account any benefits that may accrue from risk acceptance before making a commercial decision to
ensure that risks are commensurate with the anticipated returns

As part of the overall nsk management framework, the Company operated throughout the year a capital management
framework using Individual Capital Assessment (ICA) prnciples for identifying the nisks to which 1t 15 exposed,
quantifying thewr impact on economuc capital The ICA estimates how much capital 18 needed to mutigate the nsk of
msolvency to a selected, remote level of nisk applied to a number of stresses (both financial and non-financial) across the
business

Asset and hability management strategies were used to mutigate these financial nisks These risks include credit rnisk, market
risk and liquidity risk Each of these 1s described below, together with a summary of how the Company manages them

1. Credit risk

Credit risk 1s the nisk of loss resulting from the failure of a counterparty to perform its financial obligations or to perform
them in a timely fashion These financial obligations can relate to both on and off balance sheet assets and liabilities

The Company 1s exposed to the following maim types of credit nisk

. Credit risk resulting from direct investment activities, ncluding investments n fixed interest, equities,
derivative financial instruments, collective investment vehicles and the placing of cash deposits,
. Credit sk which results indirectly from activities undertaken i the normal course of business Such

activities include premum payments, outsourcing contracts, remsurance, exposure from matenal suppliers
and purchase of denivative financial instruments,
. Credit nsk resulting from investment activities associated with the Company’s free resources

The Company structures the levels of credit nisk 1t accepts by placing Limuts on its exposure to a single counterparty, or
groups of counterparties Such risks are subject to frequent review

The table below provides information regarding the credit nsk exposure of the Company at 31 December 2009 by
classifying financial and remsurance assets according to Standard and Poor’s and Moody’s credit ratings of the
counterparties Only credit nisk on assets where risk 1s borne by the shareholder 15 shown, therefore, umt-linked assets are
excluded
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The credit sk borne by the shareholder on with-profits policies 1s mmmmal other than when the reahistic value of habilities
exceeds the available assets in the WPF The bonuses to with-profit policyholders are designed to distnibute to
pohicyholders a fair share of the return on the assets in the with-profits fund together with other elements of the expernence
of the fund With-profit palicies are managed such that bonuses distnbuted to the pelicyholder are smoothed over the years
The sharcholders are entitled to receive one-ninth of the cost of bonuses declared As detailed 1n note 21 above, 1n certain
circumstances additional financial support to the with-profit fund may be provided by the shareholder fund The process for
exercising discretion 1n the management of the with-profit funds 15 set out in the principles and practices of financial
management ("PPFM") for each with-profit fund and 1s overseen by with-profit commuttees

As at 31 December 2009 AAA AA A BBB BB and Not Total
below rated
£m £m £m £m £m £m £m
Loans and deposits - - - - - 43 4.3
Derivative financial instruments 268.4 - - - - - 268.4

Debt securities and other fixed 3,655.7 303.5 516.2 218.6 85.8 121.2 | 4901.0
income securities
Remsurance assets
1. Remnsurers’ share of - - 11.9 - -1 L1054 | 1,117.3
msurance and investment
contract liabilities - - - - - - -

1i. Reinsurance receivables

Cash and Cash equivalents - 1.2 576.2 - - - 5834
Asat 31 December 2008 AAA AA A BBB BB and Not Total
below rated
£m £fm £m £m £m £m fm

Loans and deposits - - - - - 52 52
Derivative financial instruments - 696 646 3 - - 134 7293
Debt secunties and other fixed
1ncome securities 4,077 3 3380 5809 1413 167 76| 5,1618
Remnsurance assets
1 Reinsurers’ share of insurance - 114 - - -| 1,0353( 10467

and investment contract

habilities - - - - - 10 10
11 Rewnsurance receivables
Cash and Cash equivalents 4816 - 656 - - - 5472

(Source of credit ratings — Standard & Poor’s/Moody’s)

*The non rated remsurance assets include those amounts which are due from other group companies

Credit ratings have not been disclosed i the above table for equiies Whilst the Company 1s exposed to the impact of
credit default on its equity holdings, this nisk 1s not considered significant due to the spread of holdings

Non-equity based derivative financial instruments are included 1n the credit nisk table above and are subject to appropniate
collateral arrangements

Credit nsk i relation to fixed income securities and cash and cash equivalents has been assessed on a look through basis
where the exposure to the secunities 1s via collective investments vehicles

The Company has no matenal financial assets whuch have been impaired or are past due (2008 £ml)
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Concentration of credit risks

Concentration of credit sk mught exist where the Company has sigmificant exposure to an individual counterparty or a
group of counterparties with similar economuc characteristics that would cause their ability to meet contractual obligations
to be simlarly affected by changes in economuc and other conditions The Company has most of its counterparty nsk
within 1ts hfe and pension business and this 15 momtored by the counterparty limats contamned within the Company’s
mvestment guidelines, overlaid by regulatory requirements

The long term business which the Company writes 15 not generally exposed to significant concentrations of credit risk due
to regulatory requirements and other practices limuting tnvestments 1n individual assets and asset classes

The Company 15 also exposed to concentration risk with individual remsurers and service outsourcers This 1s due to the
nature of the service market and the restricted nature of remnsurers that have acceptable credit ratings The Company
operates a policy to manage reinsurance and service outsourcer counterparty exposures and the impact from default 1s
reviewed regularly by executive commttees and measured through the Individual Capital Assessment stress and scenario
testing

The mpact of non-government fixed interest secunties and, inter-alia, the widening of market credit spreads during the
year are fully reflected in the values shown in these financial statements Simularly, the value of denvatives that the
Company holds takes into account fully the changes in swap spreads Some of the Company’s commercial property
mnvestments are held through a umt trust managed by Igrus Asset Management Limuted This umt trust has the power to
restrict and or suspend withdrawals, which would, 1n turn, affect iqudity To date, the unit trust has continued to process
both investments and realisations in a normal manner and has not imposed any restrictions or delays

The amount disclosed 1n the balance sheet 1n respect of financial assets represents the Company’s maximum exposure to
credit risk, exciuding those that back unit linked hab:lities

Collateral

The credit nsk of the Company 1s nutigated, n certain circumstances, by entering into collateral agreements The amount
and type of collateral required depends on an assessment of the credit nisk of the counterparty Guidelimes are implemented
regarding the acceptability of types of collateral and the valuation parameters Collateral 1s mainly obtained for secunities
lending and to provide security against the maturity proceeds of derivative financial instruments Management monitors the
market value of the ¢ollateral received, requests additional collateral when needed and performs an impairment valuation
when impairment indicators ex:st and the asset 1s not fully secured

For further detail on collateral please refer to the derivative financial instruments and stock lending note to the accounts
(note 6)

i Liqudity risk

Liquidity nisk 1s defined as the failure of the Company to maintain adequate levels of financial resources to enable 1t to
meet 1ts obligations as they fall due

The Company has exposure to hquidity risk as a result of normal business activities, specifically the risk ansing from an
inability to meet short-term cash-flow requirements The Company manages hquidity nisk through a clearly articulated
Liquidity Risk Policy, Investment Guidelines and Treasury Management Guidelines The Liquidity Risk Pohicy has the
objectives of ensunng low probability of loss due to hquidity nsk events, documentation of systems and controls of
hiquidity nsk and cost-efficient control of liqudity nsk This Company 1n applying the policy ensures that

s Liqudity nsk 15 managed i a manner consistent with the Company Board’s strategic objectives, nisk
appetite and principles and practices of financial management (“PPFM”),

»  The quahty of profits are appropriately managed and the reputation of the Company 1s safeguarded, and

+  Appropriate information on liquidity nisk 1s available to those making decisions
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24 Financial Risk Management (continued)

Liquidity controls 1n the Company are momtored on a regular basis and breaches are escalated to the Phoemx Group’s
Financial Risk and Capital Oversight Commttee (“FRCOC”)

The table below summarnises the maturity profile of the financial habilities of the Company The basis of preparation 1s such
that mnvestment contracts are on a discounted basis consistent with the balance sheet All remamning financial liabilities are
shown on an undiscounted cash basis Repayments which are subject to notice are treated as 1f notice were to be given
immediately and are included as repayable within one year

The maturity profile of the msurance liabilities 1s based on the estimated timing, of the amounts recogmsed in the balance

sheet

As at 31 December 2009 Uptol 1-5 years Greater Total
year than §
years
£fm fm £fm £fm
Investment contracts without DPF 786.2 - - 786.2
Borrowings - - 270.0 270.0
Denivative financial instruments 12.0 436 302.0 357.6
Payables 1943 - - 194.3
As at 31 December 2008 Upto 1 year 1-5 years | Greater than Total
5 years
£m £fm £m £m
Investment contracts without DPF 6959 - - 6959
Borrowings - - 2700 2700
Derivative financial instruments 199 318 602 8 654 5
Payables 124 1 - - 124 1

iii. Market risk

Market nisk 1s the risk of change i fair value of financial instruments from fluctuation in foreign exchange rates (currency
nisk), market interest rates (interest rate risk) and market prices (price nisk), whether such change n price 1s caused by
factors specific to the individual instrument or 1ifs 1ssuer or factors affecting all instruments traded in the market The
market nsk impact on the Company depending on the nature of the contracts written 1s as follows

Participating insurance and investment contracts
The mam market risks inherent 1n these contracts are dependent upon the asset allocation of the with-profits fund

Generally, the more the fund 1s invested 1n an asset class, the greater the risk attached to movements 1n the particular asset
markets

The main market risks, reflecting the asset allocatton, within the with-profits fund are due to vanations in

) equity prices,

. interest rates and bond pnces,

. corporate bond spreads,

. equity pnice volatility affecting the value of policy guarantees, and

. bond volatihities affecting the value of guaranteed annuity options and other guarantees

The Company adopts a strategy of matching fixed interest assets by term and of notionally delta hedging 1ts equity and
property assets with 1ts guarantee reserves to mimmise 1t exposure to market risks
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Non-linked non participating insurance contracts
For conventional non-participating products, the contract benefits are guaranteed at outset, which implhes a guaranteed rate
of return (ignoring mortality risk) The Company bears the risk of the assets held failling to meet the value of habilities

The Company’s non-participating policies are wrnitten n its participating fund and are backed by a mux of government
bonds, corporate bonds and interest rate swaps Therefore, the main market nsks within these funds are

. vanaton 1n interest rates and bond prices, and
. variation 1n corporate bond spreads

The former risk 15 materially nutigated by close matching of asset cash flows with projected hability cash flows
Umt-linked non-participating insurance and mvestment contracts

All but an immatenal proportion of the Company’s contracts of thus nature are reinsured to Phoenix Life Limuted, removing
market r1sk except to the extent that 1t mught increase the credit risk 1n respect of the reinsurer

Currency risk

The Company’s exposure to foreign exchange risk 1s imited The Company’s habilities under 1ts insurance and investment
habilines are very largely deneminated 1n sterling  Thus the mam foreign exchange nisk anses from assets denominated n
currencies other than sterling and, indirectly, from the earmings of UK compamnies ansing abroad Ths nisk 15 ncurred
mamly m respect of the Company’s participating policies, which have an exposure to overseas assets which 1s not driven by
hiability considerations  The purpose of this exposure 1s to reduce overall nisk whilst maxiusing returns by diversificanon
Thus exposure 1s limited and managed within the Financial Policy approved by the Asset-Liability Management Commutiee
(“ALCO™)

Interest rate risk

Interest rate risk 1s the nisk that the value / future cash flows of a financal mnstrument will fluctuate because of changes 1n
interest rates

The Company’s approach to interest rate risk 1s to manage 1t by maintaimng an appropriate mux of fixed and varable rate
instruments including derivative financial instruments The policy also requires 1t to manage the matunity profile of these
assets consistent with the Labilities to policyholders The company has purchased spreadlocks to protect against the
consequences of widening long dated swap spreads

With-profits business and non-profits business within with-profits funds are exposed to interest rate nisk as guaranteed
labilities are valued relative to market interest rates and investments include fixed interest stocks and derivative financial
instruments Any profit or loss arising from residual mismatches between such assets and habihites 1s largely or completely
offset by mereased or reduced discrettonary pohicyholder benefits, however, and so no tabular disclosure 1s provided

Price nisk

The Company’s price nisk exposure relates to financial assets and lLabilities whose values will fluctuate as a result of
changes 1n market prices other than from nterest rate and currency fluctuations This 1s due to factors specific to tndividual
instrtuments, their 1ssuers or factors affecting all instruments traded m the market Accordingly, the Company hinuts the
exposure to any one counterparty in its investment portfolios as well as the relevant foreign markets (refer to credit and
currency exposure disclosures for concentration risks impacting price risks)

The portfolio of marketable equity securities, and property investments, which 1s carmed on the balance sheet at fair value,
has exposure to price nsk The Company’s objective in holding these assets 1s to earn higher long term returns by tnvesting
1n a diverse portfolio of high quality equities and properties Portfolio charactenstics are analysed regularly and price nsks
are actively managed 1n a number of dimensions The Company’s holdings are diversified across industnes, and
concentrations 1n any one company or industry are hmited
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Equity and property price risk 1s primarily undertaken n respect of assets held in with profits or unit linked funds For unut
linked funds this risk 1s borne by policyholders and asset movements directly impact umt prices and hence policy values
For with profits funds policyholders’ future bonuses will be impacted by the imnvestment returns achieved and hence the
price risk

At 31 December 2009, traded equity securities of £82.2m (2008 £183 Om) and £202.1m (2008 £187 3m) of property
assets were held The property assets consisted of shares in UK Commercial Property Trust Limuted, an assoctated
company (see note 14)

There 1s also an exposure to spread changes affecting the prices of corporate bonds and derivative financial instruments
Thus exposure applies to with profits funds, umut linked funds and i shareholders funds

Sensitivities

An indication of the financial impact of market risk 1s given n note 11
25. Cap:tal management

The Group has developed a capital management framework using Individual Capital Assessment (ICA) principles for
identifying the nisks to which each of its business units and the Group as a whole are exposed and quantifying their impact
on capital The ICA process estimates the level of capital the Group should retain to ensure that there 1s only an extremely
small risk that the Group will be unable to meet 1ts habilities The capital required 1s calculated based on extreme but
foreseeable risk events over a l-year timeframe Although the ICA 1s an internal process, the FSA may use ICA
mmformation in discussing the target capital levels it beheves the Group and all of its msurance businesses should have
available

The Group also establishes a capital policy for each of 1ts insurance subsidianies The purpose of the policy 1s to hold
additional capatal over and above that required by the company’s regulatory requirements and its ICA assessment This
provides additional protection against the impact of adverse expernence

The capital position of the Group and each of its individual insurance subsidiaries is momtored by the Finance Risk and
Caprtal Oversight Commuttee The comrmuttee momtors the Company’s capital composiion and position against the
requirements of the capital policy The level of required capital of the Company 1s the greatest of ‘Required capital and free
surplus’, defined as

»  the amount of capital required to meet regulatory capital adequacy requirements,
* the capital required under the Company’s capital management policy

For this purpose, the Company defines capital to be the amount of available capital resources reported 1n the Annual FSA
Insurance Returns and which, at the balance sheet date, amounted to £884.6m (2008 £662 8m}

The capital policy has been established by the Company and 15 not externally imposed However, external approval from
the Financial Services Authornity would be required before making any amendments to the policy

The Company has complied with all externally 1mposed capital requirements throughout the year

In addition to the requurement to maintain individual capital resources mn excess of its individual capital resources
requirement, the Company 1s required to ensure that its capital resources are sufficient to maimntain group capital resources
in excess of the group capital resources requirement at all imes This 1s calculated at the level of the Company's ultimate
EEA insurance parent undertaking, Phoemx Life Holdings Lumited (“PHLHL”)

The group capital resources requirement 1s an aggregate of the individual capital resources requirements of each of the
regulated entities within the PHLHL Group Group capital resources are based on an aggregation of the capital resources of
each of the regulated entities, net of the PHLHL Group's mvestment 1n them, and net of surplus assets held in the long term
funds of the regulated entities, but without making any deduction for counterparty exposutes 1n €xcess of defined himits
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There are different forms and quality of capial that may be admutted to the calculation of group capital resources
However, there are also restrictions which limit lower qualty capital to prescrnibed levels Lower quality capital which
exceeds these levels must be excluded from group caprital resources, with a corresponding effect on the excess of group
capital resources over GCA requirements

Following the technical breach of GCA requirements in 2008, the FSA 1ssued an Own lmtiative Varniation of Permission
(“OIVoP™) which inter aha, required cash payments and any other transfer of economic benefits from regulated entities
within The Phoemx Group (formerly Pearl Group) to be disclosed to, and approved by the FSA Subsequently, on 2
September 2009 the FSA hfted the OIVoP

The Company met 1ts GCA requirements during the year
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