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PROTECTION LIFE COMPANY LIMITED 02199286

STRATEGIC REPORT
The directors present therr strategic report for the year ended 31 December 2013
Background

Protection Life Company Umited closed to new business on 5 July 2011 Untl then, the Company iransacted
long term insurance faling within business classes | and IV of Annex 11 1 of chapter 11 in volume 1 of the FRA
Intenm Prudential Souwrcebook Insurers The products provided were mortgage life cover, fixed term life
cover, mortgage life cover with cntical lliness, fixed term hife cover with cntical diness and over 50's Iife cover
The Company contnues 1o manage the back book of business

Until 28 November 2013, the Company was a subsichary of Direct Line Insurance Group ple which provided
the Company with direction and qaccess to all ceniral resources it needed and determined policies in all key
areas such as finance, nsk, human resources or environment From that dote the Company became a
substidiary of Chesnara plc who at this point entered into o Transitional Services Agreesment (TSA) with Direct
Line Insurance Group pic to allow the Company to continue its business in the ordinary course untit the
business 15 migrated to one of Chesnaras' cutsource providers The time and caosts of the service provider's
employees and administrative support costs are included under the TSA charge

The Company is regulated by the Prudential Regulahon Authority (PRA) and the financial Conduct Authonty
(FCA)

Business model

The primary focus of the Company Is the effictent run-off of its existing Iife pertfollo  This gives nse to the
emergence of surplus which supports our aim of delivenng ongoing dividends to our parent company,
Chesnara plc By virtue of being closed to new business the surplus arnsing will deplete over time as the
pohcies mature, expire or are the subject of a clam

The Company 1s managed by Chesnara Group Management which consists of a small professional
corporate governance team which is responsible for both the regulatory and operational reguirements of
the Company The team is intenhonally small and is focused on keeping the overall expense base under
close control

Prior to the acquisition date, all operatons were performed by dedicated Drrect Line Group employees
From the date of acquisition and up to the point of migrating the business to one of Chesnara's outsource
providers, the day to day functions have been and will be performed by the same dedicated DLG
employees under a Transitionat Service Agreement (TSA) Post migration, the operating model of Protection
Life will murror that of other subsichanes within the Chesnara plc group, by outsourcing all support activities to
professional specialsts  This typically embraces policy administration, systems, accounting and investment
management and reduces the mpact of potential fixed and semi-ixed cost issues which would otherwise
occur as the Income streams ansing from a declining in-force portfolic diminish - By secunng long-term
contracts 1o support these activities we aim tc enhance the vanability of the expense base with the size of
the in-force policy portfolio  This also leads to the avoidance of the full weight of systems development costs,
as these will, where possible, be shared with other users of the outsourcers' platforms

Oversight of the outsourced functions 1s a significant part of the responsibility of the central governance
team The mantenance of service and performance standards, and thereby the core interests of
shareholders and policyholders, 1s mantained through a sinct regme of service level agreements and
through continuous monitonng of performance  This Is reinforced by adherence to the principles and
practice of treating customers farrly




PROTECTION LIFE COMPANY LIMITED 02199286

STRATEGIC REPORT {CONTINUED)
Strategic objectives
The management of the Company focuses on deliverng 1o the following key strategic objectives

Moximise value from the in-force books
The Company Is a “closed book" operation and as such generahng surplus and cash from the in-force book
Is one of our core obhjectives We do this by proactively managing the following factors

e The compoany Is exposed to market falls on the investments that it holds We seek to minimise this
exposure by regular review of iInvestment asset holdings and by adjusting investment manager
guidelines where appropnate

e We operate in a manner that aims to ensure that policy attnhon 15 as low as possible, as this s a key

determinant of our future profitability and of the level and longevity of the emergence of surplus We
continue to maintam a focus on the retention of policies where it 15 In the Interest of customers to
continue with therr arrangements

s  We adopt a business operaling model which ensures unit expenses remain appropriate for the scale
of the in-force book Foliowing the acguisition of the Company by Chesnara the operations will
become predominantly cutsourced, with contract charging struciures that ensure a sigrificant
element of the cost base will vary in ine with the run-off of the business

Maintain a strong solvency position

Another core strategic objectve of the company is to mamntan a strong solvency position  Adequate
solvency capital

¢ Protects ogainst volatiity particularly due to external economic conditions outside management
control

¢+  Ensures compliance with regulatory requirements

« Supports on going dividend paying capability to our parent Company

To deliver this strategic objective we ensure the Board 1s furnished with high quality nformation regarding ifs
solvency position  This includes information regarding the actual solvency position together with the
projection of solvency under stress scenanos The management team tracks the performance of the key
factors known fo impact the sclvency posthon  Tngger points are set and documented such thot
management action will be instigated should any of the key tngger points be reached The sethng and
review of tngger points 1s an integral component of the Company's nsk appetite model

Adopt good regulatory practice at ail hmes

Company management fully recognises the benefits to both our shareholder and policyholders of
adherence to good regulatory practice We comply not because the regulations insist but because the rules
clearly reflect good, responsible business management and governance

Delivery of this sirategy 1s managed by maintaining a strong internal nsk management culture and regime 1s
maintained throughout the Chesnara Group and we maintain systems and controls which satisfy regulatory
requirements at all levels

The UK Iife assurance and pensions Industry 1s highly regulated, in terms of the conduct of business operations
and of financial reporing We place parhicular emphasis on managing our regulatory comphance through a
proactive and prudent approach and on maintaining o positive relationship with our principal regulators, the
Prudential Regulation Authonty [‘PRA’) and the Financial Conduct Authonty ('FCA')

Accordingly, significant effort 1s directed towards ensunng that the operations are effectively managed in
terms of conduct of business regulations and of prudental solvency requirements and towards the significant
change that s required in the business to implement Solvency Il and to ensure continuing complionce with Ifs
requirements




PROTECTION LIFE COMPANY LIMITED 02199284

STRATEGIC REPORT (CONTINUED)

The Chesnara Group which manages the day to day operations of the Company has a strong Governance
structure which sits at the heart of its operating model, which exists wathin a robust and effective Corporaie
Governance framework

+ All Governance roles, with direct impact on regulatory complhiance, are camed out by people with
significant ndustry expenence

» The level of nvestment in the Governance team is fully reflechive of the Board's recognition and
understanding of the implications and challenges of effeciive adherence io all regulatory best
praciice

* The Chesnara culture ensures other objectives do not conflict with the objective of adopting goed
regulatory practice at all times

A fair revlew of the business

Business Review
The Directors are satisfied with the Company’s performance in the year

Financial Performance
The Company's financial performance is presented in the Statement of Comprehensive income on Page 12

For the 2013 financial year net insurance premium revenue decreased by £6,109,000 (2012 decreased by
£764,000) ond net insurance clams increased by £75000 {2012 decreased by £3,585000] Expenses
decreased by £3.801,000 (2012 increased by £1,249.000) The profit before tax for the year was £6,693,000
{2012 £9,399,000), a decrease of 28 79% over 2013

Dividends of £38,000,000 were paid in the year to the previous owners A final dvidend of £7,000,000 was
paid In January 2013 1n relation to 2012 Two intenm dividends were paid dunng the year £8,000,000 was
poid in June 2013 and a second intenm dividend of £23.000.000 was paid in November 2013 {2012 £nil}

Prior to purchase by Chesnara plc the share capital of the Company was reduced by £23 0m

At the end of the year, the balance sheet showed total assets of £161,018,000 (2012 £177,575,000) These
Included income-generahng assets compnsing investments and cash of £47,831,000 {2012 £44,353,000)
Total equity was £37,507,000 (2012 £60,366,000)

Key performance indicators

Set out below are those Indicators which we consider ta be key In assessing the Company's performance
They are either in the nature of lead operational Indicators or are measurements which reflect outcomes
We explain the significance of each indicater and also set cut the way in which 1t has been formulated to
the extent necessary to appreciate its charactenstics

}) Policy atftnhion rate

Generally, the longer that Iife policies remain in force the more profit accrues to the Business Over time the
value of the in-force policies s realised into surplus within the Company and this s, In turn, disinbutable to our
parent Company, Chesnara plc, subject to the regulatory constraints 1t 1s impertant therefore that the
Company maximises policy retention through providing guidance to customers Different policy product
types will naturally be subject to lapse, claim or surrender to varying extents The policy atintion rate for 2013
was 6 8% (2012 7 0%)




PROTECTION LIFE COMPANY LIMITED
STRATEGIC REPORT (CONTINUED)

A fair review of the business (continued)
Key performance indicators {[continued}

2} Investment performance

02199286

Dunng the year investment returns of £1,19%k were achieved (2012 £1,522k)

3) Regulatory capital resources and requirements

The following summanses the capital resources and requirements of the Company for UK regulatory purposes

Available capital resources ('CR')

Long-term insurance capital requirement {'LTICR’)

Restience capital requirement ['RCR')

Total capttal resources requirement ('CRR')

Excess of CR over CRR (solvency surplus)
Target capital requirement cover

Rahio of avaiable CR io CRR

Excess of CR over target requrement

31 December

2013 2012

£m £m
392 533
252 27 6
252 27 6
140 257
378 41 4
156% 193%

14 119

The Direciors have not proposed the payment of a dividend subsequent to 31 December 2013 inrelahon to
the 2013 financial year Available capital resources as at 31 December 2012 are stated after provision for @
dividend of £7 Om, which was approved subsequent to 31 December 2012

The Company's Board, as a matter of pohcy, continues to target CR cover for total CRR at a minmum level

of 150% of the LTICR

Principal risks and uncertaintles

The Company holds products that are subject to a number of uncertanties and nsks It 1s a key role of Risk to

ensure these nsks have been quantified and considered throughout the pncing and underwriling processes

Princlpal Risks

Impact

Management and Mitigation

Strategle Risk

The prevailing economic climate could
put at nsk our ability to meet our
strategic objectives of maximising
value from the inforce book

Dividend paying
capacity to our
shareholder 1s reduced

- Constant monitoring and
management of agreed strategic
targets

- Costs closely monitored

Reserving Risk

Due to the uncertain nature and timing
of the nsks to which we are exposed,
we cannot precisely determine the
amounts that we will ultimately pay to
meet the labilities covered by the
insurance policies wniten or when
those llabihties wilt be paid

Incorrect reserves held
resuliing in @ financiat
{oss

Technical reserves are estimated using a
range of actuanal and stahshcal
techmques, projections and assumptions
across a range of vanables, facts and
crrcumstances known at o given time,
estimates of trends, and inflation in
claims severity




PROTECTION LIFE COMPANY LIMITED 02199286

STRATEGIC REPORT (CONTINUED)

Principal risks and uncertainties (confinved)

Principal Risks Impact Management and Mitigation

Operational risk

The nsks of direct or indirect losses Adverse events with - We maintain a robust internal control
resulting from inadequate or faled potential financtal, environment

internal processes, or from systems and | reputahonal, legal

people, or from external events and/or customer

including changes in the regulatory or | Impacts
legislative environments

Investment Risk

Market nsk — the nsk of adverse Adverse movements Qur investment portfolio is robusily
financial impact due to changes in farr | due to asset value managed and controlled, through
values of future cash flows of reduction, mis-match

instruments held In the Investment In assets and labihes, - Investiment Strolegy and Guidelines
portfolio as a result of changes in and default of third set and monitored by the Investment
interest rates, credit spread, foreign parties Committee, Including counterparty
exchange rates and property pnces imits, country Imits and specified

rating requirements

- Diverse holding of types of assets —
bonds, cash, asset backed secunties

Credit nsk — the nsk of a financial loss as | Inability to meet and property, geographies, sector
a result of the default or falure of third | cashilows under stress and credit ratings

parties to meet ther obligations when

due, or as aresult of changes in fair - Utisahon of nsk reduction technigques
value resulting from movements in the including collateral holding and
credit worthiness of the third party hedging

Liquicity nisk — the nisk of maintaining - Mantenance of standby facilites
insufficient financial resources to meet

business oblgaiions as and when they - Stress testing and scenano analysis
fall due

Counterparty risk

we partner with many suppliers and Loss due to default of - Regurrement of minimum credit

the fallure of any of these to perform rensurers or other third ratings for reinsurers

ther financial obligations or perform parhes - Other supphers may require a credit
them in @ fimely manner could result in assessment and speciiic credit terms

a financial loss  The pnncipal area of
counterparty nsk is our use of
reinsurance

Regulatory risk

Changes in regulations are not Customer mpact, The Company and Chesnara Group
identified, understood, are financial loss and/or have a constructive and open
nappropnately or incomectly regulatory censure relahionship with its regulators In addition
interpreted or adopted Further there is to specific nsk management tools and

a nsk that current legal or regulatory Regulatory sancton, resources to minmise its exposure to
requirements are not complied with legal achon orrevenue | Regulatory nisk

loss




PROTECTION LIFE COMPANY LIMITED 02199286

STRATEGIC REPORT (CONTINUED)

Principal risks and uncertainties (continued)

Principle Risks Impact Management and Mitigation

Reputational risk

The Company and the Chesnara | Loss of reputahon with customers | A key focus for the Company and
Group are dependent on the | negatively impacts our ability to | the Chesnara Group is to regularly
sfrength of s reputation with | retain business monitor customer performance
customers using a range of metncs, including
retention and compliance

The Company and the Chesnara
Greup seeks to offer o supernor
service to customers and to treat
customers farly n ne with FCA
prnnciples

It 15 mportant to note that some nsks are currently unknown and some risks have matenalty levels that could
subsequently increase The nsk framework ams to capture these effects as early as possible through the
strong culture and engagement with the business

The Company seeks to minimise 1ts exposure to external financial nsks and the principal uncertainties that
anse from those nsks  Further information on the uncertanties surrounding the Company's labiihes can be
found In note 2 on crnhical accounting eshmates and judgements  Further information on the policies and
exposures of Insurance and financial nsk can be found in note 3 on nsk management

Future developments

It 15 Intended that a Part VIl transfer of business to Countrywide Assured plc will be completed by the end of
2014 The PRA have been formally notified of the start of the Part VIl process and subsequently the PRA have
formaliy approved the appointment of the Independent Expert

Going concern

As noted above the Directors have inthated the process to transfer the business of the Company to
Countrywide Assured plc, a fellowship of Chesnara plc It is currently anticipated that this transfer will be
completed before the end of 2014 As aresult the Directors have determined that it would not be
appropriate o prepore these financial statements on a going concern basis  There financial statements
have therefore been prepared on a basis other than that of a going concern

Other matters

The following information 1s required by the Compantes Act to be included in the Strategic Report which the

Drrectors do not think are necessary for an understanding of the development, performance or posihon of

the Company’s business

{1 Environmenial matters There are no environmental matters specific fo the Company Further information
on Environmental matters affectng the Chesnara Group can be found on pages 48 to 49 of the
Chesnara pic 2013 Annual Report & Accounts

{n) The company’s employees The Company does not have any employees except for the Directors of the
Company

() Social, community and human nghts issues including information about any policies of the Company In
relation to those matters and the effectiveness of those policies The Chesnara Group manages this on a
Group basis  Further information can be found on pages 48 to 49 of the Chesnara plc 2013 Annual
Report & Accounis

The Strategic Report was approved by the board of directors on 27 March 201 4 and signed on its behalf by

C oo S <

b

Graham Kettleborough
Director
27 March 2014




PROTECTION LIFE COMPANY LIMITED 02199286

DIRECTORS' REPORT

The drrectors present ther annual report and the cudited financial statements for the year ended 31
December 2013

The Company has chosen, in accordance with section 414c(ll} of the Comparnies Act 2006 to include cerfan
additiongl matters in its Strotegic report that would otherwise be required to be disclosed in this Directors’
report

On 22 January 2014 the Company changed its name from Direct Line Ufe Insurance Company Limited to
Protection Life Company Limited

DIRECTORS AND SECRETARY

The present directors and secretary, who have served throughout the year except where noted below, are
sted on page 1

From 1 January 2013 o date the following changes have taken place

Directors Appolinted Reslgned

P R Geddes 28 November 2013
S K Howard 28 November 2013
A J Reizentein 28 November 2013
T Woolgrove 28 November 2013
£ W Mason 28 November 2013

V S France 28 November 2013

M J Evans 28 November 2013

G L Kettleborough 28 November 2013

D A Rmmingion 28 November 2013

Secretaries

P A Hutchings 28 November 2013
M W Fishwick 28 November 2013

No Director had any matenal interest in any significant contract in the Company

Both previous and curent Direciors benefitted from qualifying third party indemnity provisions in place during
the year ended 31 December 2013

All of the Directors sted on page | are also directors of Chesnara plc, the ultimate parent company  Therr
Interests are reported in the respective company's iinancial statements

RISKS

Cisclosure with respect to Insurance nsk, reinsurance nisk, financial nsk, market nsk, credit nsk, iguidity nsk,
operational nsk and emerging nsks is Included n Noie 3 of the Financial Statements

DISCLOSURE OF INFORMATION TO AUDITOR

Each of the Directors at the date of approval of this report confirms that

- so far as they are aware, there Is no relevant audi information of which the Company's auditor 1s unaware,
and

- each Director has taken all the steps that they cught to have taken as a Drector to make themselves
aware of any relevant audit information and to establish that the Company's auditor are aware of that
information

This confirmation i1s given and shall be inferpreted in accordance with the provisions of sechon 418 of the
Companies Act 2006

AUDITOR
Deloitte LLP have expressed ther wilingness to continue in office as auditor

Approved by the Board of Direciors and signed on behalf of the Board




PROTECTION LIFE COMPANY LIMITED 02199286

DIRECTORS' REPORT (CONTINUED)
DIRECTORS’ RESPONSIBILITIES STATEMENT

The directors are responsible for prepanng the annual report and the financial statements in accordance
with applicable law and regulaiions

Company law requires the directors to prepare financial stalements for each financial year Under that law
the directors have elected to prepare the financial statements in accordance with International Financial
Reporling Standards (“IFRSs") as adopted by the European Union  Under Company low the directors must
not gpprove the financial statements unless they are satisfied that they give a true and farr view of the state
of affars of the Company and of the profit or loss of the Company for that penod In prepanng these
financial statements, International Accounting Standard 1, requires that directors

- properly select and apply accountng policies,

- present informahon, including accounting polcies, In o manner that provides relevant, reliable,
comparable and understandable infermation,

- provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient 1o
enable users to understand the mpact of parhcular transachons, other events and conditions of the
entity's financial posshon and financial performance, and

- make an assessment of the Company's ability to continue as a going concern

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company’s fransachions and disclose with reasonable accuracy at any time the iinancial position
of the Company and to enable them to ensure that the financial statements comply with the requirements
of the Companies Act 2006 They are also respensible for safeguarding the assets of the Company and
hence for taking reasonable steps for the prevention and detechion of fraud and other iregulanties

¥

==

David Rimmington
Director
27 March 2014




INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF PROTECTION LIFE COMPANY LIMITED

We have audited the financial statements of Protection Life Company Limited {'the Company') for the year
ended 31 December 2013 which comprnise the statement of comprehensive income, the balance sheet, the
statement of changes in equity, the cash flow statement and the related notes 1 to 30 The financial
reporting framework that has been applied in therr preparation 1s applicable law and International Financial
Reporting Standards {IFRSs) as adopted by the European Union

This 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 Qur audit work has been undertaken so that we might state to the Company's
members those matters we are required to state to them in an auditor's report and for no other purpose  To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company's members as a body, for our audit work, for this report, or for the opinions we
have formed

Respeclive responsiblilities of directors and auditor

As explained more fully In the Directors’ Responsibilities Statement, the drectors are respensible for the
preparation of the financial statements and for being satisfied that they give a true and far view  Our
responsibility 1s to audit and express an opinion on the financial stalements in accordance with applicable
law and International Standards on Auditing [UK and lreland)  Those standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financlal statements

An audit involves obtaining evidence about the amounts and disclosures in the financral statements sufficient
to give reasonable assurance that the financial statements are free from matenal misstotement, whether
caused by fraud or error  This includes an assessment of whether the accounting policies are appropnate to
the Company's crcumstances and have been consistently gpplled and adequately disclosed, the
reasonableness of significant accounting estimates made by the directers, and the overall presentation of
the financial statements  In addihon, we read all the financial and non-financial nformation in the annual
report to identfy matenal inconsistencies with the audited financial statements and to 1dentify any
informahion that s apparently matenally incorect based on, or matenally inconsistent with, the knowledge
acqurred by us In the course of performing the cudt If we become oware of any appareni matenal
rmisstatements or iInconsistencies we consider the imphcations for our report

Opinion on financial statements
In our opinion the financial statements
« give atrue and far view of the state of the Company's affairs as at 31 December 2013 and of 115 profit for
the year then ended,
have been properly prepared in accordance with IFRSs as adopted by the European Union, and
have been prepared In accordance with the requirements of the Companies act 2006
Emphasis of matter - Financial statements prepared other than on a going concern basls
In forming our opinion on the financial statements, which 1s not modiied, we have considered the adequacy
of the disclosure made in note 1 to the financial statements, which explains that the financial staiements
have been prepared on a basis other than that of a going concern

QOplnion on other matters prescribed by the Companies Act 2006

In our opmion the infoermation given in the Strategic Report and the Directors' Report for the financial year for
which the financial statements are prepared 15 consistent with the financial statements

10




INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF PROTECTION LIFE COMPANY LIMITED
(CONTINUED)

Matters on which we are required to report by exception

We have nothing to report in respect of ihe following matters where the Companies Act 2006 requires us to
report fo you If, In our opinon

e adequate accounting records have not been kept, or returns adequate for ocur audit have not been
received from branches not visited by us, or
the financial statements are not in agreement with the accounting records and retums, or
cerfain disclosures of drectors' remuneraton specified by law are not made, or
we have not received all the information and explanations we require for our audit

o) (ferke

David Claxton ACA (Senior Statutery Auditor)
for and on behglf of Deloitte LLP

Chartered Accountants and Statutory Auditer
Glasgow, Unifed Kingdom

27 March 2014

11




PROTECTION LIFE COMPANY LIMITED

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2013

Insurance premium revenue
Reinsurance premium ceded
Net Insurance premium revenue

Investment income

Net realsed gans on financial assets
Total income

Insurance benefits

Insurance benefits recoverable from reinsurers
Net Insurance claims

Commission expenses

Other operating expenses

Total expenses

Profit before tax

Tax charge

Profit for the year

Other comprehenslve Income

Items that may be reclassified subsequently to profit and loss

Fair value (loss) on avallable-for-sale investiments

Tax credit on other comprehensive Income
Other comprehensive expense after tax

Total comprehensive income for the year

Total comprehensive income attributable to
Owners of the Company
Non-controling interests

The notes on pages 146 to 41 form part of these financial statements

12

Notes

19
19

02199286

2013 2012
£000 £000
39,006 46,609
123,233) (24,727}
15,773 21,882
1,199 1,509
- 13
16,972 23,404
(22,685) (32,856)
20,55) 30,797
(2,134) (2,059)
(1,555 {3.825)
(6.590) (8.121)
(8.145) (11,948)
6,693 9,399
[1.652) (2,496}
5,041 6,903
(1,368) {98}
355 86
{1,013) (12)
4,028 6,891
4,028 6,891
4,028 5,891




PROTECTION LIFE COMPANY LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2013

ASSETS

Financial Investments
Rensurance assets

Deferred tax assets

Insurance and other receivables
Cash and cash equivalents
Total assets

EQUITY

Share Capital
Cther reserves
Retained earnings
Total equity

LIABILITIES
Subordinated habilities
Insurance llabilihes

Trade and other payables including insurance payables

Other provisions
Current tax labiities
Total liabilities

Total equity and llabilities

02199286

Notes 2013 2012

£000 £000

13 24,705 31,120
14 97,988 94,731
15 15 19
16 15,184 16,472
17 23,126 35,233
161,018 177,575
18 21,000 44,000
19 14,326 2226
19 4,181 14,140
39,507 60,366
20 - 3.500
21 108,861 107,154
22 10,769 4,337

23 1,630 -

251 2,218
121,511 117.20%
161,018 177,575

The financial statements of Protection Life Company Limited were approved by the Board of Directors on 27

March 2014 and were signed on its behalf by

Clicoc ﬂx‘

Graham Kettleborough
Drrector

The notes on pages 14 to 41 form part of these financial statements

13




PROTECTION LIFE COMPANY LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2013

Balance at 1 January 2012

Profit for the year

Cther comprehensive ncome

Total comprehensive income for the year
Reclassification to subordinated habilities {note 20)

Balance as at 31 December 2012

Profit for the year

Other comprehensive iIncome

Totlal comprehensive income for the year
Dividends

Capital reduction

Capital contribution

Balance as at 31 December 2013

02199284
Share Other Retained

capital reserves Earnings Total
£000 £000 £000 £000
44,000 5738 7,237 56,975
- - 6,903 6,903

- {12) - {12}

- {12} 6.903 6,891

- (3.500) - {3.500)
44,000 2,226 14,140 60,364
- - 5,041 5,041

- {1,013) - (1.013)

- {1.013) 5,041 4,028

- - {38,000) {38,000}
{23,000} - 23,000 -
- 13,113 - 13,113
21,000 14,326 4,181 39,507

Total changes In equity for the year were entirely attributable to the equity sharehclders of the Company

The notes on pages 16 to 41 form part of these financial statements

14



PROTECTION LIFE COMPANY LIMITED

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2013

Notes

Cash generated from operating activities
Profit for the year before tax

Adjusiments for

investment revenues

Depreciaton of property, plant and equipmeni

Operating cash flows before movements In working capital

Movements in working capital

Net incregse ininsurance labihhies

Net [Increase) in reinsurance assets

Net decrease Ininsurance and other recevables

Net increase/{decrease) in trade and other payables including insurance
payables

Netincreqse in provisions
Cash generated/{used by) from operalions

Taxes paid
Interest paid
Other operating achvities

Net cash flow generated/(used by) from operating activihes before
Investment of insurance assets

Cash flows from Investing activities

Interest received

Proceeds on matunty of availlakle for sale debt secunties

Net decrease in balances held with credit inshtutions greater than ninety
days

Sale of debt secunty

Cash generated from Investment of insurance assets

Cash flows from financing activities
Dividends paid

Repayment of borrowings

Caopital injection

Net cash used by financing activities

Net (decrease}/increase In cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year 17

The notes on pages 14 to 41 form part of these financial statements
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2013 2012
£000 £000
6,693 9,399
(1,199) {1,509}
- 3
5,494 7.893
1,707 9,274
(3,257) (11,969)
1,202 2,080
6,432 (30,289)
1,630 -
13,208 (23.011)
(3.260) (2,572)
{7} {29)
2 -
9,943 (25,612}
1,337 2,199
5,000 5,000
- 30,000
- 5,070
6,337 42,249
(38,000} -
3,500 -
13,113 -
(28,387) -
{12,107} 16,657
35,233 18,576
23,126 35,233




PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1. ACCOUNTING POLICIES
Basis of preparation

The accounts have been prepared n accordance with International Financial Reporting Standards 1ssued by
the Interngtional Accounting Standards Board (IASB) and interpretations issued by the International Financial
Reporting Interpretations commiitee of the IASB as adepted by the European Union (EU) [together IFRS)  As
the Directors intend to complete a Part Vil transfer in the next twelve months, the financial statements have
been prepared on q basis other than that of a geing concern No adjustments were required as a result of
thus

The Company I1s iIncorporated in the United Kingdorm and registered in Englond and Wales

The accounts have been prepared on the histoncal cost basis except that avalable-for-sale financial assets
are stated at therr far value

The Company accounts are prepared in accordance with the Companies Act 2006

The Company's business activities, together with the factors lkely to affect s future development,
performance and position are set out in the Strategic Report on pages 2 and 3 and the Activity sechon of the
Directors’ Report on page 4 In addihon notes 3 and 30 {o the financial statements include the Company’s
objectives, policies and processes for managing its insurance and financial nsks and capital

Adoption of new and revised Standards
Amendments to the following IFRS's were applicable for the year ended 31 December 2013

« |AS 1 Amendments to the presentation and classfication of other comprehensive income,

o |FRS 7 Amendments to financial instruments disclosure In relation to offsetting of financial assets and
habilities,

« |FRS 13 Amendments to far value measurement and disclosure

Therr adoption has not had any significant impact on the amounts reported in these financial statements
11 Contract Classification

Insurance contracts are defined as those containing signiicant insurance nsk i, and only If, an insured event
could cause an insurer to pay significant addihonal benefits in any scenaro, excluding scenarnos that lack
commercial substance, at the inception of the contract  Such contracts remain insurance contfracts untl all
rghts and obligations are extinguisned or exprre  Confracts can be reclassified as insurance contracts after
inception if Insurance nsk becomes significont

A habiity for contractual benefits that are expected to be incured In the future 1s recorded when the
premiums are recognised For contracts other than credit insurance business the iability 1s determined as the
sum of the expected discounted value of future benefit payments and future cdministration expenses that
are drectly related to the insurance contract less the expected discounted value of premiums payable
under the contract, based on the valuation assumptions used  For regular premium credit Insurance business
the iability 1s taken as a mulhiple of premium  For single premium credit insurance business the abilty is taken
as o proportion of the single premium, where the preportion reflects the outstanding term remaining on the
contract

The habilty 1s based on assumptions as to mortality, morbidity, maintenance expenses and investment
income A margin for adverse deviations s included in the assumptions

Where contracts have a single premium the excess of the premiums payable over the valuation prermium is

deferred and recognised as Income in ine with the decrease of unexpired insurance nsk of the contract In
force
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PROTECTION LIFE COMPANY LIMITED 02199284

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1. ACCOUNTING POLICIES {Continued)
1 2 Revenvue recognitlon {Continued)
Insurance premium revenuve

The Company's long-term assurance confracts include whole-life and term assurance contracts that are
expected to remain in force for an extended penod of ime  These contracts insure events associated with
human hfe {for example death or the occurrence of a cntical lllness) These are recognised as revenue when
they become payable by the confract holder Premiums are shown before the deduction of commussion

Investment return

Interest Income cn financial assets 1s determined using the effective interest rate method The effective
interest rate method 1s a way of calculating the amortised cost of a financial asset {or group of financial
assets] and of dllocating the interest Income over the expected life of the asset In the case of financial
assets classified as avalable-for-sale, estmates are based on the straight-lne method, which 15 a close
approxmation to the effective nterest rate

1 3 Insurance benefits

Benefits are recorded as an expense when the Company becomes aware of the claim  Provision 1s made for
the full cost of setting outstanding clams at the balance sheet date  Costs for both direct and indirect
clams handling costs are also included

1 4 Relnsurance
The Company has reinsurance treaties and other reinsurance contracts that fransfer signifticant insurance nsk

The Company cedes insurance nsk by reinsurance in the normal course of business, with the arangement
and retention imits varying by book of business  Qutward reinsurance premiums are generally accounted for
In the same accountng pernod as the premiums for the related direct business being reinsured  Cutward
reinsurance recovenes are accounted for in the same accounting penod as the direct claims to which they
relate

Reinsurance assets include balances due from reinsurance companies for ceded insurance liabilities
Amounts recoverable from reinsurers are estimated in a consistent manner with the outstanding claims
provisions or settled clams associated with the reinsured policies and In accordance with the relevant
reinsurance contract

A reinsurance bad debt provision 15 assessed In respect of reinsurance debtors, to allow for the nsk that the
rensurance asset may not be collected or where the reinsurer's credit rating has been downgraded
significanily  This also includes an assessment In respect of the ceded part of clams reserves to reflect the
credit nsk exposure to long-term reinsurance assets parhcularly in relation to pernodical payments  This s
affected by the Company reducing the carrying value of the asset accordingly and the mpairment loss 1s
recognised in the statement of comprehensive iIncome

1 § Financial assets

finoncial assefs can be classified as held-to-matunty, available-for-sale, designated as at far value through
profit or loss, or loans and receivables The Company only has avalable-for-sale financial assets and loans
and recevables

Financial assets that are not classified as designated as ot far value through profit or loss, or loans and
receivables, are classified as avalable-for-sale  Financial assets can be designated as availlable-for-sale on
inhal recognition  Availlable-for-sale financial assets are inthally recognised at far value plus directly related
fransaction costs  They are subsequently measured ot far value Imparment losses and exchange
differences resultting from retranslating the amertised cost of foreign currency monetary avallable-for-sale
financial assets are recogrised in profit or 10ss together with interest calculated using the effective interest
rate method Other changes in the far value of avallable-for-sale financial assets are reported in a separate
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PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1. ACCOUNTING POLICIES (Continued)

1 5 Financial assets {Continued)

component of shareholders’ equity until disposal, when fhe cumulative gain or loss 15 recognised in the
statement of comprehensive Income

Purchases of financial assets classified as loans and receivables are recognised on settlement date, all other
purchases are recognised on trade date

A financial asset 1s regarded ¢s quoted in an aclive market If quoted pnces are readly and regularly
available from an exchange, dealer, broker, industry group, pricing service or regulatory agency, and those
prices represent actual and regularly occumng market transactions on an arm’'s length basis  The
appropriate quoated market pnce for an asset held s usually the current bid pnce  When current bid prices
are unavailable, the price of the most recent transaction provides evidence of the current far value as long
as there has not been a significant change In economic circumstances since the me of the transaction  |If
conditions have changed since the tme of the fransaction (e g a change in the nsk-free interest rate
following the most recent price quote for a corporate bond). the far value reflects the change in conditions
by reference to current pnces or rates for similar financial instruments, as approprnate

The valuation methodology descnbed above uses observable market data

If the market for a financial asset 1s not active, the Company establishes far value by using a valuation
technique Valuahon techruques include using recent arm's length market transactions between
knowledgeable, wiling parhes if avalable, reference to the cument far value of another instrument that 15
substantially the same, discounted cash flow analysis and ophion pncing models [f there 1s a valuation
techrigue commonly used by market parhcipants to price the instrument and that techrique has been
demonstrated to provide reliable estimates of pnces obtained in actual market transactions, the Company
uses that technique

The farr volue of Investments in equity instruments that do not have a quoled market price in an active
market and denvatives that are nked to and must be settled by delivery of such an unquoted equity
instrument are reliably measurabte if

{a) the vanability in the range of reasonable far value esimates s not significant for that instrument, or
(b} the probabiliies of the vanous eshmates within the range can be reasonably assessed and used In
estimating fair value

Loans and recelvables - Non-denvative financial assets with fixed or determinable repayments that are not
quoted In an active market are classified os loans and recevables, except those that are classified as
avalable-for-sale or designated as at far value through profit or loss  Loans ond recevables are inhally
recognised at fair value plus directly related transaction costs and are subsequently measured at amortised
cost using the effective inferest rate method less any impawrment losses

Insurance recewvables comprse outstanding insurance premiums where the policyholders have elected to
pay In instalments or amounts due from brokers or third paries, where they have collected the money from
the policyholder

Oiher loans and receivables principally compnse loans to related parhes and other debtors

Impalrment of financlal assets

At each balance sheet date the Company assesses whether there s any objechive evidence that a financial
asset or group of financial assets classified as avalable-for-sale or loans and recevables 15 impared A
financial asset or portfoho of financial assets s imparred and an impairment loss incurred If there 1s objective
evidence that an event or events since iniial recognition of the asset have adversely affected the amount or
timing of future cash flows from the asset

Available-for-sale - When a declne in the far value of a financial asset classified as avallable-forsale has
been recognised directly in equity and there 1s objective evidence that the asset is imparred, the cumulative
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PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1 ACCOUNTING POLICIES (Continued)
1.5 Financial assets {Continved)

loss 1s removed from equity and recognised In the iIncome statement  The loss 158 measured as the difference
between the amortised cost of the financial asset and its current far value Impairment losses on avallabte-
for-sale equity instruments are not reversed through profit or loss, but those on avallable-for-sale debt
instruments are reversed, If there 1s an increase In far value thot 1s objectively relafed to a subsequent event
Subsequent Increases In the farr value of availlable-for-sale other nvestment funds are all recogrised in equity

Loans and receivables - if there 15 objective evidence that an imparment loss on a financial asset or group of
financial assets classified as loans and recevables has been incurred, the Company measures the amount of
the loss as the difference between the carrying ameount of the asset or group of assets and the present value
of estimated future cash flows from the asset or group of assets discounted at the effective interest rate of
the instrurment at inttial recognition

Impairment losses are assessed individually where significant or collectively for assets that are not individually
significant

Impairment losses are recognised in the Income statement and the carrying amount of the financial asset or
group of financial assets 15 reduced by establishing an allowance for the mparment losses  If in a
subsequent penod the amount of the impairment loss reduces and the reduchton can be ascrbed to an
event after the mparment was recognised, the previously recognised loss 1s reversed by adjushng the
dllowance

1 6 Cash and cash equivalents
Cash and cash equivalents comprnse cash on hand and demand deposts with banks together with short-
term highly tiqud investiments that are readly converlible to known amounts of cash and subject to

nsignificant nsk of change in value

Under IAS 7 the Company 15 producing a cash flow statement using the indrect method  This shows an
explanation of the movement in cash and cash equivalents as defined above

17 Financlal lablilties

Amortised cost - Financial iabihes are nitially recogrised at far value net of fransachon costs incured
Cther than dernvatives which are recognised and measured at far value, alt other financial labtiies are
subsequently measured at amortised cost using the effective interest method

1 8 Taxation

Provision 1s made for taxation at current enacied rates on taxable profits, ansing in ncome or in equity, taking
into account relief for overseas taxation where appropnate

Deferred taxation 15 accounted for in full for all temporary differences between the carrying amount of an
asset or lability for accounting purposes and its carrying amount for tax purposes

Deterred tax assets are only recogrised to the extent that 1t 1s probable that they will be recovered

1 # Capital Instruments

The Company classifies a financial instrument that it 1ssues as a financial lability or an equity instrurment In
accordance with the substance of the contractual amangement  An instrument 1s classified as a habllity if it s
a contractual obligation to deliver cash or another financial asset, or to exchange financial assefs or

financial labilhies on potentially unfavourable terms, or as equity if it evidences a residual interest in the assets
of the Company after the deduchon of hatilities
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PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

1. ACCOUNTING POLICIES {Continved)
110 Accounting Developments

IFRS 9 ‘Financial Instruments’ 15 o new standard that 15 Intended to replace IAS 39 '‘Financial Instruments
Recognition and Measurement' [“IAS 39"} in its entirety The replacement project consists of three planned
phases and will impact the measurement and disclosures of financial instruments

The first phase will change the basis and treatment of the classification and measurement of financial assets
and financial habilihies

The second phase 15 the mparment methodology and the revised exposure draft in March 2013 has
proposed a more forward-looking imparment mode! that reflects expected credit losses, as opposed to the
incurred loss model in IAS 39

The final phase will cover hedge accounting for both general hedge accounting and macro hedge
accounting

There 15 currently no mandatory effective date for IFRS 9
2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The reported results of the Company are sensifive to the accounting policies, assumptions and estimates that
underlie the preparation of its inancial Information The Company's principal accounting policies are set out
on pages 1610 20 UK Company law and IFRS require the directors, In prepanng the Company’s financial
statements, fo select suitable accounting policies, apply them consistently and make judgements and
estimates that are reasonable and prudent In the absence of an gpplicable standard or interpretation, IAS 8
requires management to develop and apply an accounting policy that results in relevant and retiable
information in the kight of the requirements and guidance in IFRS dealing with similar and retated 1ssues and

the IASB's Framework for the Preparation and Presentation of Financial Statements

The judgements and assumphons involved In the Company's accounting policies that are considered by the
Board to be the most important to the portrayal of its financial condition cre discussed below The use of
estimates, assumptions or models that differ from those adopted by the Company would affect its reported
results

2 1 Life Insurance Llabilities under long-term Insurance contracts

Liabiities under long term insurance contracts are dependont on estmates made by the Company
Estmates are made regarding the expected number of deaths or cntical iiness claims for each of the years
for which the Company 1s exposed to the nsk  These estimates are based on standard industry and national
mortalty and morbidity tables which reflect recent histoncal mortality and morbiaty expenence
Adjustments to these tables are then made to reflect the Company's own recent expenence

The estimated number of deaths or crhical iiness clams determines the value of the benefit payments The
main source of uncertanty on future mortalty and morbidity is the effect of epidemics and wide ranging
Iifestyle changes such as eating, smoking and exercise habits

Such factors could resull In future mortality being sigrificantly worse than in the past for age groups in which
the Company has significant exposure

In determining the abilities under long-term insurance contracts assumptions are alsc made regarding the
level of expenses and the investment return on the assets backing the icbilities

Ligbilities under long-term insurance contracts net of reinsurance at 31 December 2013 amounted to
£10,055,000 (2012 £11,7%0,000)
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PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)
2 2 Fair value

Financial assets classified as avallable-for-sale are recognised in the financial nformation at far value  In the
balance sheet, financial assets camed at farr value are included within avallable-for-sale delot secunties and
equily shares Unrealsed gains and losses on avallable-for-sale financial assets are recognised directly in
other comprehensive Income unless an impairment 1oss 1s recognised

Far value 15 the amount for which an asset could be exchanged, or o labity settled, between
knowledgeable willng parties in an arm'’s length transaction  Farr values are determined by reference to
observable market prces where availoble and reliaoble  Where representative market prices for an
instrument are not availabte or are unreliable because of poor iquidity, the farr value 15 denved from prices
for its components using appropriate prncing or valuation models that are based on independently sourced
market parameters

The Company closely monitors the valuation of assets in markets that have become less kquid Determining
whether a market 15 active requires the exercise of jJudgement and 15 determined based upon the facts and
crrcumstances of the market for the instrument being measured  Where tt 15 determined that there s no
active market, far value 15 established using a valuation technique as descnbed In the note above The
techniques applied iIncorporate relevant information availlable and reflect appropnate adjustments for credit
and hquidity nsks  The relative weightings given to diffenng sources of information and the determination of
non-observable inputs to valuation models can reguire the exercise of significant judgement Where possible,
the Company seeks at least external quotatons for each bond and considers whether these are
representative of far value in the light of curent traded levels, and 1n companson to the infernal group
valuation models Where this information is not available or where 1t 1s considered to be not representative of
far value, farr value has been estmated using quoted market prices for secunties with smilar credit, matunty
and yteld charactenstics

The farr value of certain asset backed secunties has been determined by use of an internal model which
predicts the future cash flows from the Instruments In @ number of projected economic scenanos These
economic scenaros are probabllity weighted based on recent economic forecasts and the resuling cash
flows are discounted using nsk adjusted discount rates determined by reference to currently observable
market discount rates adjusted to take account of the nsk charactenstics of the secunties being valued
There 15 significant subjectivity 1In this valuation as there 15 little recent market achivity in these or other smilar
Instruments

The far value of avalable-for-sale financial assets at 31 December 2013 amounted to £24,705,000 (2012
£31,120,000) and 100% were determined using observable market inputs
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PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

3 RISK MANAGEMENT
3 1 Risk Management Overview

The Company Is a subsidiary within Chesnara plc ["the Group”) Overlaying alt the day-te-day and
development achivity 1s a focused nsk management culture and regme

We maintain processes for identifying, evaluating and managing the significant nsks faced by the Compony
which are regularly reviewed by the Group Audit and Risk Committee Our nisk processes have regard to the
significance of nsks, the kkellhood of therr occurrence, taking account of existing controls, and the cost of
mitigahng them The processes are designed to manage rather than eliminote nsk and, as such, provide
reasonable, but not absolute, assurance against loss

we maintain, in accordance with the regulatory requirements of the PRA, a nsk and responsibility regme
Accordingly, the identification, assessment and control of nsk s firmly embedded within the organisation and
the procedures for the monitonng and updating of nsk are robust As part of this there 1s an established Risk
Committee in Protechon Life, which compnses solely of Non-executive Directors This commitiee receives
quarterly updates of the Key Risk Register, as maintaned by the execulive management, for review and
challenge The Risk Commiitee reports directly to Protection Life's Board which also reviews reports from the
compliance and internal audit functions The Risk Committee reports are also reviewed by the Chesnara
Audit & Risk Committee on a quarterly basis The Key Risk Register has been designed to complement the
preduction of our Individual Capital Assessment, which we are required to submit to the PRA on request and
maintain on an ongoing basis We categonse all nsks against the following relevant categones - insurance,
market, credit, iquidity and operational - and identfy poteniial exposures and the necessary capital
requirements accerdingly

Risk management processes are enhanced by stress and scenano festing, which evaluates the mpact on
the Company of certain adverse events occumng separately or in combination The outcome of this lesfing
provides context against which the Company can assess whether any changes to its nsk management
processes are required

In accordance with the need to comply with the requrements of Solvency [l on an EU-wide basis, we are
currently reviewing and upgrading our nsk management processes, so that they will be enhanced ina
uniform and consistent manner, embracing

- arhculahon of nsk appetite statements, {ollowing from documented stralegic objectives,
- formulation and monitonng of associated rsk metrics,

- nsk identification and assessment,

- calculation of nsk-based capital, and

- the embedding of nsk management processes so that they are at the forefront of and underpin
strategic and operating decisions

These developments will continue through 2014 and are planned te be completed durnng 2015

3 2 Risk and capital management modeliing

The Board has ultmate responsibility for ensunng that the Company has sufiicient capital to meet its llabilities
as they fall due The Company cames out detalled capital modelling of its assets, habilities and the key nsks to
which these are exposed This modelling includes the Company’s own assessment of s capital requirements
for solvency purposes, 1IN its submission of its Individual Capital Assessment {ICA) to the PRA  The ICA
quantifies the insurance, market, credi, iquidity, operational and group nsk thot the Company undertakes
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

3 RISK MANAGEMENT (continued)
3 3 Insurance risk
lnsurance nsk can anse from

- fluctughons in the timing, frequency and seventy of insured events and ther vitimate settlement, relative
to the expectations of the Company at the time of underwniing, including those driven by inaccurate
pricing, nappropnate underwnting guidelines and terms and condifions, and holding inadequate
reserves,

- Inadeguate reinsurance protection, and

- concentrahon of business leading to unexpected clam levels (frequency and severty] from a single
source

Unfit 6 July 2011, the Company underwrote long term insurance falling within business classes of Ife and
annuity and permanent health The products provided were fixed term life cover, mortgage Iife cover, fixed
term life cover with crnbical tiness, martgage life cover with critical iliness, over 50's ife cover and the Iife cover
associated with the creditor business underwntten by Direct Line Insurance Group plc's general insurance
business Contracis were 1ssued typically on a long-term basis, which means that the Company's fiabitity can
extend for a penod ranging from five years up 1o fifty-two years

For creditor insurance, confracts are ssued either on a monthly renewable basis regular premium) and can
be amended or cancelled by the customer at any point dunng the contract or cover pened of alocan (single
premium) In the former case, the Company can concel or amend the policy following a 90 day wntten
notice pencd In the latter case, {these policies were withdrawn from sale in December 2008) the customer
has the ophon to cancel the coniract at any point but generally the Company 15 obhigated for the full term
of up to a maximum of 10 years but typically 3 to 5 years

This nsk 1s managed according to the following separate components
underwnhng, pricing and reserving nsk,

- clams management nisk, and

- reinsurance rnisk

3 31 Underwriting, pricing and reserving risk

Underwniing and pncing nsk is the nsk that inapproprate business will be wntten and/or inappropnate prices
charged The classes ond sectors of business written, underwnting crtena and relevant limits, define
underwriting nsk appetite This was only applicable to the Company until 6 July 2011 when the Company
closed to new business

Reserving nsk 15 the nsk that the reserves have been calculated incomectly, or the assumptions used In the
calculation turn out to be Inappropriate

Long term insurance conlracts
The Company manages this nsk through a wide range of processes and forums, some of which include

- comprehensive internal quality review audit programmes,

- central control, within underwnting, of policy wordings and any subsequent changes,

- weekly monitonng within the business of key performance indicators by product and brand.
- formal monthly meonitoring and reporting to the Executive, by product and brand

- annual budgeting and quarterly re-forecasting, signed off by the Executive, and

- reserves are calculated by an independent consulting firm of actuanes

Until & July 2011, the following nsk management was undertaken

- underwnting guidelines exsted for all business fransacted restncting the types and classes of business that
may be accepted,

- medical selection was Included in the Company's underwnting procedures and premiums vary to reflect
the Iifestyle, health and family medical history of the applicant, and

- pricing peclicies which were set by management and implemented through pricing committees by
product ine and by brand
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

3 RISK MANAGEMENT (Continued)

3.3.1 Underwriting, pricing and reserving risk (Continued)
(a) Frequency and severity of specific risks - long term insurance contracts

For contracts where death or cribcal finess 1s the insured nsk, the most significant factors that could increase
the overall frequency of claims are epidemics or wide spread changes in lifestyle, such as eating, smoking
and exercise habits, resuthing In earler or more clams than expected

For contracts with fixed benefits and fixed future premiwms, there are no mitigating terms and conditions that
reduce the insurance nsk accepted

For contracts with reviewable premiums a miigating factor is the reviewable nature of the premium  Under
the terms of the policy the retall premium can be adjusted to refiect clams expenence, developments in
medical technology and diagnosis and other related expenses

The table below presents the concentration of nsured benefits across four bands per individual ife assured
The benefit Insured figures are shown gross and net of the reinsurance contracts descnbed above

Benefits assured per life assured at the end of 2013 Total benefits insured

Before reinsurance After reinsurance
£'000 £'000 % £'000 %o
0-99 3,992 28 9% 645 367%
100 -19¢9 6,801 49 2% 778 45 3%
200 - 29% 2,200 159% 232 13 2%
300 + 833 6 0% 85 4 8%
Total 13,826 1,740
Benefits assured per life assured at the end of 2012 Tolal benefits insured

Before reinsurance Atter reinsurance
£'000 £'000 T £'000 %
0-99 4,296 28 8% 703 36 8%
100 -199 7,333 49 2% 862 45 2%
200 - 299 2,379 16 0% 252 13 2%
300 + 894 6 0% 21 4 8%
Total 14,902 1,908

The concentration in 2013 has not substantially changed from the prior year
(b) Sources of uncertainty in the estimation of future beneflt payments and premium receipts

Uncertainty in the estimation of future benefits and premium receipts for long-term insurance contracts anses
from the unpredictability of long-term changes in overall levels of mortality and moroidity

The Company uses appropnate base tables of standard mortality and morbudity according to the type of
confract being written and the temtery in which the insured person resides  An investigation into the
Company's recent experience, In conunction with a review of the continuous mortalty and morbidity
inveshgatons performed by independent actuanal bodies, 15 camed out and o best estimate of expected
mortality and moroidity for the future s denved

{c) Assumptions
The Company writes only non-profit long-term business where shareholders are entifled to 100% of the profits
The gross premium method of actuanal valuation 1s used  This makes explicit assumptions for interest and

discount rates, mortality and morbidity, persistency and future expenses Assumptions are reviewed annually
against actual expenence and industry and economic frends
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NOTES TO THE FINANCIAL STATEMENTS
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3. RISK MANAGEMENT (Continued)

3.3.1 Underwnting, pricing and reserving risk (Confinued)
(c) Assumplions (Continued)

The key assumptions used for the insuraonce coniracts, other than credit Insurance business, disclosed 1N this
note are as follows

Mortality & morbidity

Appropriate base tables of standard mortality and morbicity are chosen depending on the type of contract
An Investigation into the Company's recent expenence, in conunchon with a review of the continuous
mortality investgations performed by independent actuanal bodies, 15 camed out and an approprate levei
of the base table is denved

investment returns

Valuahon discount rate 1 6% net of tax (2012 1 0%)

Renewal expense level and inflotion

The Company's current level of expenses, together with a margin for prudence, 15 taken as an appropnate
expense base and an expense inflation rate of 6 95% {2012 5 5%) 15 applied

For regular premium credit Insurance business we hold a multiple of premium as the reserve  For single
premium crecit insurance business the reserve 15 laken as a proporhon of the single premium, where the
proportion reflects the outstanding term remaining on the contract

Lapses

For cntical iliness polictes the Company has used q lapse rate of 4 5% per annum {2012 4 5%), when net cash
flows are negafive and a lapse rate 15 prudent QOtherwise a lapse rate of 15 5% per annum {2012 15 5%} 15
used For all other policies, excluding over 50's polices and creditor, the Company has used a lapse rate of
1 5% per annum {2012 1 5%), when net cash flows are negative and a low lapse rate 1s prudent Gtherwise @
lapse rate of 12 5% per annum (2012 12 5%} 1s used

{d) Change in assumptlons durlng the year

The following estimates and assumptions used (n determinng assets and habilities for iInsurance contracts
were changed, and had the following effect on profit recagnised for the year

Effect on Profit

2013

£000

Change in valuation basis 494
Change inreinsurance rates 368
862

(e) Sensitivity analysls

Lfe msurance results are inherently uncertain, due to actual expenence being different to modelled
assumptions  Sensitivity analysis 1s provided below toillusirate the impact of changes in key assumptions
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3. RISK MANAGEMENT (Continued)

3.3.1 Underwriting, pricing and reserving risk (Continued)

Sensltivity Description of sensitivity analysls

Debi Secunties The method used Iin calculating this sensitivity 1s to
apply a 20% change t¢ market values to the debt
secunties portfolio

The mpact of a change in market interest rates by
+/- 1% (e g If a curent interest rate 1s 2%, the impaci
of an mmediate change o 1% or 3%)

The mpact of an increase In ongoing administrative
expenses and the claims handling expenses provision
by 10%

The mpact of an increase in mortality/morbidity rates
for assurance contracts by 5%

The impact of anincrease In lapse rates by 0 5%

Interest rate and investment return

Expenses

Assurance meortality/morbidity
Lapse rates

The table below demonstrates the effect of a change in a key assumption whilst other assumptions remain
unaffected Inreahly, such an occurence 15 untikely due to correlation between the assumptions and other
faclors It should also be noted that these sensiivities are non-inear, and larger or smaller impacts shouwld not
be interpolated or extrapolated from these results  The sensitivity analyses do not take into consideration that
our assets and labilties are actively managed and may vary at the time that any actual market movement
oCcCurs

Sensttivity at 31 December 2013 Varlability Impact on value Impact on profit Impact on
of Investments after tax shareholders

equity

£000 £'000 £'000

Debt secunties +20 0% 4,941 - 4,941
Debt secunties -200% {4,941) - (4.941)
Interest rates +1 0% {750} 549 127}
Interest rates -1 0% 800 (771} (157)
Expenses +10 0% - {403) {403)
Assurance mortality/morbidity +5 0% - (741} {741)
Increase [n lapse rate 05% - 188 188
Sensitivity at 31 December 2012 Variability Impact on valve Impact on profit Impact on
of Investments after tax shareholders

equity

£'000 £'000 £'000

Debt securities +20 0% 6,224 - 6,224
Debt securities -20 0% (6.224) - (6.224)
Interest rates +1 0% (1.072) 1,215 405
Interest rates -1 0% 1,109 (1.554) (717}
Expenses +10 0% - {725) (725)
Assurance meortallty/morbidity +5 0% - (742) (742)
Increase in lapse rate +0 5% - 233 233

Clams management risk 1s the risk that claims are pad or handled inappropnately

Claims are menaged utilising a range of [T system dnven controls coupled with manual processes outlined in
detalled policies and precedures to ensure clams are handled in an gppropnate, tmely and accurate
manner

Each member of staff has a specified handing authonty, with controls preventing them handling or paying
claims cutside of therr authonties, as well as controls to mihigote the nisk of paying invalid claims In addition,
there are vanous outsourced clams handling arrangements all of which are momtored closely by
management, with similar pnnciples applying in terms of the controls and procedures
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3. RISK MANAGEMENT (Confinued)
3 3 2 Relnsurance risk
The Company uses reinsurance

- to protect the insurance results against unforeseen volumes of, or advere trends in, large individual
clams, in order to reduce volatiity and 1o improve stability of earmings,

- toreduce the Company's capital requirements, and

- transfer nsk that 1s not within the Company's current nsk retention strategy

Reinsurance 15 essenhally a swap whereby the Company will cede away insurance nsk to reinsurers but in
return assume back credit nsk aganst which o reinsurance bad debt provision 15 assessed  The fingncial
secunty of the Company's panel of reinsurers 15 therefore extremely important and both the quality and
quantum of the assumed credit nsk are subject to a credit nsk approval process The Company’s leading
counterparty exposures are analysed on ¢ monthly basis where utilisation 15 monitored against agreed
indivigdual reinsurer lmits These irits represent the accumulated credit nsk for all Company underwnting
enhhes The Company ams to contract with a diverse range of reinsurers on its contracts to mitigate the
credit and/or non payment nsks asseciated with 1is reinsurance exposures

Reinsurance rnsk arises from

- afalure of reinsurance to control exposure to losses, to reduce volatility or to protect capital, and/or
- an inability to place reinsurance cost effectively or on acceptable terms, and/or
- reinsurer defaults

3 4 Financial risk

The Company Is exposed to financial nsk through its financial assets and financicl kabilites The Company's
financial nsk 15 concentrated within its investment portfoho and reinsurance

The strategic asset allocation within the investment portfolo 1s agreed by the investment committee The
investment committee determines igh tevel policy and controls, covenng such areas as safety, iquidity and
performance They meet ot least half-yearly to evaluate nsk exposure, the current strategy, associated
policies and investment guidelines and to consider investment recommendations submitted to it Oversight of
the iImplementation of decisions taken by the investment committee s via vanous nsk fora

The objectives set out In the Investment management minimum standard are

to maintain the safety of the portfolic's pnncipal both n economic terms and from an accouniing and
reporing perspective,

- to maintain sufficient Ilquidity to provide cash requirements for operations, and

- to maximise the portfolio's total return within the constraints of the other objectives and the Imits defined
by the invesiment guidelines

3 4.1 Market risk

Market nsk encompasses any adverse movement in the value of ossets as a consequence of market
movements such as interest rates, credit spreads, foreign exchange rates and equity, properity and inflation
valuations

The Company 1s exposed to market risk in both the value of s llabilities and the value of assets held Iis
market risk exposure 1s managed in accordance with the investment strategy approved by the Beoard, which
considers the prudence principle of asset lability management The Company does not hold investments for
trachng purposes

Governance of market nsk 1s managed by ensunng that market nsk exposures are algned with the risk
oppetite approved by the Board
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3. RISK MANAGEMENT (Continued)

The Company assesses Its market nsk exposure through value at nsk measures, sensitivity measures and stress
testing within its business as usual These fests are designed to consider the impact on capital ansing from
‘severe but plausible’ scenaros

Inferest rate nsk

Interest rate nsk anses pnimarily from the Company's investment in long term debt and fixed iIncome secunhes,
which are exposed to fluctuations In interest rates

A iable showing the sensitivity of profits o changes in interest rates is iIncluded iInnote 3 3 1 on page 26
342 Creditrisk

The Company has exposure to credit nsk, which is the nsk that a counterparty will be unable to pay amounts
in full when due Key areas where the Company 15 exposed to credi nsk are

Counterparty nsk with respeci to debt secunhes and cash deposits,
Reinsurers' share of insurance habilities,

Amounts deposited with reinsurers in relation to investment contracts,
Amounts due from reinsurers in respect of claims aiready paid, and
Insurance and other receivables

in addition there will be some exposures to Individual policyholders, on amounts due on insurance coniracts
These are hghtly controlled, with contracts being terminaied or benefits amended if amounts owed are
outstanding for more than o specified penod of ime, so that there ts no significant nsk to the results of the
businesses

The Company structures the levels of credit nsk it accepts by placing imits on its exposure to a single
counterparty, ar group of counterparties Such nisks are subject to af least on annual review, while watch lists
are maintained for exposures requinng additional review

Although the business holds a significant proportion of its financial assets In debt secunties and cash deposits
the nsk of default on these 1s mitigated to the extent that any losses ansing in respect of unii-inked assets

backing the insurance and investment contracts which the businesses issue, would effectively be passed on
to policyholders and investors through the unitinked funds backing the insurance and investment contracts

Reinsurance I5 used to manage nsurance nsk in the businesses This does not, however, discharge the
Company's lability as prnmary insurers i a retnsurer fails o pay a claim for any reason, the business remains
liable for the payment 1o the policyholder

The creditworthiness of major reinsurers 1s considered on an annual basis by reviewing ther financial strength

The following table analyses the credit qualty of financial and nsurance assets that are neither past due nor
mparred by type of asset The table includes reinsurance exposure. after provision Note 3 3 2 detalls the
Company's approach to reinsurance credit nsk management
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3. RISK MANAGEMENT (Continved)

3.4.2 Credit risk (Continved)

As at 31 December 2013

Notes AAA AA+ AA AA- A+ A A-
£000 £'000 £'000 £'000 £'000 £'000 £'000

Debt secunhes 13 24,705 - - - - - -
Insurance  contracts 14 - - - 21,185 - 6,803 -
reinsurance assets
Cash at bank and 17 - - - - - 8,124 -
hand
Deposits with  credit 17 - - - - - 15,000 -
instituftons
Reinsurance debtors 16 - - - 10,362 - 1,130 -

included under loans
and recelvables

Total assets bearing

credit risk 24,705 - - 101,547 - 31,05% -
As at 31 December 2012

Notes AAA AA+ AA AA- A+ A A-

£'000 £'000 £'000 £'000 £'000 £'000 £'000

Debt secunties 13 31,120 - - - - - -
Insurance  contracts 14 - - - 94,731 -
reinsurance assets
Cash at bank and 17 - - ~ - - 187 -
hand
Deposits  with  credit i7 35,046 - - - - - -
institutions
Rensurance debtors 14 - - - 10,415 - - -

included under loans
and receivables

Total assets beating

credit risk 66,144 - - 105,144 187 -

343 liquldity risk

Liquidity nisk 1s the potenhal that obligahons cannot be met as they fall due as o consequence of having o
timing rismatch and/or an inability to raise sufficient iquid assets/cash without suffenng a substantial loss on
reahisation

The measurement and management of iquidity nsk within the Company 15 undertaken within the imits and
other policy parameters of the Company's iguidity nsk appetite  Compliance s monitored both in respect of
the internal policy and the regulatory requirements of local regulators

The Company performs liquidity nsk stress testing as part of its ICA process  These tests are designed to assess
the Company's iquicity requirement in order to meet claims and other liabiities In @ number of dfferent
extreme event scenanos and compare this requirement against the lquidity available from its investment
portfolio and other assets  In all of the events considered the Company 1s comfortably able to meet s
iabilities as they fall due

In the event that one or more hquidity stresses or scenanos crystallises, or should any oither event that may
impact iquichly occur, the Company seeks to ensure that the event has a rapid and controlled response In
such an event, a iquidity cnss management team will be formed to assess the nature and extent of the
threat and to develop an appropnate response
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3.4.3 Liquidity risk {Continued)

02199286

An independent consulting firm of acluanes analyse the term of the labilities and determine matching assets

to ensure that hgquidity nsk 15 mimmised

In the investment guidelines it 1s recommended that the current

habihes, free assets and half the assets backing the creditor hability are invested in cash and short daoted

deposiis

Analysls of maturity of debt securlties

For each category of insurance and financial labilities, the following table shows the gross lability analysed
by remaining duration The total labihty is spht by remaining duration in proportion to the cash-flows expected

to anse dunng that penod

At 31 December 2013

Notes
Subordinated 20
habilities
Insurance llabilities 21

Trade and  other 22
payacbles including
nsurance payables

Total

At 31 December 2012

Notes
Subordinated 20
habilities
Insurance llabilities 21

Trade ond other 22
payables including
Insurance payables

Total

3 5 Operational risk

Total Within one  Afterone  Aferthree  After five Over ten
year but not but not but not years
more than more than more than
three five years tenyears
years
£'000 £'000 £'000 £'000 £'000 £'000
108,861 6,836 4,583 13,656 65,357 18,429
10,769 10,749 - - - -
119,630 17,605 4,583 13,654 65,357 18,429
Total Within one  After one  Afterthree  After five Over ten
year but not but not but not years
more than more than  more than
three flve years ten yeors
years
£'000 £'000 £'000 £'000 £'000 £'000
3,500 3,500 - - - -
107,154 5295 4,935 10,513 64,028 22,383
4,337 4,337 - - - -
114,991 13,132 4,935 10,513 64,028 22,383

Effective operational nsk management requires the Company to identify, assess, manage, monitor, report
and mitigate all areas of exposure Operational nsk 15 inherent in all of the Company's business processes,
systems and products, and from exiernal events

There are a number of key factors that cause operational nisk across the Company, such as

- the Company's operations support complex transactions and are highly dependent on the proper
functioning of its IT and communication systems,
- adependency on the use of third party information technology, software, data and service providers,
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3 RISK MANAGEMENT (Conhinved)
3 5 Operational risk (Continued)

- aneed to adequately mantain and protect customer and employee information, and
- the abilty of the Company to atiract and retain key qualified personnel

Effective operationat nsk management helps the Company to achieve ifs objectives, including

- focus on doing things the nght way, leading to fewer surpnses,

- reduce operational errors and losses, leading to Increased customer satisfaction and higher qualily
eqarnings.

- beiter iInformed nsk-faking, which creates greater rewards,

- increased management attenhon on the nsks and issues that really matter, and

- lower nsk based capital due to lower expected losses

3 & Emerging risks

There are a range of regulatory and legal changes which may impact the Company's reserves, pricing or
financial condihon In future years in relation to business already wniten  Through proactive and eary
engagement the management team raises awareness of regulatory changes, enabling them to plan for
potenhal threats and oppoeriunities

37 Capital adequacy

The Company defines capital requrements In accordance with regulations prescnbed by the PRA, other
regulatory bodies and the credit rating agencies Capital s managed by balancing the needs to De both
capital efficient, yet maintaining an appropriate level of capitalisation and solvency

Under the rules prescrnbed by the PRA, the Company must at all imes maintain assets of a value sufiicient to
cover ifs labilihes, Including liabilities ansing under or in connection with contracts of insurance and thot there
1s a suitable matching of assets and kabilihes

The PRA rules require the Company to mantain a surplus of admussible assets over its habiifies which is af all
times at least equal to the higher of Its Minimum Capital Requirement (MCR) or its individual Caopital
Guidance (ICG)

The MCR 15 a formulaic approach, prescribed by the EU, based on business volumes and claims reserves,
whereas the ICG 15 specified by the PRA following the submission of a nsk based capital assessment (in
accordance with the Individua! Capital Adequacy Standards) by the Company to the Regulator

The Company held a surplus as at 31 December 2013 of at least £14,262k (2012 £25,740k] above its MCR
requirement of £25,230k (2012 £27,608k)

The Company's capital requirements and solvency position 1s monitored continuously

31




PROTECTION LIFE COMPANY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

4 NET INSURANCE PREMIUM REVENUE

Long term insurance contracts
- Premium income from insurance contracts issues

- Premium revenue ceded to remnsurers on insurance contracts issued

Net insurance premium revenue
5 INVESTMENT INCOME

Avaltable for sale financial assets

- Interest income from debt secunties

[nterest income

- From deposits with credit institutions

Net amortisation of premium on purchase of financial assets
Investment fees

Other investment Income

Investment income

4 NET REALISED GAINS ON FINANCIAL ASSETS

Net realised gains on financial assets — avalable-for-sale
- Debt secunties
Net realised gains on financlal assets

7 INSURANCE BENEFITS

tong-term insurance contracts with fixed and guaranteed terms
- Death benefits

- Increase in habilihes

Total cost of policyholder benetits

Long-term insurance contracts with fixed and guaranteed terms
- Death benefits

- Increase in habilities

Total cost of policyholder benefits

8 EXPENSES

a) Commission expenses

Commission expenses

b) Other operating expenses

Marketng and administrative expenses
Depreciation [note 12}

Expenses incurred under profit participation
Other operating expenses
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2013 2012
£'000 £'000
39,006 46,609
(23,233} (24,727)
15,773 21,882
2013 2012
£'000 £'000
1,142 1,589
107 163
[46) (239)
(4) {5}

- 1
1,199 1,509
2013 2012
£'000 £'000
- 13

- 13

At 31 December 2013

Gross Reinsurance Net

£'000 £'000 £'000

22,171 {18,302) 3,869

514 {2,249) {1.735)

22,4685 (20,551) 2,134
At 31 December 2012

Gross Relnsurance Net

£'000 £'000 £'000

22,935 {18,285) 4,650

9,921 {12,512} (2,591}

32,854 (30,797) 2,059

2013 2012

£'000 £'000

1,555 3,825

1,555 3,825

2013 2012

£'000 £'000

3,383 1,829

- 3

3,207 6,289

6,590 8,121
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8. EXPENSES (Continued)
Auditor's remuneration

Fees for audit and non-audit services for the year ended 31 Decemiber 2013, included within marketing and
administrahion expenses, are borne and recharged by a related party, Chesnara Group plc

In addition, an audit was undertaken n respect of an intenm valuation of the Company as at 31 August 2013
for regulatory purposes These costs were borne by the immediate parent and ulimate holding company at
that tme, Direct Lne Insurance Group plc  Fees paid to the auditors with respect to the intenm valuation
audit of the Company amounted to £67.000 (2012 £nil)

Fees paid to the audifors with respect to the statutory audit of the Company amount fo £47,000 (2012
£50,000)

Fees In respect of the audit of the PRA Return amount to £57,000 (2012 £67,080) and fees for taxation
compliance services amount to £8,040 {2012 £8,060)

9. TAX CHARGE 2013 2012
£'000 £'000
Current taxation
- Charge for the year 1,556 2,303
- Under proviston in respect of prior year 92 187
1,648 2,490
Deferred taxation [note 15)
- Charge for the pencd 4 6
4 (3
Tax charge for the period 1,652 2,496

The actual tax charge differs from the expected tax charge computed by applying a hybnd rate of UK
corporation tax of 23 25% (2012 24 5%) as follows

2013 2012
£'000 £'000
Profit before fax 6,693 2,399
Expected tax charge 1,556 2,303
Effects of
- Under provision in respect of pnior penods 92 187
- Other timing differences 4 6
Tax 1,652 2,496
10 PROFIT FOR THE YEAR 2013 2012
£'000 £'000
Profit for the year s stated affer charging
Depreciation of property, plant and equipment (note 12) - 3
11 DIVIDENDS 2013 2012
£'000 £'000
Dividends paid 38,000 -
38,000 -

A final dividend of £7,000,000 was paid in January 2013 in relation to 2012 Two intenm dividends were paid
dunng the year £8,000,000 was paid in June 2013 and £23,000,000 was paid In November 2013
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12 PROPERTY, PLANT AND EQUIPMENT Computer
and other
equipment
£000
Cost
At 1 January 2012 670
Disposals (512
At 1 Januvary 2013 158
Disposals —_ -
At 31 December 2013 158
Depreclation
A1 January 2012 (667)
Disposals 512
Depreciation charge for the year (3]
At 1 January 2013 (158)
Depreciation charge for the year -
At 31 December 2013 158

Net book amount
At 31 December 2013 —

At 31 December 2012 -

13 FINANCIAL INVESTMENTS 2013 2012
£'000 £'000

Avallable-for-sale financlal investments

Debt securthes

- Lsted - fixed interest rate 24,705 31,120

Total 24,705 31,120

The following table shows an analysis of financial Instruments recorded at farr value by level of the farr valye
hierarchy

As at 31 December 2013 Level 1 level 2 Level 3 Total
(note 1) (note n) (note m)
£'000 £'000 £'000 £'000
Avallable-for-sale financial assets
Debt Secunhes 4,683 20,022 - 24,705
As at 31 December 2012 Level 1 Level 2 Level 3 Total
(note ) (note u) (note )
£'000 £'000 £'000 £'000
Avallable-for-sale financial assets
Debt Secunties 10,316 20,804 - 31,120
Note
{1 Level 1 financial assets are measured In whole or in part by reference to publshed quotes in an

active market In an achve market quoted pnces are readly and regularly availlable from an
exchange, dealer, broker, industry group, pncing service or regulatory agency ond those pnces
represent actual and regularly occumng market transactions on an arm's length basis
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13  FINANCIAL INVESTMENTS (Conlinved)

{u} Included In the Level 2 category are financial assets measured using a valuation technigue
based on assumptions that are suppeorted by prices from observable current market fransachons
These are assets for which prncing 15 obtaned via pncing services, but where pnces have not
been determined in an active market, financial assets with fair values based on broker quotes,
investments in private equity funds with farr values obtained via fund managers and assets that
are valued using ihe Group's own models whereby the majonty of assumptions are market
observable

{1} The Company held no Level 3 secunhes at 31 December 2013 or 31 December 2012

14 REINSURANCE ASSETS 2013 2012

£'000 £'000
Reinsurers' share of insurance habilihes 93,393 91,144
Reinsurers' share of claims outstanding 4,595 3,587
Total assets arising from reinsurance contracts 97,988 94,731

15 DEFERRED TAXATION

The following are the defered tax assets recognised by the Company and the movements thereon dunng
the current and pnor reporting perods

Accelerated

capital
allowances
£'000
At 1 January 2012 25
Charge to staterment of comprehensive income (note ?) {8}
At 1 January 2013 19
Charge to statement of comprehensive income (note 9) {4)
At 31 December 2013 15
16 |INSURANCE AND OTHER RECEIVABLES 2013 2012
£:000 £'000
Recevables ansing from insurance and rensurance contracts
- Due from policyholders 1,158 1,244
- Due from reinsurers 11,492 10,415
Other loans and recevables
- Accrued interest and rent 552 638
- Recewables from third parties 1,978 -
- Recewables from related parhies {note 27} - 4,170
- Other debtors 4 5
Total Insurance and other receivables 15,184 16,472
17 CASH AND CASH EQUIVALENTS 2013 2012
£'000 £000
Cash at bank and in hand
- third parhes B.126 107
Short term deposits with credit institutions
- thord parties® 15,000 35,044
- reloted parties {note 27} - 80
Total cash and cash equivalents 23,126 35,233

sncluded In the above are investments held by the Company In ABN Amro as of 31 December 2013 of £15,000,000 (2012
Deutsche Managed S$tering Fund £35,046,031)
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17 CASH AND CASH EQUIVALENTS {Continuved)

For the purposes of the cash flow statement, cash and cash equivalents are Qs follows
2013 2012
£'000 £'000

Cash and cash equivalents 23,124 35,233

18 SHARE CAPITAL 2013 2012
£'000 £'000

Authonsed

Equity shares

Ordinary shares of £1 each 21,000 44,000

Issued and fully paid

Equity shares

Ordinary shares of £1 each

At 1 January 2013 and 31 December 2013 21,000 44,000

As ai 28 November 2013, the Directors of Direct Line Insurance Group plc aguthonsed an intenm dividend of

£23,000,000 by way of a reduction in share capital of the same amount

19 OTHER RESERVES AND RETAINED EARNINGS 2013 2012

£'000 £'000
Capital contnbution reserves 13,113 -
Reserve for revaluahion of avallable-for-sale investments 1,213 2,226
Other reserves at 31 December 2013 14,324 2,224
Retalned earnings at 31 December 2013 4,181 14,140

As at 28 Novernber 2013, the Directors of Chesnara Group plc imjected £13,112,500 into Protection Life

Company Lirmited to recapitalise the Company ot the date of completion

Movements in the revaluation reserve for availlable-for-sale investrments were as follows

2013 2012
£'000 £000

Debt Securities
At 1 January 2013 2,226 2,238
Revaluation during the penod - gross {1.368) (98}
Revaluation dunng the penod — taxation 355 86
At 31 December 2013 1,213 2,224
20 SUBORDINATED LIABILITIES 2013 2012
£'000 £'000
Tesco Personal finance undated subordinated debt - 3,500
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21 INSURANCE CONTRACTS AND REINSURANCE ASSETS

Gross

Long term insurance contracts

- with fixed and guaranteed terms
- benefits outstanding

Recoverable from reinsurers

Long term insurance contracts

- wilh fixed and guaranteed terms
- benefits outstanding

Net

Long ferm insurance contracts

- with fixed and guaranteed terms
- benefiis outstanding

Current
Non-current

21 1 Movements In Insurance liablllties and relnsurance assets

At 1 January 2013

Provisions in respect of existing business

Expected change 1n exishng business provistons
Vanance between actual and expected experence
Other movements

At 31 December 2013

At 1 January 2012

Provisions in respect of exishng business

Expected change in existing business provisions
Varnance between actual and expecied expenence
Other movemenis

At 31 December 2012

22 TRADE AND OTHER PAYABLES INCLUDING INSURANCE PAYABLES

Due to policyholders

Due to reinsurers

Due to related parlies [note 27)
Due to third parties

Trade creditors and accruals
QOiher creditors
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2013 2012
£'000 £'000
103,448 102,934
5413 4,220
108,861 107,154
(93,393) (91,144)
(4,595) (3,587)
(97.988) (94,731)
10,055 11,790
818 633
10,873 12,423
2013 2012
£'000 £'000
4,137 4,446
6736 7.977
10,873 12,423

Al 31 December 2013

Gross Relnsurance Net

£'000 £000 £'000

102,934 (91,144) 11,790

37,451 (23,233} 14,218

{20,437} 18,302 {2.135)

(10,312} 2,682 {7,630)

{6,188) - (6,188}

103,448 {93,373) 10,055

At 31 December 2012

Gross Relnsurance Net

£'000 £'000 £'000

23,013 (78,632) 14,381

42,784 (24,727} 18,057

{20,344} 18,285 {2,059}

(4,739) {6.070} (10,809)
{7,780} - {7.780)

102,934 (91,144) 11,790

2013 2012

£'000 £'000

1,043 1,048

28 30

370 3,004

8,679 -

643 249

6 4

10,769 4,337




PROTECTION LIFE COMPANY LIMITED 02199286

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2013

23 OQTHER PROVISIONS 2013 2012
£'000 £°000
Restructing provision 1,630 -
1,430 -

Dunng the year a £2,000,000 provision was established in respect of restructunng and migration activities
which commenced following the Company's acquisition by Chesnara plc  Of this amount, £370,000 was
uvhlised before 31 December 2013

24 CONTINGENT LIABILITIES

There are no conhngent habiities that require disclosure In these financial statements

25 COMMITMENTS

There was no capital expenditure contracted for of the balance sheet date

26 CLASSIFICATION OF FINANCIAL STATEMENTS

Financial assets and financial lakilities are measured on an ongoing bass either af farr value or at amorhised
cost  The summary of significant accounting policies N note 1 descnbes how the classes of financial
instruments are measured and how Income and expenses of the financial assets and liabilities by category
are defined In |AS3? and by the balance sheet heading

At 31 December 2013

Non-

Other financial

Availlable Loansand  (amortised assets /
forsale receivables Ccosts) habilities Total
£'000 £'000 £'000 £'000 £'000
Financial investments 24,705 - - - 24,705
Reinsurance assets - - - 97.988 97,988
Deferred tax asset - - - 15 15
Insurance and other recevables - 15.184 - - 15,184
Cash and cash equivalents - 23,126 - - 23,126
24,705 38,310 - 98,003 161,018

Subordinaied habilities - - - - -
Insurance contracts - - - 108,841 108,841
Trade and other payables including

- - 10,769 - 10,769

Insurance payables
Current tax habiities - - - 251 251
- - 10.769 109,112 119,881
Equity 39,507
159,388
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24 CLASSIFICATION OF FINANCIAL STATEMENTS {Continued)

At 31 December 2012

Financial investments
Reinsurance assets

Deferred tax asset

Insurance and other recevables
Cash and cash equivalents

Subordinated llabilities

Insurance contracts

Trade and other payables including
Insurance payables

Current tax llabiities

Equity

27 RELATED PARTIES

02199286

Non-

Other financtal

Avallable Loans and ([amortsed assets /
forsale  recevables costs) abihties Total
£'000 £°000 £'000 £'000 £'000
31,120 - - - 31,120
- - - 94,731 94,731
- - - 19 19
- 16,472 - - 16,472
- 35,233 - - 35,233
31,120 51,705 - 94,750 177,575
- - 3.500 - 3.500
- - - 107,154 107,154
- - 4,337 - 4,337
- - - 2,218 2,218
- - 7.837 109,372 117,209
60,364
177,675

On 28 November 2013, the ultimate holding, who was also the iImmediate parent ceased to be Dirrect Line
Insurance Group plc  From that date the Company's ullimate holding and immediate parent company
became Chesnara plkc which 1s Incorporated in United Kingdom and registered in England and Wales

Chesnara plc heads the smallest group In which the Company 1s consolidated Copies of the consclidated
accounts of Chesnara plc may be cbtaned from The Secretary, Harbour House, Portway, Preston, Lancs, PR2

2PR

The following transactions were camed out with related parties

| Sales of Insurance contracts and other services

Sales of services
- UK linsurance Limited

Sales of services are provided between related parhies on an arm’s length basis

I Purchases of products and services

Purchases of services
- DL Insurance Services Limited
- UK Insurance Limited

2013 2012
£'000 £'000
2,017 4,70t
2,017 4,701
2013 2012
£'000 £000

641 1,254
2,955 5.73%
3,596 6,993

Purchases of services alse include payments made between companies determined by the levels of business
generated and as agreed between the parties, on an arm’s length basis
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27 RELATED PARTIES {Continved)

lli Year-end balances arlsing from sales and purchases of products / services 2013 2012
£000 £'000
Short term deposits held with related parties [note 17)
- The Royal Bank of Scotland plc - 80
- 80
2013 2012
£'000 £'000
Recewvables from related parties {note 16}
- DL Insurance Services Limited - 222
- UK Insurance Lmited - 3,948
- 4,170
2013 2012
£'000 £'000
Payables to related parties (note 22)
- Chesnara pic 370 -
- DLInsurance Services limited - 2,642
- UK Insurance Limited - 356
- The One Account Limited - 8
370 3,004

28 POST BALANCE SHEET EVENTS

Other than the developments in respect of the proposed fransfer of business to Countrywide Assured plc
disciosed in the Sirategic Report, there are no further post balance sheet events

29 CAPITAL RESOURCES
Under FRS27 the Company 15 required to produce a capital postion siatement, reconciing the capital

resources of the Ife insurance business If the Company to the capital resources avallable on a regulatory
basis Al business of the Company is Ife Insurance business

2013 2012

£'000 £'000

Total shareholders’ funds as at 31 December 2013 3%.507 60,366
Adjustmenis to regulatory basis {13} {7.020)
Total avalable copital resources as at 31 December 2013 39,492 53,344
2013 2012

£'000 £'000

Shareholders’ funds held In long term business fund 13,209 33,793
Shareholders’ funds outside long term business fund 26,183 19,553
39,492 53,344

Movements in the capital resources were as follows 2013 2012
£'000 £'000

Capital resources at 1 January 2013 53,346 56,950
Changes in assumptions 842 (269}
Existing business and other factors [14,714) (3,335)
Capiial resources at 31 December 2013 39,492 53,344
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30 CAPITAL MANAGEMENT POLICY

The Company 1s required to meet mirimum capital requirements at all imes under the Prudenhal Regulation
Authonty's Handbook and Rulebook The capital resources covenng the regulatory requirement are not
transferable 1o other areas of the Group To ensure that the capital requirement 1s sahisfied at all imes, the
Company holds an additional voluntary buffer above the absolute minimum  sufficient capital resources are
held to ensure that the capital requirements are covered over a specified projection penod  Life insurance
results are inherently uncertain, due to actual expenence heing different o modelled assumptions  Such
differences affect regulatory capiial resources, as do varying levels of new business  Therefore, projections
are formally reviewed at least once per year Where there 1s a shortfall of capital projected, vanous options
are avallable to provide new caopital
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