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Summary

Company background

Prudential International Assurance plc (“PIA” or “The Company”)) is an Irish domiciled and
authorised insurance company whose principal activity is the transaction of life assurance
business. PIA is a leading insurer in the offshore bond market while also providing risk insurance
for its UK policyholders. PIA sells to both UK and non-UK nationals. Its focus in 2017 has been on
the sale of multi-asset solutions to UK nationals resident in the UK and selected countries in
continental Europe. PIA compliments the work of its parent, PAC, by competing in niche markets.

Business and performance

The past 2 years have seen a large amount of change in the marketplace due to the introduction of
Solvency Il capital rules. The Company has complied with Solvency Il requirements during the
year. The Company continues to assess and take advantage where appropriate of tactical and
strategic opportunities as they arise and is exploring a number of developments which could be
material for the business going forward.

Profit for the year amounted to £10.7 million which related to continuing activities (2016: profit
£17.7 million). Overall profit is lower than that of prior year mainly due to one off items relating to
cash reserves and foreign exchange recorded during 2016 which had a positive effect on profits
during prior year. Further information on business performance is provided in section A.

System of governance

The Board of the Prudential International Assurance plc is collectively responsible for the long-term
success of the Company and for providing leadership within a system of effective controls. The
control environment enables the Board to identify significant risks and apply appropriate measures
to manage and mitigate them.

We keep our governance structures under constant review to ensure they suit the needs of our
business and stakeholders. Further information on the Company’s system of governance including
information on the composition of its Board, key functions, risk management and internal control
system is provided in section B.

Risk profile

Our Risk Management System is designed to ensure the business remains strong through stress
events so we can continue to deliver on our long term commitments to our customers and
shareholders. 2017 was a year of uncertainty and the financial strength of the Company remained
robust throughout.

For our shareholders, we generate value by selectively taking exposure to risks that are
adequately rewarded and that can be appropriately quantified and managed. We retain risks within
a clearly defined risk appetite, where we believe doing so contributes to value creation and the
Company is able to withstand the impact of an adverse stressed outcome.

The Company defines ‘risk’ as the uncertainty that we face in successfully implementing our
strategies and objectives. This includes all internal or external events, acts or omissions that have
the potential to threaten the success and survival of the Company. As such, material risks will be
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retained selectively where we think there is value in doing so, and where it is consistent with the
Group’s risk appetite and philosophy towards risk-taking.

For our retained risks, we ensure that we have the necessary capabilities, expertise, processes
and controls to manage appropriately the exposure.

Further information on the main risks inherent in our business (namely market risk, credit risk,
insurance or underwriting risk, liquidity risk, operational risk, business environment risk and
strategic risk) and how we manage these risks, and maintain an appropriate risk profile is provided
in section C.

Valuation for solvency purposes

The company adopted Solvency Il as its capital regime with effect from 1 January 2016. This was
developed by the EU in order to harmonise the various regimes previously applied across EU
member states.

For the purposes of Solvency Il reporting, the Company applies the Solvency Il valuation rules to
value the majority of the assets and liabilities of the Company:

()  As a general principle, technical provisions under Solvency Il are valued at the amount for
which they could theoretically be transferred immediately to a third party in an arm's length
transaction. The technical provisions consist of the best estimate liability and the risk margin.

(i) The assets and other liabilities are valued under Solvency Il at the amount for which they
could be exchanged between knowledgeable and willing parties in arm's length transactions.
The assets and other liabilities are valued separately using methods that are consistent with
this principle in accordance with the valuation approaches set out in the Solvency Il
Directive.

Further information on the valuation of assets, technical provisions and other liabilities of the
Company for solvency purposes is provided in section D.

Capital management

The Company has been granted approval by the Central Bank of Ireland to calculate its solvency
capital requirement based on its internal model. The Company’s solvency capital requirement has
been met during 2017. At 31 December 2017, the Company’'s Solvency Il surplus was £73.5
million.

A summary of the reconciliation of the Company’s shareholder Solvency Il position published in
the Company’s 2017 financial statements to the Solvency Il position included in the quantitative
reporting templates attached to this document, is provided in section E. Additional information on
the components of the Company’s own funds and solvency capital requirement is also provided in
section E.
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Business and Performance
A.1 Business

A.1.1 Name and legal form

Prudential International Assurance plc (*The Company” or “PIA”) is an lIrish domiciled and
authorised insurance company whose principal activity is the transaction of life assurance
business.

The Company’s immediate parent company is The Prudential Assurance Company Ltd (“PAC")
whose parent company is Prudential Plc, an international financial services group with operations
in Asia, the US and the UK. PAC has a 100% interest in the equity capital of Prudential
International Assurance plc at 31 December 2017. PAC is a subsidiary of Prudential plc, a
company incorporated in England. Prudential plc has a 100% indirect interest in the equity capital
of PAC and is considered to be the ultimate parent company of Prudential International Assurance

plc.

PIA is an Irish regulated entity and is subject to the relevant requirements and guidelines of the
Central Bank of Ireland (“CBI”"). The CBI offices are based at New Wapping Street, North Wall
Quay, Dublin 1, Ireland.

In October 2014, PIA established an overseas branch operation, Prudential International
Assurance UK Branch (PIA UK Branch), in the United Kingdom. PIA reports quarterly to the
Prudential Regulation Authority in respect of sales and complaints.

The Group, Prudential Plc., is supervised by the Prudential Regulation Authority (‘PRA’), the
Company's lead supervisor in accordance with the Financial Services and Markets Act 2000
(‘FSMA". The PRA offices are based at Bank of England, Threadneedle Street, London, EC2R
8AH, United Kingdom.

The independent external auditor is KPMG. Their offices are based at 1 Harbourmaster Place,
IFSC, Dublin 1.

A.1.2 Business operations

Prudential International Assurance plc is a leading insurer in the offshore bond market while also
providing risk insurance for its UK policyholders. PIA sells to both UK and non-UK nationals. Its
focus in 2017 has been on the sale of multi-asset solutions to UK nationals resident in the UK and
selected countries in continental Europe and the Crown Dependencies.

PIA current markets outside of the UK include France, Spain, Malta, Cyprus, Gibraltar and the
Crown Dependences (Isle of Man, Jersey and Guernsey). The Company also receives top up
premiums for existing policies in other countries where it previously had operations (e.g. Belgium,
Greece).

PIA UK Branch sells investment bonds to UK customers. The onshore product is an open

architecture bond allowing customers to have access to a number of funds offered by external fund
managers.
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PIA has two lines of business: unit-linked insurance and insurance with profit participation. PIA UK
Branch sells only unit-linked insurance business (“onshore bonds”).

Insurance with profit participation business comprises all single premium investment products that
are invested in the PAC with profits funds via a reinsurance arrangement.

PIA offshore unit-linked business ranges from proprietary to open architecture products and also
products that include mortality and morbidity benefits. Proprietary products are products where the
policyholder can only invest in funds offered by PIA, whereas open architecture products allow
policyholders to invest in a wide range of external funds and other assets.

A.1.3 Significant events during the period

Following the triggering of Article 50 by the UK government and ongoing negotiations in relation to
this, a key risk to PIA is a possible loss of access to sell in the UK under the EU’s ‘freedom to
provide services’ basis. Contingency plans are being put in place which will ensure PIA continues
to be able to sell into this market post-Brexit.

The Company continues to assess and take advantage where appropriate of tactical and strategic
opportunities as they arise and is exploring a number of developments which could be material for
the business going forward.

The company did not propose or pay dividend during the year (2016: £25 million) on the ordinary
shares.

There are two significant Prudential Group actions that should be noted, although neither should
have any direct impact on PIA and its operations.

Firstly in August 2017, Prudential announced the combination of M&G and its UK life assurance
operations (Prudential UK and Europe) to form a single savings and investments provider, one of
the top five in the UK, with the scale and capability to meet the growing demand among UK savers
for comprehensive, managed solutions to their long-term financial needs. The combined business
— to be called M&G Prudential — will continue to operate with two trusted brands: Prudential,
covering the waterfront of the UK savings market, including the highly successful PruFund; and
M&G for institutional, mass affluent and European customers.

In March 2018, Prudential Group announced its plans to demerge it's UK & Europe business, M&G
Prudential, from the remainder of its worldwide business. M&G Prudential will be an independent,
capital-efficient business, headquartered and premium-listed in London. Prudential plc will combine
the Asian, US and African business of the Group. It will also remain headquartered and premium-
listed in London. PIA will form part of M&G Prudential entity once the demerger is complete.

A.2 Underwriting performance

The company's financial statements were prepared in accordance with Financial Reporting
Standard 101 Reduced Disclosure Framework (“FRS 101”).

In preparing these financial statements, the Company applies the recognition, measurement and
disclosure requirements of International Financial Reporting Standards (IFRS) as adopted by the
EU (“Adopted IFRSs”), but makes amendments where necessary in order to comply with the
Companies Act 2014, and the European Union (Insurance Undertakings: financial statements)
Regulations 2015. IFRS is the measurement basis used to report the results of the Company to
PAC for inclusion in the Group results.
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IFRS profit equates to premiums less claims (including change in technical provision) and
expenses together with investment returns on insurance business and on investment business with
discretionary participating features. Given the linkage between the movement of technical
provisions and movement in investments (e.g. for unit-linked technical provisions), PIA has defined
IFRS profit as its underwriting performance as discussed in this section.

A detailed breakdown of the principle components of the IFRS profit is contained in Section A.5.

A.2.1 Overview of IFRS profits

Overview of IFRS profits 2017 2016 Change
£m £m %
Gross IFRS Profits 15.0 20.3 -27%
Tax charge attributable to shareholders’ returns (4.3) (2.6) +62%
Profit for the year attributable to shareholders 10 v 17.7 -40%

The profit for the year amounted to £10.7 million which related to continuing activities (2016: profit
£17.7 million). Overall profit is lower than that of prior year mainly due to one off items relating to
cash reserves and foreign exchange recorded during 2016 which had a positive effect on the
profits.

A.2.2 IFRS profit analysed by Solvency Il lines of  business

The gross IFRS profit is allocated by material Solvency Il lines of business as follows:

Gross IFRS Profits 2017 2016 Change
£m £m %
Insurance with profit participation 10.2 9.6 +6%
Unit-linked Insurance 4.8 10.7 -55%
Total 15.0 20.3 -26%

A.2.3 IFRS profit analysed by material geographical territory

The operating profit, as discussed above is allocated by material territory as follows:

Gross IFRS Profits 2017 2016 Change
£m £m %
UK & Crown Dependencies 14.1 18.4 -23%
Other 0.9 1.9 -53%
Total 15.0 20.3 -26%
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A.3 Investment performance

A.3.1 Investment analysis
The following investments are held in respect of shareholder and policyholder linked assets.

Shareholder and policyholder linked assets

2017 2016 Change
£m £m %
Fixed Income Securities 49 50 -2%
Collective Investment Schemes 1,688 1,516 +11%
Equities 8 - -
Cash and Deposits 203 189 +7%
Other 6 7 -14%
Total Assets 1,954 1,762 +11%
A.3.2 Investment return
2017 2016
£m £m
Income
Fixed Income Securities 2 2
Collective Investment Schemes 15 15
Cash and Deposits 0.1 0.1
Total income 17 17
Total realised gains / (losses) 40 89
Total unrealised gains / (losses) 89 87
Total investment return 146 193

Investment income comprises interest, dividends and realised investment gains and losses on
investments at fair value through profit or loss. Unrealised investment gains and losses on
investments at fair value through profit or loss are separately disclosed in unrealised (losses)/gains
on investments. Dividends are recognised on an ex-dividend basis. Interest is accounted for on an
effective interest rate basis.

Investment in Collective Investment Schemes accounted for 86% of the total asset portfolio in 2017
and 2016, shareholder investment in Fixed Income Securities accounted for 3% the total asset
portfolio in 2017 and 2016, comprising of 3 UK and 1 French Government Bonds. The remaining
asset portfolio is comprised of cash and deposits and other sundry receivables.

Investment income remained stable in 2017 as compared to 2016.

The decrease in investment return of £47 million in 2017 principally reflects reduction in realised
gains on Collective Investment Funds.
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, ) PRUDENTIAL=~
Prudential International Assurance Plc— SFCR INTERNAT L ONAL &8

A.3.3 Investment management expenses

The company incurred £14.7 million (2016: £16.2 million) investment management expenses which
relates to the policyholder costs incurred at fund level. Investment management expenses have
decreased in 2017 by 9% primarily due to a reclassification between investment management
expenses and deferred tax during the period.

A.4 Performance of other activities
There are no material activities carried out by the company other than those described above.
A.5 Any other information

A.5.1 Additional analysis of IFRS profits before ta  x by nature of revenue and charges

The following table shows the Company's total revenue and total charges for the years presented:

2017 2016

£m £m
Gross premiums written 832 884
Outward reinsurance premiums (803) (859)
Earned premiums, net of reinsurance 29 25
Investment income 57 106
Other income 51 40
Unrealised (losses) gains on investments 90 87
Total revenue, net of reinsurance 227 258
Claims paid - Gross amount (371) (355)
Claims paid - Reinsurers' share 325 310
Change in provision for claims - gross amount 3 1
Change in provision for claims - reinsurers' share D (6)
Change in life assurance provision - gross amount (771) (929)
Change in life assurance provision - reinsurers' share 772 937
Change in technical provision for linked liabilities (44) (73)
Change in financial liabilities — investment contracts (66) (79)
Net operating expenses (37) (34)
Investment expenses and charges (15) (16)
Foreign exchange gains/(losses) (1) 6
Profit on ordinary activities before tax 15 20

Total IFRS profit before tax attributable to shareholders for the year ended 2017 is £15 million
(2016: £20.3 million). Analysis of profit before tax is shown below by nature of revenue and
charges.
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A.5.2 Premiums, claims and expenses

A.5.2.1 Comparison of earned premiums with the prio  r period

Insurance Index -linked and
Premiums with profit unit-linked 2017 Total 2016 Total
earned (IFRS) participation insurance
£m £m £m £m
Gross 787 45 832 884
Reinsurer's share 783 20 803 859
Net 4 25 29 25

The table above is made up of premiums earned on an IFRS basis from insurance contracts split
by lines of business.

Total gross insurance premiums have reduced compared to the prior year.

IFRS requires contracts written by insurers to be classified as either ‘insurance contracts’ or
‘investment contracts’. For investment contracts, premiums are not included in the income
statement. They are reflected as deposits on the balance sheet within technical provisions.

The table below represents total premiums earned from both insurance and investment contracts

as reported in QRT S.05.01.

Insurance Index -linked and
Premiums with profit unit-linked 2017 Total 2016 Total
earned (SlI) participation insurance
£m £m £m £m
Gross 787 177 964 992
Reinsurer's share 783 20 803 859
Net 4 157 161 133

A.5.2.2 Comparison of claims with the prior period

Insurance Index -linked and
Claims incurred with profit unit-linked 2017 Total 2016 Total
(IFRS) participation insurance
£m £m £m £m
Gross 313 62 375 354
Reinsurer's share 312 13 325 305
Net 1 49 50 49

The table above is made up of claims incurred on an IFRS basis from insurance contracts split by
line of business.

The increase in claims is primarily driven by an increase in the value of surrenders during the
period. The number of policies inforce has increased in comparison to prior period.

IFRS requires contracts written by insurers to be classified as either ‘insurance contracts’ or
‘investment contracts’. For investment contracts, claims are reflected as withdrawals on the

balance sheet within technical provisions.
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The table below represents total claims incurred from both insurance and investment contracts as
reported in QRT S.05.01.

Insurance Index -linked and
Claims incurred with profit unit-linked 2017 Total 2016 Total
(St participation insurance
£m £m £m £m
Gross 313 119 432 408
Reinsurer's share 312 13 325 305
Net 1 106 107 103

A.5.2.3 Comparison of expenses with the prior perio  d
Net operating expenses have increased by 7% during the period. The primary driver of this

increase is relates to staff and consultancy costs, software and license fees and Capita costs. In
addition, acquisition costs incurred have increased due to an increase in distribution costs.
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B. System of Governance

B.1 General information on the system of governance

The PIA Board is the supervisory body that has responsibility to ensure that the Company operates
in an efficient and effective manner, within an established system of internal control, risk
management and compliance systems. In addition, it ensures that PIA is compliant with all relevant
laws, regulations and administrative provisions.

The Board is collectively responsible for the long-term success of the Company and for providing
leadership within the management framework. The control environment enables the Board to
identify significant risks and apply appropriate measures to manage and mitigate them. The Board
is responsible for approving the Company strategy and for ensuring the Company is suitably
resourced to achieve it.

As at 31st December 2017, the Board comprised of two Executive Directors, (Managing Director,
Finance Director), one Group Non-Executive Director (member of the wider Group organisation)
and two Independent Non-Executive Directors. An additional Group Non-Executive Board member
was nominated by the PIA Board and his appointment was confirmed by Central Bank of Ireland
post year end. He was appointed on the Board of PIA on 23 March 2018.

B.1.1 Structure of the system of governance

The PIA Governance System includes the PIA Governance Principles, the PIA Board, Board
Committees, and Management Committee structures, the apportionment and Delegation of
Authorities and the Fit & Proper Approved Persons regime. The terms of references for all
Board/Management Committees sets out the decision making authorities, responsibilities and
reporting lines of each Committee.

The risk management function, led by the Chief Risk Officer (CRO), has responsibility for
maintaining the PIA Governance System and supporting risk management and model governance
policies on behalf of the Board. The risk management function carries out oversight activity to
ensure that the system operates effectively and is adhered to by the business. Any exceptions are
highlighted within the regular risk reporting from the CRO and escalated internally and to the PIA
Risk Committee, as appropriate.

PIA’s approach to risk management is consistent with the ‘three lines of defence’ model, ensuring
appropriate segregation of duties & oversight and challenge occurs on decision making.

The Board maintains risk appetite statements and limits that inform decision making, reflecting the
entity’s business model and are compatible with Group-wide risk appetite and limits. The Risk
Management Function is involved at an appropriate early stage in all material decisions.

The CRO presents an update on risk to the Risk Committee each quarter and attends the Board
meetings.

The Head of the Actuarial Function (HOAF) attends the Board meetings & Risk Committee

meetings as required to cover, for example Solvency Il Balance Sheet results and Own Risk &
Solvency Assessment (ORSA).
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The Head of Compliance presents an update on compliance matters to the Risk Committee on a
quarterly basis.

The CRO & HoAF are members of the Technical Committee (PIATC). The purpose of the PIATC is
to assist the Managing Director (“MD”) of PIA in providing leadership, direction and oversight into
the technical bases and practices of the PIA business for regulatory and statutory reporting
purposes but also all other technical, financial and risk aspects of running the business.

B.1.1.1 Organisational structure

The PIA Board, Committees, and key functional areas involved in governance, risk management
and oversight are set out below. The delegation of authority to Committees and individuals is a
Board responsibility.

B.1.1.1.1 Statutory Board and Committees

The PIA governance structure comprising the Board, Board Committees, the PIA Senior
Management Team (PIA SMT) and other supporting committees is outlined below.

PIA
Board
PIARC PIAAC
PIA Risk T PIA Audit
Committee Committee
PIANC
PIA Nomination MD
and Managing
Remuneration Director
Committee
| | | | : | | 1
PIA IMC PIARCMC PIA SMT PIA PPOC
: PIATC
PIA Risk and . -
PIA Investment . . Senior PIA Proposition &
Compliance PIA Technical .
Management . Management Product Oversight
- Management Committee .
Committee . Team Committee
Committee
IMC
Joint
Management
Committee
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B.1.1.1.2 PIA committee structure: statutory committees as at 31 December 2017

The Board has delegated functions of the Board to the following statutory committees:

* PIA Audit Committee (PIAAC)
¢ PIA Risk Committee (PIARC)
¢ PIA Nomination and Remuneration Committee (PIANC)

The Board has delegated authority to the Managing Director of the Company to exercise all the
powers of the directors of the Company subject to: the limits imposed, approvals required and
policy set by Prudential UK and Group from time to time; and matters reserved to the Board.

To assist the Managing Director & the Board in the operations of the business the following
advisory committees were established:

¢ PIA Technical Committee (PIATC)

* PIA Investment Management Committee (PIA IMC)

* PIA Risk and Compliance Management Committee (PIA RCMC)

* PIA Propositions & Product Committee (PIA PPOC)

« PIA Senior Management Team (PIA SMT)

e Joint Management Committee (JMC), used to manage our main outsourcing contract with
Capita Life and Pensions Services Ltd (CLPSI)

B.1.1.1.3 Functions

PIA is currently organised on a functional basis, as detailed below:

e Managing Director

* Finance

e Actuarial

¢ Risk (which includes Compliance)

e Operations

e Commercial, Product Management & Marketing
e Proposition Development & Delivery

* Platform Relationships & European Sales

Heads of Functions together form the PIA Senior Management team (SMT), with a reporting line
into the PIA Managing Director, who in turn reports to the Board of PIA. The role, responsibilities
and reporting lines of each member of the SMT are documented in the relevant SMT job role
profile descriptions.

B.1.1.2 Roles & Responsibilities

PIA Board

The Board is authorised to exercise all powers of the Company within the applicable legislation and
provisions of the Articles of Association subject to the limits imposed, approvals required and policy
set by the Prudential Group. The principle committees of the Board are the Audit, Risk and
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Nomination and Remuneration Committees. The Board, the Audit Committee and the Nomination
and Remuneration Committee are chaired by an Independent Non-Executive Director.

Audit Committee
The membership of the Audit Committee consists of at least three members all of which are non-
executive Directors. The majority are independent, one of which takes the Chair.

Key responsibilities:

» Assist the Board in meeting its responsibilities with respect to the integrity of the Company’s
financial statements, the effectiveness of the Company’s internal control and risk
management systems, and in monitoring the effectiveness and objectivity of the internal
and external auditors.

* Monitor the effectiveness of the Company’s systems of internal control and approving the
statements to be included in financial reports.

» Consider the effectiveness of the compliance arrangements, and approve annual
compliance and risk assurance and audit plans.

* Review the procedures for managing allegations from whistle-blowers and arrangements
for employees to raise concerns about possible financial reporting improprieties.

Risk Committee
The membership of the Risk Committee consists of at least three members and shall contain at
least two non-executive Directors, at least one of whom should be independent.

Key responsibilities:

* To assist the Board by providing oversight and governance of the Company'’s risk system,
risk appetite and risk management systems, systems of governance, Solvency Il
requirements and internal capital and own funds.

» Reviewing the Company’s material risk exposures against the risk methodologies and
management’s actions to monitor and control such exposures.

* Assess the effectiveness of the risk system throughout the Company.

» Advise the Board on the risks inherent in strategic decisions and the business plans.

* Review the effectiveness of the internal model used for the purposes of Solvency Il
reporting with recommendations for changes as required to the model.

Nomination and Remuneration Committee
The membership of the Committee consists of at least three members with the majority being
independent directors.

Key responsibilities: To assist the Board in meeting its responsibilities with respect to ensuring that
the nomination practices of the Company are compliant with various regulations and codes and
that remuneration practices and system are in line with the risk strategies of the Company.

B.1.2 Adequacy of systems of governance

The PIA Governance System is in place to ensure:
» that the Governance structures are and continue to remain appropriate to the scale and
nature of the Company’s business.
» that all policies and procedures are in place and adequately documented.
» that the appropriate segregation of duties and responsibilities are clearly defined.
» that there is an effective operation of the Prudential Group’s system of internal controls.

Page |17



. ' PRUDENTIAL=~
Prudential International Assurance Plc— SFCR INTERNAT L ONAL &8

» that reporting and disclosure requirements to satisfy regulatory and corporate governance
requirements are in place.

The overall system of governance is reviewed annually for its adequacy to support the Company’s
business and is appropriately reported to the PIA Board.

B.1.3 Changes to the system of governance

During 2017 one Group Non-Executive Director resigned and one new replacement Group Non-
Executive was nominated, subject to regulatory approval.

B.1.4 Remuneration policy & practices

Remuneration practices within S&RS Business Unit (Savings & Retirement Solutions) and the
statutory entities within it (i.e. PIA) follow Prudential Group remuneration policy and there is no
separate remuneration policy at the Business Unit level.

Prudential’s remuneration policy and practices ensure that the Business Units and the Group Head
Office have an effective approach in place to reward our employees in an appropriate way which:

» Aligns incentives to business objectives in order to support the delivery of Group and
Business Unit business plans and strategies.

» Enables the recruitment and retention of high calibre employees and incentivises them to
achieve success for their Business Unit and the Group.

» Is consistent with the organisation's risk appetite.

The principles of the remuneration policy, implemented within PIA and S&RS are:

» Pay for performance

* Tailored to the relevant market

» Interestin Prudential shares

* Business Unit and Group focus

» Shareholder value creation

* Fair and transparent system for all

» Designed to minimise regulatory and operational risk
» Safeguards to avoid conflicts of interest.

Remuneration architecture

Both fixed and variable remuneration is assessed against market data and internal relativities on
an annual basis and balanced so that the fixed component represents a sufficiently high proportion
of the total remuneration to avoid employees being overly dependent on the variable components
and to mitigate unintended consequences and inappropriate behaviours to the detriment of
customer outcome.

Variable remuneration available to employees includes short term-incentives (i.e. annual bonus,
guarterly sales incentives for sales staff) and long-term incentive plan (“LTIP") awards.

Annual bonus measures include various combinations of S&RS financial and/or strategic targets,
Group financial targets, functional targets and individual performance reflecting the level, nature
and scope of the role and the practice in the market in which S&RS operates. Currently, annual
bonus awards are based on Business Unit and individual performance, and market practice. This
allows the Group and Business Units to operate a fully flexible bonus policy, including the

possibility of not paying annual bonus based on financial and non-financial criteria.
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Awards made under the Group’s LTIP plans include Group and Business Unit financial metrics.
The LTIP awards to senior executives are made under the Prudential LTIP and include a group
target to ensure their remuneration includes a link to the overall results of the group. Senior
leadership beyond S&RS and S&RS executive committees receive LTIP awards based on
Business Unit targets. PIA are part of the S&RS business unit for the LTIP purposes.

Prudential does not operate supplementary pension or early retirement schemes at Group or
Business Unit level.

Governance processes deliver robust oversight of reward, effective management of conflicts of
interest and reflect the need to link remuneration decisions with Prudential’'s risk appetite. The
Remuneration Committee is responsible for local implementation of group remuneration policy and
structures for all employees of the relevant business to ensure alignment with the Company’s
business strategy, objectives, values, risk appetite and long-term interests. PIA’s Nomination and
Remuneration Committee is a management committee under PIA Board dedicated to
implementing the remuneration policy and structures established by the Group Remuneration
Committee and providing oversight of remuneration of Business Unit executives.

B.1.5 Transactions with the shareholders

The sole shareholder for PIA is its parent company The Prudential Assurance Company Limited
(PAC).

B.2 Fit and proper requirements

The Company operates in line with the Central Bank of Ireland’s fithess and probity regime as laid
out in the Corporate Governance Requirements and in particular, the Fitness and Probity
Standards (“Standards”). For Solvency Il the particular focus is on the Solvency Il key functions:
Compliance, Internal Audit, Risk Management and Actuarial. However, the general Standards
apply to all controlled functions (“CFs”) and the corresponding pre-approved controlled functions
(“PCFs”).

B.2.1 Fit and Proper policy

The Company ensures that each relevant individual to whom the policy applies, comply with the
following requirements:

* They have an understanding of the regulatory landscape and of the relationship they have
with the regulator (fit).

* Their professional qualifications, knowledge and experience are adequate to enable sound
and prudent management (fit).

* They are of good repute, financial soundness and integrity (proper).

B.2.2 Fit and Proper process

B.2.2.1 Procedures for New Control Function (CF) Ap  pointments

The PIA process conducted by Compliance includes the CBI requirements to maintain evidence of:
 Compliance with the Minimum Competency Code (MCC), where relevant, including
Continuous Professional Development (CPD) requirements.
* Professional qualification(s).
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* CPD records.

» Record of interview and application.
* References.

» Record of previous experience.

* Concurrent responsibilities.

The Company has processes for assessing the fithess and propriety of persons covered under its
policy, including a number of direct questions and independent checks. These processes are
described at a general level below:

» Develop and maintain appropriate processes for assessing the fithess and propriety of
persons covered under this policy, including Key Function Performers; this may involve a
number of direct questions and independent checks.

» During the recruitment process and before any regulatory application is made, an
assessment of the person’s fitness is conducted including:

* The person’s professional and formal qualifications.

* Relevant experience within the insurance sector, other financial sectors or other
businesses.

* Where relevant, the insurance, financial, accounting, actuarial and management
skills of the person.

» During the recruitment process and before any regulatory application is made, an
assessment of the person’s propriety is conducted including integrity, honesty, and financial
soundness, based on evidence regarding their character, personal behaviour and business
conduct, including any criminal, financial and supervisory checks.

* In relation to outsourced key functions, an individual who is responsible for assessing the
fithess and propriety of the service provider is identified.

Independent verification checks which are also conducted include:

» The Individual is not a Disqualified or Restricted Director using the registers

* No disciplinary action has been taken by a regulatory body in Ireland or the UK

» The Individual does not appear on an Economic Sanctions list or Watch list

* No Judgments have been issued against the individual and that the individual has not been
declared Bankrupt.

There are annual reviews to assess the on-going Fitness and Probity of the key individuals.

B.2.2.2 Procedures for New Pre-Controlled Function (PCF) Appointments
CBI Approval process for PCFs

Before a regulated financial service provider can appoint a person to a PCF, the Central Bank must
have approved the appointment in writing. The Central Bank expects a regulated financial service
provider to have conducted its own due diligence before proposing a person for appointment to a
PCF.

The approval process requires the submission of a CBI individual questionnaire (“IQ”). The Central
Bank expects that the approval process will be based on the 1Q, reference checks, and in some
cases requests for further information. Where the Central Bank considers it necessary, it may
conduct an interview with proposed holders of PCFs before deciding on whether or not to approve
an application.
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Where a person wishes to apply for several PCFs in different regulated financial service providers,
s/he must submit an application for each PCF. Due diligence for the vacant role must still be
conducted even if the individual is already a CF holder for another function.

Where it is proposed that a new PCF appointment is made and a candidate chosen, the Head of
Compliance must be informed so that an Online Application may be submitted to the CBI for pre-
approval. An application to the CBI must be made even where the individual already occupies
another CF or PCF role.

PIA Process: As per CF above with the addition of a CBI individual questionnaire (“IQ") application
completed and submitted to the CBI for approval.

B.3 Risk management system including the own risk a nd solvency assessment

B.3.1 Risk management strategy

Prudential defines “risk” as the uncertainty the company faces in successfully implementing its
strategies and objectives. This includes all internal or external events, acts or omissions that have
the potential to threaten the success and survival of the company. As such, material risks will be
retained only when this is consistent with the risk appetite statement of PIA and its philosophy
towards risk-taking.

PIA’s risk governance comprises the organisational structures, reporting relationships, delegation
of authority, and roles and responsibilities. These are established to make decisions and control
their activities on risk-related matters. Effective risk governance involves individuals, functions and
committees involved in the management of risk.

The risk management system comprises the risk principles, strategy, policies, appetite and the risk
management cycle. The PIA system of governance is based on the following 6 risk management
principles to enable sound and prudent management of the business:

* Organisational Structure: PIA maintains an appropriate and transparent organisational
structure with clear allocation of responsibilities and delegated authorities.

» Three Lines of Defence Model: PIA’s approach to risk management is consistent with the
‘Three lines of defence’ model, ensuring appropriate segregation of duties, oversight and
challenge occurs on decision making.

» Risk Appetite Statement and limits: The Board maintains and approves risk appetite
statements and limits that inform decision making, reflect company’s business model and
are compatible with Group-wide risk limits with materiality taken in consideration.

» Risk Management Cycle: PIA operates an effective risk management cycle to identify
measure, evaluate, respond, monitor and report on risks on an on-going basis.

« Policies and Procedures: PIA has up to date written policies and procedures in place which
set out the control system, and operating standards required to meet internal, legal and
regulatory requirements.

» Skills and resources: PIA has processes in place to ensure that adequate and appropriate
skills and resources are identified and deployed in respect of risk management.

B.3.1.1 Three lines of defence model

PIA’s risk governance is based on the principle of the ‘three lines of defence’ model of: managing
risk, risk oversight and independent assurance. This model distinguishes between responsibility for

taking risk, managing risk and ensuring there is appropriate oversight of risk. This structure aims to
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ensure that there is an integrated approach to risk management with appropriate segregation of
duties, authorisation and avoidance of gaps or overlaps in activities.

The model of the Three Lines of Defence is positioned on the following:

e That primary responsibility for risk identification, assessment/measurement, monitoring and
management lies with the business;

e That risk assessment includes categorisation, scoring, and quantification of risks where
feasible;

e That identification of controls and cost effective mitigating actions are derived and
implemented for each risk;

e That risks across all classes are managed within appetite and risks that are above the risk
appetite are reported to and challenged or approved by the Risk Committee and the Board
as appropriate;

B.3.1.2 Business operations (1st Line of Defence)

The Company’s first line of defence is line management. The Managing Director and the PIA
Senior Management Team (SMT), together with business line management and employees, are
responsible for identifying and managing the risks inherent in PIA’s products, activities, processes
and systems. This includes responsibility for implementing sufficient and appropriate controls to
manage risk across the Company.

The PIA Propositions and Product Oversight Committee; the PIA Technical Committee (PIATC);
PIA Investment Management Committee (PIAIMC); the PIA Senior Management Team (SMT)
Committee meeting and the PIA/Capita Joint Management Committee (JMC) form part of the first
line of defence.

PIA line management are in charge of internal control policies, standards, procedures, governance
and operating limits that manage core processes and risks across the business.

Management information and formal reporting lines are used to enforce, monitor and review the
effectiveness of controls throughout the Company. Areas of deficiency and improvement will be
identified on an on-going basis to redesign the control activities, making them more effective and
efficient in mitigating against identified risks.

Risk assessments and control assessments, including the Annual Statement of Compliance
(systems and controls assertion) is performed by the business. The risk assessment and systems
and controls review evaluates current risks and existing controls and determines whether
additional controls are required. Risk and control assessments are also undertaken where there is
a significant change to the risk profile of the business.

B.3.1.3 Risk and compliance function (2nd Line of D  efence)

The Company’s second line of defence comprises the Chief Risk Officer and the Risk Management
Function which includes the Compliance Function, and the PIA Risk Committee. The second line of
defence has oversight over all the activities of the business, support and control units, including
outsourced activities.

The independent Risk Function, which is under the direct responsibility of the Chief Risk Officer, is
charged with oversight, review and supervision of the identification, measurement, management,
reporting and monitoring of risk to which PIA is exposed, including ensuring appropriate risk
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management processes exist to ensure that all key risks are identified, assessed and appropriately
managed by the SMT.

Both the Risk Management and Compliance Functions are established at senior management
level, have adequate authority and responsibility to fulfil their functions, have a direct reporting line
to the Risk Committee and are independent of the line business. The PIA Risk Committee
approves and monitors the annual risk management plan and the annual compliance plan, as
undertaken by the Risk Management and Compliance Functions respectively.

B.3.1.4 Internal audit arrangements (3rd Line of De  fence)

The Company’s third line of defence is Internal Audit, as provided by Prudential Group-wide
Internal Audit, for independent internal audit assurance on the overall system of risk and
governance control. The third line of defence provides independent assurance to the Audit
Committee and the Board. The third line of defence reviews the effectiveness of the first and
second lines of defence and makes recommendations for improvement.

Group Wide Internal Audit, through the annual internal audit plan and audit work provides
independent assurance on the design, effectiveness and implementation of internal controls,
including the activities of the Risk Management and Compliance functions.

The annual internal audit plan is approved and monitored by the PIA Audit Committee. Group Wide
Internal Audit reports on a quarterly basis to the PIA Audit Committee.

B.3.2 Systems and controls policies

The systems and controls policies reflect the internal control system for PIA through setting
minimum standards and key control activities that support and evidence its operation. Each policy
is owned by the Controlled Function holder apportioned responsibility for the activity concerned
and self-assessment and attestation of compliance is carried out.

The policies around risk management are documented in the Risk Management Policies. These
policies are reviewed annually & approved by the PIA Board. These policies set the standards,
roles and responsibilities and supporting procedure documents that apply for managing risks by
each risk class. There are also separate policies for Own Risk & Solvency Assessment and
conduct risk.

In addition to the normal management information produced and reviewed by line management
and the functional business areas, monitoring of PIA’s risk position against risk appetite is
performed by the Risk Function, with reporting to the Risk Committee quarterly. This monitoring is
based on relevant management and risk information provided by the business functional areas;
Capita; Prudential UK/Group; and also sourced independently by the Risk Function as required. In
addition to Risk Function monitoring of PIA’s risk appetite, the members of the PIA SMT have
functional area responsibility for monitoring relevant risks against the stated risk appetite for their
functional areas.

B.3.2.1 Risk appetite and limits

PIA sets its risk appetite in order to assist the business in implementing the strategy and achieving
business plan objectives, whilst operating within the realms of the tolerances and limits defined by
Board and the risk strategy. The high level components of the risk appetite statement for PIA are
indicated below.
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Category Risk appetite

Solvency Levels To hold a capital buffer sufficient to ensure that PIA’s capital position is
resilient to the most onerous stresses that are relevant to the business
(after allowance for management action).

Capital and earnings|Target returns on capital in line with pricing frameworks whilst targeting
management a solvency buffer which enables the business to meet its business and
strategic objectives.

Operational Risk PIA has no appetite for material losses (direct or indirect) suffered as a
result of failing to develop, implement and monitor appropriate controls
to manage operational risks. PIA does not actively seek to take
operational risk to generate returns. Instead, it accepts a level of risk
that means the controls in place should prevent material losses, but
should also not excessively restrict business activities.

Conduct Risk PIA has no appetite for unfair customer outcomes arising from systemic
failures in its culture or any element of the customer lifecycle.

B.3.2.2 Risk Culture

The “risk culture” is reflected in the values and behaviours the Company displays when managing
risk.

A responsible risk culture is promoted in three main ways:
- by the leadership and behaviours demonstrated by management;
- by building skills and capabilities to support risk management; and
- by including risk management in the performance evaluation of individual.

B.3.3 Risk management processes

B.3.3.1 Risk identification

PIA operate a risk management cycle which involves a process for evaluating risks (assessing),
responding to risks (managing) and monitoring the impact of risks through reporting. The risk
identification exercise is performed as an annual review; however, as business initiatives or actions
can occur over the year, it is continuously reviewed.

The three key steps to identifying risks are:

e atop-down risk review;
* a bottom-up risk process;
« identify any emerging risks to the business;

These risks are assessed over the short to medium-term horizon consistent with the own risk and
solvency assessment processes.

Each of these is designed to identify and assess risk from a different perspective to form an overall
understanding of the business’ risk profile and its evolution.
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B.3.3.2 Risk control & mitigation

Risk control is the process of selecting and implementing measures to modify the residual risk
once evaluated. These include improving or adding to the internal controls in place, transferring the
risk through risk transfer activities (e.g. reinsurance), avoiding risks which contravene company
policy or the risk strategy (e.g. political risk), and accepting risks where the cost to control exceeds
the potential impact of the risk.

B.3.4 Risk monitoring
B.3.4.1 Own risk and solvency assessment

The Own Risk and Solvency Assessment (ORSA) is a continuous process. An ORSA report is
produced annually. It pulls together the analysis performed by a number of risk and capital
management processes, and provides quantitative and qualitative assessments of PIA’s risk
profile, risk management and solvency needs on a forward-looking basis. The scope of the Own
Risk and Solvency Assessment Report covers the full known risk universe of PIA including both
modelled and non-modelled risks. The ORSA annual report documents information on the key
risks for PIA, stress & scenario test results as well as the current strategy. The ORSA looks out
over a 3-5 year period to examine the business horizons and requirements for capital in the future.

The PIA ORSA policy & annual report are produced by the PIA CRO with input from the Actuarial
Function. The PIA Board took on an integral part of the ORSA preparation and ultimately approved
the final ORSA.

B.4 Internal control system

PIA, as part of the Prudential Group, adheres to policies approved at a Group level and to the six
principles of internal control as detailed below:

« Management Delegated Authority: PIA is managed in accordance with the authority
delegated by the Prudential Plc Board. However, as an Irish domiciled insurance company
all decisions are made in Ireland by the Board and the SMT as appropriate.

e Lines of responsibility: Each Business Unit has clearly defined lines of responsibility and
delegated authority.

e Appropriate recording: Transactions are appropriately recorded to permit the preparation of
reliable financial statements.

* Financial reporting control procedures and systems: The internal control system includes
control procedures and systems which are regularly reviewed.

* Financial crime (fraud and money laundering): Financial crime is prevented or detected.

« Risk Management: The risks to which the group is exposed are identified. PIA is required to
attest the application of the policies that collectively represent the Group.

B.4.1 Compliance function

The purpose of the Compliance function, which is part of the “second line of defence”, is to
promote and monitor the integrity and reputation of PIA by advising on and complying with
applicable laws, regulations and administrative provisions, particularly, in respect of the Solvency II
directive, industry and professional standards and internal PIA policies, codes and rules including
relevant Group policies.
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The Compliance function acts as an adviser in compliance matters within PIA and identifies and
evaluates the compliance risks associated with PIA’s current and proposed future business
activities, including new products and new business relationships. In doing so, the Compliance
function assists the business in making decisions based on full understanding of the risks.

The Compliance function is the dedicated point of contact for all regulatory interactions. It liaises
with relevant external bodies and regulators on compliance matters and exercises any specific
legal responsibilities such as reporting suspicious transactions related to money laundering. It
supports and advises the business on regulatory matters and the potential impact of regulatory
changes and the setting of and advising on compliance standards. Annual monitoring is carried out
to assess compliance with legislation and regulation. The Compliance function is also responsible
for compiling, implementing and reviewing relevant policies/procedures and training.

The Compliance function is under the responsibility of the Head of Compliance (HOC) who reports
directly to the Chief Risk Officer. The HOC has a direct reporting line into the Risk Committee and
advises them (in addition to the SMT), on relevant laws, rules, regulations etc. that PIA is required
to meet and the management of regulatory compliance risk. The Compliance function is
authorised by the Board to review all areas of PIA as necessary and to have full and unrestricted
access to activities, documentation, employees and assets to assist in their work as well as the
authority to investigate potential compliance breaches. The Risk Committee approves and
monitors the annual compliance plan on a quarterly basis. The Compliance function ensures that
the PIA internal control system remains effective by ensuring compliance with the Group
Governance Manual annually, which is then reported to the Risk Committee/Board by the
CRO. Annually, the Compliance function reports to the Board in respect of compliance with the
CBI Corporate Governance Requirements.

The Compliance function also performs some first line of defence duties; for example, carrying out
enhanced customer due diligence in respect of high risk cases.

The Compliance Function manages the Compliance Policy which embodies the Prudential Group
Compliance Policy and applies to all business conducted by PIA. The requirements contained in
this Policy are mandatory.

The purpose of the Compliance Policy is to:

» Set out the main Irish regulatory obligations to which PIA and staff members are subject;

» Describe the high level controls and responsibilities within PIA;

» Set out the relevant compliance policies and procedures adopted in PIA;

* Provide guidance to PIA staff in the application of policies and procedures to the business
conducted;

» Highlight relevant group policies which PIA as a part of Prudential Group is obliged to
comply with.

The Compliance Policy also contains the Conflicts of Interest policy which outlines how actual,
potential or perceived conflicts of interest are identified and managed by the Compliance function.
PIA’s reputation for being a professional, honest and fair dealing organisation that conducts its
business with integrity and honesty is very important to us. The Compliance function educates staff
around their responsibilities to avoid potential conflicts of interest that could influence their
judgment and potentially damage PIA’s reputation and the trust people have in it.

The Compliance function acts fairly and independently of the other functions in the discharge of its
responsibilities.
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B.5 Internal audit function

How the undertaking’s internal audit function is im plemented:

e As a subsidiary of The Prudential Assurance Company Ltd (“PAC”) PIA source its internal
audit function through the Prudential UK Business unit (S&RS).

¢ Any audit work in respect of the PIA Business is reported through the PIA Audit Committee
(“PIAACY).

e The work of Group-wide Internal Audit ("GwlA") is part of the overall Internal Control
Framework of the Prudential Group in that it operates as a 'third-line of defence' in
providing independent and objective internal control assurance.

e GwlA’'s primary objective is to assist the Group Board, Group Executive Committee
("GEC"), Group Audit Committee ("GAC") and Group Risk Committee in protecting the
assets, reputation and sustainability of the organisation through the assessment and
reporting of the overall effectiveness of risk management, control and governance
processes across the Group; and by appropriately challenging Executive Management to
improve the effectiveness of those processes.

* The Head of Audit (PCF13) for PIA reports to the S&RS Audit Director whose primary
reporting line is to the GwlA Director, with a secondary administrative reporting line to the
CEO for Prudential S&RS, Insurance (ICEO) and with direct access to the Chair of the
S&RS Business Audit Committee (BAC), as required. The global GwlA function also has a
Quality Assurance Director, whose primary role is to monitor and evaluate adherence to
industry practice guidelines and GwlA’'s own standards and methodology. Internal audit
resources, plans, budgets and its work are overseen by both the GAC (at a Group level)
and the Board Audit Committee (BAC).

« GWwIA activity is not restricted in scope in any way and is empowered by the GAC to audit
all parts of the Prudential Group and has full access to any of the organisation’s records,
physical properties and personnel. All employees are requested to assist GwIA in fulfilling
its roles and responsibilities.

e The Head of Audit submits an annual audit plan to the PIAAC for review and approval; this
forms part of the GwlA S&RS audit plan which is approved by the BAC. The audit plan is
also agreed with the Group Audit Committee. The annual GwlA audit plan is based on
prioritisation of the identified ‘audit universe' using an ‘audit needs’ risk-based methodology,
incorporating input from Group and BU stakeholders and is subject to ongoing review.

* GwlA adheres to the Institute of Internal Auditors ("lIA") requirements as set out in the IIA's
'‘Code of Ethics' and 'International Standards for the Professional Practice of Internal
Auditing', and the Chartered Institute of Internal Auditor’s ("CIIA") revised guidance,
‘Effective Internal Audit in the Financial Services Sector’ (CIIA Code).

 GwlA adheres to the requirements for internal audit functions set out in the Solvency Il
Directive 2009/138/EC (Level 1 text) Article 47 and Delegated Regulation (EU) 2015/35
(Level 2 text) Article 271.

How the undertaking’s internal audit function maint ains its independence and objectivity
from the activities it reviews

By way of the structures explained above, GwIA maintains its independence and objectivity in the
discharge of its responsibilities and has appropriate reporting lines in place to support this goal.

* The Head of Audit (PCF13) for PIA reports to the S&RS Audit Director who is accountable
to the BAC. For administrative purposes (excluding strictly all audit related matters) the
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S&RS Audit Director is a direct report of the ICEO. The Head of Audit for PIA has no
reporting lines to PIA Management and has direct access to the Chair of the PIAAC.

* The Head of Audit for PIA reports all audit related matters to the PIAAC and communicates
directly with the PIAAC through attendance at its meetings.

» The Head of Audit for PIA, in consultation with the PIA Managing Director, is empowered to
attend and observe all or part of the PIA board meetings and any other key management
decision making committees and activities as appropriate.

* In accordance with the GwlA Charter, S&RS has an internal audit team, led by the S&RS
Audit Director who reports to the GwlA Director as functional head, with direct access to the
Chair of the BAC. The S&RS Audit Director will consider the independence, objectivity and
tenure of the Head of Audit for PIA when performing his appraisal.

* The function also has an autonomous Quality Assurance Director, whose primary role is to
monitor and evaluate adherence to industry practice guidelines and GwlA’s own standards
and methodology.

* The assessment of the adequacy and effectiveness of the Risk Management, Compliance
and Finance functions is within the scope of GwlA and as such GwilA is independent of
these functions and is neither responsible for, nor part of, them.

» GwlA staff are expected to exhibit the highest level of professional objectivity in carrying out
their duties; must make a balanced assessment of all relevant circumstances; remain
impartial; and seek to avoid any professional or personal conflict of interest.

 GwIA has a Conflicts of Interest Policy. Potential conflicts are recorded and monitored by
the GwlA Quality Assurance Director, including a quarterly review of reported conflicts to
assess appropriate management oversight. Where deemed necessary, the Quality
Assurance team will review audits where a potential conflict has been identified to ensure
conformance with GwlA policy.

B.6 Actuarial function

Within PIA, the Actuarial Function is defined as the Head of Actuarial Function (HoAF) and
individuals within the actuarial team who are responsible for carrying out the tasks of the Actuarial
Function. The role of the HOAF is a CBI PCF role and has responsibility for all of the activities of
the Actuarial Function.

The need for, and the scope of, the Actuarial Function is defined in Article 48 of the Solvency I
Directive. This sets out the tasks for which the Actuarial Function is responsible. The
responsibilities of the HOAF and the Actuarial Function, include, but are not limited to, the following
key activities:

Valuation of Technical Provisions
The Actuarial Function proposes the valuation methodology and assumptions and calculates the
technical provisions. The HoAF reviews the valuation methodology and assumptions, the models
and data used in the calculation of the technical provisions and the technical provisions and
advises the PIA Board accordingly. The reports to the Board constitute component reports of the
overall Actuarial Function Report.

Underwriting policy

The HoAF reviews and advises on all aspects of the underwriting policy on an ongoing basis. In
addition, she carries out an annual review of specific aspects of the policy. The HOAF provides an
annual report to the Board expressing an opinion on the underwriting policy, identifying any
deficiencies and providing recommendations. This constitutes a component report of the overall
Actuarial Function Report.
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Reinsurance arrangements

The HOAF reviews and advises on all aspects of the reinsurance arrangements on an ongoing
basis. In addition, she carries out an annual review of specific aspects of the reinsurance policy.
The HoAF provides an annual report to the Board expressing an opinion on the adequacy of the
reinsurance arrangements, identifying any deficiencies and providing recommendations. This
constitutes a component report of the overall Actuarial Function Report.

Capital requirements

The Actuarial Function proposes the valuation methodology and assumptions, and calculates the
SCR. The HoAF reviews the valuation methodology and assumptions and the SCR and advises
the Board accordingly. The HoAF works closely with the CRO and the Board to agree the ORSA
scenarios and produce the projections and associated commentary for the ORSA.

Actuarial Function Report

The Actuarial Function provides a written report at least annually to the Board to document the
tasks that have been undertaken by the Actuarial Function and their results, to identify any
deficiencies and provide recommendations as to how such deficiencies should be remedied. This
report summarises the tasks described above and highlights the key areas of focus following the
Actuarial Function’s activities each year.

B.7 Outsourcing

PIA has three material outsourcing arrangements in place, one with Capita Life and Pensions
Services, Ireland (CLPSI) and the other two with Prudential Distribution Limited (PDL) & Prudential
Portfolio Management Group Ltd (PPMG).

B.7.1 Outsourcing policy

PIA proactively engages, assesses and manages all outsourcing and third party contractual
relationships and ensures that they comply with all regulatory requirements. Prudential S&RS
requires the same standard of systems and controls to be operated within outsourced or third party
operations as would be required within internal operations.

It is the policy of PIA to comply with the following obligations in respect of outsourcing and supply
arrangement:

« An appropriate selection and due diligence process is in place.

* An appropriate contract is in place that contains adequate commercial protection, protects
the Prudential brand and provides termination and exit provisions as required.

* All applicable regulatory requirements are met.

e The relevant approvals procedure is adhered to.

e The Group Code of Business Conduct is adhered to.

« Outsourcing and third party supply arrangements are defined as either critical or non-critical
in accordance with the principles defined in the relevant Prudential Group policy.

When considering a material / critical outsourcing proposition PIA must:

e Prepare a business case for doing so, highlighting the advantages and disadvantages,
including a cost-benefit analysis and summarising the evaluation process to be followed;
e Identify one or more alternative providers of service, to ensure that a contingency

arrangement can be put in place;
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* Retain, through suitably competent personnel with relevant operational expertise, a
sufficient oversight capability to manage the relationship with the service provider.

Where any material business activity or function is being considered for outsourcing it is essential
to ensure that the relevant regulators can be informed at the appropriate time.

An operational risk assessment must be carried out that identifies the element of the business
process being outsourced and rigorously identifies the threats or risks involved.

The business or support unit engaging in an outsourcing arrangement should have a clearly
defined contingency plan to enable it to exit from an outsourcing arrangement in a timely and
orderly fashion.

The policy covers PIA’s responsibilities to manage and monitor the outsourcer. This includes the
designation of an appropriate individual who is responsible for the day to day management of the
outsourced arrangements.

PIA adopts an appropriate system of governance, tailored to the scale and complexity of the
outsource company. This includes ensuring clear allocation of roles and responsibilities for
outsourcing and third party supply contracts across the three lines of defence.

For all critical outsourcing and third party supply arrangements, PIA will:

» Ensure appropriate committees, have responsibility for the oversight of critical outsourcing
and third party supply arrangements.

e Ensure that critical outsourcing and third party supply arrangements are approved by those
with appropriate authority, and in line with the Group Approval Limits.

PIA is required to notify the Central Bank of Ireland, in writing, of its critical function outsourcing
arrangements, as soon as is practicably possible and of any significant change to the outsource
arrangement.

B.7.2 Outsourced operations and functions

Material outsourcers engaged and relied upon by PIA:

Outsourcer Critical / Important Function Jurisdiction of Supplier

Outsourced administration - customer
CLPSI servicing, policy administration, new Ireland and UK
business processing, claims activity and
related IT support services

Sales and marketing services; Risk; Audit;
Infrastructure services and associated UK
security/operational monitoring services.

Prudential Distribution
Limited

Portfolio management services -
investment and trade execution under UK
mandate.

Prudential Portfolio
Management Group Ltd
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B.8 Any other information

The management framework and internal control system are critical components of the ORSA, and
it is important that the system is working effectively to allow the Company to identify, understand
and manage risks which could impact the capital and liquidity position.

An annual review of the effectiveness is carried out and presented to the Risk Committee (usually
in March). As a result of this review we can confirm that the PIA Governance System is in place to
ensure:

» that the governance structures are appropriate to the scale and nature of the Company’s
business;

» that all policies and procedures are in place and adequately documented,;

» that the appropriate segregation of duties and responsibilities are clearly defined,;

» that there is an effective operation of the Prudential Group’s system of internal controls;

» that reporting and disclosure requirements to satisfy regulatory and corporate governance
requirements are in place;

The overall system of governance is an adequate structure to support the Company’s business
and is appropriately reported to the PIA Board.
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C. Risk Profile

PIA seeks to generate positive shareholder value through managed acceptance of risk and by
taking on selected risks for which it is appropriately compensated, in line with PIA’s strategy and
agreed business plan, capital and solvency position for the business.

PIA has appetite for risks that are in line with the achievement of its strategy and delivery of its
business plan, but has limited appetite for unrewarded risks and for risks that are inconsistent with
its strategic objectives and business plan.

The company’s risk appetite is determined based on its strategic risk profile, risk appetite
statement and quantitative supporting risk metrics (capital requirements, solvency levels, earnings
and liquidity objectives). PIA seeks to avoid risks for which the business does not have an
accepted tolerance. It also seeks to manage and appropriately mitigate, in a cost effective manner,
risk exposures for which it may not be directly compensated.

The following section provides an overview of PIA’s risk profile along with details of its Solvency
Capital Requirement (SCR) by risk category.

Sections C.1 to C.6 give more detailed information on PIA’s risk exposures, along with
management and mitigation techniques. Section C.7 outlines risk sensitivities, PIA’s compliance
with the prudent person principle, future management actions and other financial mitigation
techniques.

Overview

Prudential Group defines and categorises the key risks to Prudential Group and its subsidiaries (of
which PIA is one) in its Risk System. It also defines risk appetite ranges and limits for each key
risk at both the parent and local entity level. PIA then defines risk policies that include risk appetite
and limits that are compatible with those set by Prudential Group. These policies also support the
control and management of risks at a risk category level (underwriting, market, credit, liquidity,
operational, other). The approach to each risk category is discussed in sections C.1 to C.6.

Risk Profile

PIA assesses its risk profile using its Solvency Il capital requirement, an approach that is widely
used in industry. The Solvency Capital Requirement (SCR) determines the amount of capital
needed to withstand a 1-in-200 year risk event over a one year time horizon. It is calculated
individually for each risk category, reflecting a 1-in-200 year event for each risk, and subsequently
aggregated such that it reflects the stress to each of those risks as would be expected to occur in a
1-in-200 year event for the entity. The SCR is shown net of risk mitigation actions, for example
reinsurance.

PIA’s year-end SCR by risk category is shown in the table below for both 2016 and 2017. It was
calculated using the company’s internal model. This is in line with industry practice where entities
have developed an internal model. PIA’s material risks are equity, credit, expense and lapse, which
is consistent with the fact that PIA’s main lines of business are insurance with profit participation
and unit-linked insurance.
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: : " 2017 2016
Risk Category Undiversified em cm
Market Risk 158 151

Equity 96 82

Property 13 12

Interest Rate 11 21

Credit incl. Counterparty 18 17

Currency 20 19
Underwriting Risk 191 158

Expense 62 52

Lapse (all) 115 92

Mortality & Morbidity 14 14
Operational Risk 22 14
Loss absorbing capacity of deferred tax -18 -17
Other Adjustments -35 -25
Sum of SCR by Risk 318 281
Diversification -188 -172
SCR (diversified across all risks) 130 109

Each line reflects the capital required for each risk when quantified in isolation. If all of these risk
events happened simultaneously, the impact would be different. This is reflected in the line item
“Other Adjustments”, and is also referred to as “Interaction effects”. As these events result in the
loss of value (future profits) to the company, there is a reduction in the associated deferred tax
liability. The item “Loss absorbing capacity of deferred tax” reflects the extent of this for PIA. The
total of these items is reflected in the row “Sum of SCR by Risk”.

The row “SCR (Diversified across all Risks”) reflects a 1-in-200 year event for the Company. The
item “Diversification” reflects the extent to which this is less than the sum of SCR by Risk.

PIA is exposed to other material risks that are not covered as part of its internal capital model.
These risks include those associated with liquidity, the business environment, the conduct of
business, being part of a larger Group and the strategy that the company is pursuing, and are
covered in section C.6.

C.1 Underwriting Risk

C.1.1 Context

PIA defines Insurance risk as: “the risk of loss to PIA, or of adverse change in the value of
insurance liabilities, resulting from changes in the level, trend, or volatility of a number of insurance
risk drivers. These include adverse mortality, morbidity, persistency and expense experience.”

Lapse risk is the risk that actual lapse rates differ from their expected level allowed for in

calculating the best estimate liabilities. This risk may result in a cost for the company, for example,
a reduction in fund charges arising from the business.
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Expense risk is one of PIA’s significant risks and arises when actual expenses differ to the
assumed level of the expenses and investment management fees. As PIA sells mostly unit-linked
products, one of its key challenges is to ensure that the cost of administering the business does
not increase to such an extent that it affects the profitability and solvency of the company. Expense
risk also covers the risk of inflation in expenses.

The other underwriting risks faced by PIA are mortality and morbidity. PIA does not have a large
exposure to these risks due to the nature of the products it sells.

C.1.2 Risk strategy and objectives

PIA has appetite for underwriting risks in areas where it is value-adding to do so. The strategy is to
selectively take risks though the writing of life insurance products. Risks are only accepted where
they are within the company’s target capital and solvency positions and within the Prudential
Group-wide risk appetite framework. PIA will only retain those underwriting risks where the value
added to the company is expected to be larger as a result of retaining the risks rather than
transferring them.

PIA accepts lapse risk only when it is value-adding to do so. Strong controls related to policyholder
servicing, experience and behaviour monitoring also need to be in place, along with stress testing
and validation of assumptions before PIA accepts lapse risk.

PIA accepts expense risk as it is an unavoidable risk associated with running its business. The
expense strategy is to manage carefully expenses while ensuring that the company has sufficient
resources to run its business and achieve its business objectives.

PIA accepts morbidity and mortality risks with strong controls in place to cover claims
management, experience monitoring, stress testing, and validation of assumptions.

C.1.3 Risk management

PIA measures and assesses its exposure to underwriting risks using metrics which were agreed by
the Board and which are compatible with PIA Group’s risk appetite. The company considers
various items to determine its insurance risk mitigation and management strategy; these include
correlation with other risks, cost effectiveness, credit standing of relevant counterparties (if
applicable).

PIA sets assumptions for underwriting risk based on its own experience and its understanding of
each risk. The company performs experience studies, where actual experience is analysed and
compared with expected experience, on an annual basis on its most important risks. Appropriate
actions are taken in the event of deviations in experience from pricing or reserving assumptions.

Reinsurance is used to manage insurance risks when it is desirable or cost effective to reduce
exposure to a particular risk. PIA has a reinsurance limit framework to limit the exposure to a single
external reinsurer.

C.1.3.1 Lapse risk

PIA monitors lapse experience on an ongoing basis and, when necessary, makes changes to
product design and/or undertakes policy retention initiatives. Lapse experience studies are
conducted annually and are split by homogeneous risk groups.
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C.1.3.2 Expense risk

PIA monitors its expenses on an ongoing basis and sets its assumptions based on historical and
projected future expenses. Management takes appropriate actions when expenses are higher than
expected. These include new business initiatives, new product launches and strategies to reduce
or spread costs.

PIA also monitors its expense inflation risk and its policy count. Expense inflation is set relative to
expected Eurozone and sterling inflation.

Additionally as part of its business planning it stress tests the expected level of expenses to ensure
that it has sufficient capital to meet its cost, even under stressed scenarios.

C.2 Market risk

C.2.1 Context

Market risk is defined as the risk of adverse changes in PIA’s financial position resulting from
changes in the market value of policyholder and shareholder assets. Market risk drivers include
equity, property interest rates and currency.

Due to the nature of PIA’s business it is exposed to market risk through two sources:

i.  Indirect exposure through fees earned: The management fees earned by PIA depend on
the value of policyholder assets under management. Therefore for PIA’s unit-linked and
with profits funds (as a fund link), there is a risk that adverse movements in the value of
assets in which policyholders are invested results in a reduction in the level of
management fees earned by PIA.

ii. Direct exposure through shareholder’s investments: PIA faces the risk of adverse
movements in the value of the assets in which PIA’s shareholder funds are invested.
These funds, which are used to meet capital requirements and provide the company with
working capital, are invested in accordance with the Investment Policy Statement.

The key market risk faced by PIA is equity risk, which relates to adverse movements in the
management fees earned on its business, as outlined in point (i) above.

PIA also identifies market risk as the risk that policyholder assets are invested in a manner that is
contrary to the reasonable expectations of policyholders given the stated fund objectives. For the
purpose of this report, this is deemed an operational risk and is described in further detail in
section C.5.1.5.

C.2.2 Risk strategy and objectives

PIA's appetite for market risk (including equity, interest, currency and property) is to retain market
risk only to the extent that it arises from profit-generating insurance activities, remains part of a
balanced portfolio of sources of income for shareholders, and that it is compatible with a robust
solvency position.
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C.2.3 Risk management

PIA accepts the risk of reduced management fee income on policyholder assets as a result of
adverse movements in policyholder funds under management, which is exposure (i) outlined in
section C.2.1. PIA’s view is that it is more value-creating to retain this risk than to hedge it. This
direct market risk is partially offset by a reinsurance agreement on the with profits block of policies;
however there is still significant market risk on the unit-linked piece.

For market risk associated with shareholder funds, item (ii) in section C.2.1, PIA does not intend to
take any undue risk in the investment of its shareholder assets. Should any long dated (non-
insurance) liabilities arise, then duration matched Government Bond assets will be purchased to
match the liability. The remainder of shareholder assets will be held in short dated cash, near cash
instruments or government bonds. Where a manager is appointed to run any cash portfolios, the
Investment Management Committee (IMC) will ensure there is a clear mandate for the handling of
such monies, which ensures that cash is placed with good quality counterparties, and that there is
a suitable spread of such counterparties. The IMC will investigate any deviations from the
approved mandate.

C.3 Credit risk

C.3.1 Context

PIA defines credit risk as the risk of loss or adverse change in the financial situation of the insurer
resulting from fluctuations in the credit standing of securities issuers, counterparties and any
debtors. This risk category includes counterparty default risk, downgrade risk, spread widening or
other changes to the portfolio such as changes in the rating or in market risk concentrations that
could have a financial impact to which PIA is exposed.

Credit risk in PIA is split into two categories:

» Corporate credit risk — The risk of adverse deviations in the market value of risky assets
(such as corporate bonds, mortgage loans and consumer loans), as a result of, default,
downgrade and/or spread widening.

e Counterparty risk — Risk of loss arising from any other credit exposure such as
reinsurance contracts, derivative transactions and cash management.

C.3.2 Risk strategy and objectives

PIA’'s appetite for credit risk (including credit counterparty, credit concentration and sovereign
credit risk) is to retain credit risk only to the extent that it remains part of a balanced portfolio of
sources of income and that it is compatible with a robust solvency position. The company has
defined limits for reinsurance, shareholder funds investment, policyholder fund investment and
lending to companies that are part of Prudential Group. These limits are defined by Prudential
Group and are adopted and monitored by PIA.
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C.3.3 Risk management

Credit risk is managed by applying exposure limits to counterparties on both policyholder and
shareholder funds. The Prudential Group group-wide Large Risk Approvals Process (LRAP)
specifies exposure limits to corporate and sovereign debt issuers and counterparty exposures to
banks, reinsurers and for derivatives. The LRAP applies to both shareholder and policyholder
exposures and it controls exposures to credit risk by the application of portfolio minimum credit
guality and asset concentration limits. There are no limits for internal PAC counterparties but there
are for external ones.

The Global Counterparty Limits Framework (GCLF) controls the Group’s exposures to the most
significant counterparties and applies to asset classes such as cash, secured lending, derivatives
and reinsurance. The group-wide aggregate limits apply to counterparties from the shareholder
funds only, policyholder funds are not included.

Within PIA management information on credit risk exposures is reported to the PIA Risk
Committee. This includes reporting against both the PIA internal management limits (as set out in
the risk appetite statement) and the limits and triggers set by Group (as set out in the LRAP and
GCLF).

The sections below outline specific management and mitigation techniques used by PIA on the key
areas of credit risk it is currently exposed to.

C.3.3.1 Investment credit risk

PIA employs different risk management techniques for investments of shareholder funds and
policyholder funds where PIA manages the assets directly. These policyholder funds are invested
in structured products.

Credit risk on shareholder funds arises from bank failure or government insolvency and/or default.
It is managed through appropriate diversification and monitoring of credit rating updates and other
market information. Investments are made according to the PIA Investment Policy, which is set in
line with the risk appetite set out for credit risk exposure and is reviewed annually. Deposits are
placed in various banks with higher proportions permitted in higher rated banks. PIA monitors its
relevant exposures and their ratings on an ongoing basis, and produces reports outlining changes
required if necessary.

PIA has limited appetite for credit risk for direct management of policyholder assets in the offerings
of PIA deposit funds. PIA monitors credit risk exposure on these funds, for example ratings of bank
counterparties and their financial conditions, and also produces quarterly reports on the exposures.

C.3.3.2 Counterparty risk

PIA purchases reinsurance from internal and external insurers. The company sets minimum
approved credit ratings for reinsurers from whom it can purchase reinsurance; these ratings are
assessed when reinsurance contracts are signed or renewed and are monitored on an ongoing
basis. The company also sets maximum counterparty exposure to any third party external reinsurer
it is involved with.

PIA monitors and reports on its relevant exposures and their ratings on a monthly basis. If a
reinsurer’s rating falls below the approved credit rating limit, a report is prepared for the senior
management team and the Risk Committee. This report will outline the reason behind the fall, the
steps to manage any required change in the strategic role of the reinsurer and the credit rating
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outlook. The senior management team and Risk Committee will then decide on a course of action
(if required).

C.4 Liquidity risk

C.4.1 Context

Liquidity risk is defined as the risk of PIA being unable to generate sufficient cash resources to
meet financial obligations as they fall due in business as usual and stress scenarios.

PIA currently classifies liquidity risk in three categories, namely:

e Tactical liquidity — Risk of having negative cumulative cash flows over a short-term
horizon. This includes intra-day liquidity shortfalls in business as usual situations;

e Structural liquidity — Risk of having a liquidity shortfall due to a mismatch between assets
and liabilities;

e Contingency liquidity — Risk that stress scenarios significantly alter the tactical or
structural liquidity profile, which could lead to a potential shortfall in cash requirements and
associated risks;

PIA carries liquidity risk to the extent that the company needs to match outgoing cash flows with
incoming cash flows and/or asset liquidations. Liquidity can be affected by an increase in
policyholder lapse/redemption rates which may be combined with a reduction in new business
and/or asset stresses.

PIA’s liquidity risk is considered to be relatively low because of the nature of the operating model.

C.4.2 Risk strategy and objectives

PIA has very limited appetite for liquidity cash flow mismatch risk and no appetite for a breach in
the liquidity coverage ratio. The Company seeks to ensure clients’ claims and other liabilities can
be covered at all times.

When formulating its liquidity risk strategy, PIA also considers the following items:

* Scope of business activities;

* intra-group arrangements;

» correlation between liquidity risk and other risk classes;

» financial management and control procedures between liquidity and cash flows;

* monitoring of liquidity risk (using Key Risk Indicators (KRIs) and Key Control Indicators
(KCls));

PIA’s approach to managing liquidity risk is outlined in its Liquidity Risk Management Policy, a
document reviewed annually by the Risk Committee and the board members.

C.4.3 Risk management

Liquidity risk is monitored and managed by PIA Finance; the PIA Finance Director is the owner of
the Liquidity Risk Management Policy. PIA manages its liquidity risk in a comprehensive way by
identifying, assessing, measuring, monitoring and managing this risk in accordance with the
liquidity risk appetite.
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PIA manages its liquidity risk by having cash flow management procedures in place to ensure the
company always maintains an appropriate margin of liquid assets in consideration of its ongoing
and planned cash requirements. Liquidity risk is managed on both a short and long-term basis.
Liquidity risk appetite is defined using the Liquidity Coverage Ratio (LCR), which is used to monitor
the amount of liquidity risk PIA wishes to be exposed to under stressed conditions.

Liquidity risk is managed slightly differently between PIA’s two material lines of business, with
profits funds and unit-linked funds. The approach adopted for each line of business is detailed in
the sections below. In 2017, liquidity sources remained sufficient to meet financial obligations as
they fell due both under the base and stressed scenarios.

C.4.3.1 With Profits funds

Liquidity risk for with profits funds is the risk that policies surrender and claims cannot be paid in a
timely manner, consistent with the terms and conditions of such policies which is particularly
exacerbated through the guarantees and options offered on such funds. PIA mitigates this risk
through the reassurance contract it has in place with Prudential Assurance Company (PAC) in
respect of both the unit-linked and guarantees and options components of its with profits funds.
Consequently, PIA’s liquidity risk is a function of the delay between the net income, outgo it pays to
the policyholder and the net income, outgo it pays and receives from PAC. Liquidity risk for this
product is managed in a similar way as unit-linked funds which is outlined in the following section.

C.4.3.2 Unit-linked funds

Liquidity risk for unit-linked funds is seen as the risk that policy surrenders and claims cannot be
paid in a timely manner, consistent with the terms and conditions of the policy.

Management of liquidity risk for unit-linked funds is performed by investing in liquid markets for
most funds and setting a low materiality limit for which detailed liquidity analysis is not required
when deciding investment strategy. This allows PIA to rapidly identify potential investments that
could present a liquidity threat. Funds invested in illiquid assets have deferral clauses which
include a provision for deferral of six months or longer, which allows the company to gather the
appropriate funds when needed and pay its financial obligations.

C.5 Operational risk

C.5.1 Context

Operational risk is defined as the risk of loss or adverse changes in the company’s financial
situation arising from inadequate/failed internal processes, personnel, systems or external events.
Operational risk may result in financial losses, unavailability of services, information deficiencies or
losses and damage to brand, image and reputation.

PIA is exposed to operational risk through the course of running its business and is dependent on
the successful processing of a large number of complex transactions, using various IT applications
and platforms across numerous and diverse products. PIA operates under the evolving
requirements of different regulatory and legal regimes and uses a significant number of third
parties to support its business operations.
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Operational risk is unlike other risk types in that it does not offer any potential reward; rather, it is a
risk that has to be tolerated for PIA to pursue its strategic objectives. PIA accepts that there are
losses arising from errors and ineffective operations across people, processes and systems. PIA
actively manages its operational risk exposures in line with its risk appetite policy to ensure the
benefits it receives are not disproportionately impacted by operational losses. PIA recognises
operational risk as an unavoidable reality of writing business.

PIA considers its key operational risks to be key person dependencies, legislative, fiscal and
regulatory compliance, outsourcing management, business plans and fund investment. These are
described in further details in the sub-sections below.

C.5.1.2 Key man risk

PIA is a small company, hence it has key man risk due to the accumulation of knowledge and
experience in individuals.

C.5.1.3 Legislation and regulation

A change in legal, regulatory or fiscal requirements may force PIA to withdraw from a particular
market or may adversely affect sales volumes or persistency. This may result in a negative impact
on profits, reputation and brand, and may affect both existing business and new business plans.

C.5.1.4 Outsourcing

PIA has an outsourcing arrangement with a third party administrator. The risk of a significant failure
of a third-party outsourcing partner impacting critical services. This may result in poor level of
service provided to customers, which may impact negatively both the existing and new business.

C.5.1.5 Business plan

Operational risk will potentially increase as a result of PIA’s strategic developments.
C.5.1.6 Fund investment

PIA is exposed to the operational risk arising from funds that are not managed in line with their
stated fund objective.

C.5.2 Risk strategy and objectives

PIA does not actively seek to take on operational risk to generate returns. However, PIA accepts
that operational risk arises as a consequence of its business operations and accepts a level of risk
such that controls in place should prevent material losses while not excessively restricting business
activity. Thus PIA has no appetite for material losses (direct or indirect) suffered as a result of
failing to develop, implement and monitor appropriate controls to manage operational risk.

PIA’'s approach is outlined in its Operational Risk Management Policy, a document reviewed
annually by the Risk Committee and the board members.

Operational risk related to fund managers and investment of assets is dealt with in the Investment
Policy Statement, which is reviewed on an annual basis by the Investment Committee.
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C.5.3 Risk management

As a key element of PIA’s overall risk and governance system, PIA performs risk identification,
assessment, monitoring and reporting to ensure that the overall management of operational risk is
within appetite and is consistent with PIA’s strategic objectives. Its approach includes a Risk and
Control Assessment (RCA) process which incorporates the use of a risk register, scenario analysis
for quantification purposes, key risk indicators and control indicators. This process is performed on
a quarterly basis. The approach is designed to capture the operational risks associated with its
entire operational activities and internal processes together with the IT systems supporting its
activities.

PIA recognises that operational risk is unavoidable when doing business. It continually seeks ways
to minimise the exposure to this risk in a cost effective manner. PIA accepts a level of risk such
that controls in place should prevent excessive loss whilst not restricting business activity.

The following sections outline PIA’s operational risk management and mitigating actions for each of
its key operational risks.

C.5.3.1 Key man risk management

PIA has increased its level of documentation and sharing of knowledge between team members
will help reduce the level of key man risk. This will help mitigating the severity of key man risk if a
team member quits the team. PIA also has succession plans in place for key roles.

C.5.3.2 Legislation and regulation management

PIA aims to reduce this risk through:
» Carrying out due diligence prior to market entry;
e Seeking operations in more than one market, which provides diversification benefits;
* Monitoring legislative, regulatory and fiscal rule changes on an ongoing basis;

As part of any product development, PIA seeks legal advice on the change to products and their
terms and conditions to ensure that they meet local regulatory requirements.

C.5.3.3 Qutsourcing risk management

PIA has a service level agreement (SLA) in place for any outsourcing arrangement with a third
party, which outlines the scope and responsibilities of both parties. To minimise any risk arising
from this agreement, PIA continuously monitors third party performance through regular
governance meetings across the business areas, regular reporting standards and key performance
and risk indicators.

C.5.3.4 Business plan risk management

PIA has developed new processes and increased the level of documentation on each of these
processes to mitigate operational risk caused by new strategic initiatives. This approach is widely
seen in practice and has proven effective in the past.

C.5.3.5 Fund investment

Management and mitigating actions for this risk are outlined in the Investment Policy Statement
(IPS). The company has different strategies for its with profit and its unit-linked funds.

The company has with profits funds but all the unit-linked elements of these funds, along with all
options and guarantees, are reinsured to its parent company. Day-to-day oversight and control of
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the underlying investment portfolios is therefore undertaken by the parent to ensure they remain
“true to type”. The rest of this section therefore relates to the risk management of unit-linked funds.
For each unit-linked fund, the Investment Committee (IC) is responsible for ensuring that there is a
clear and appropriate stated objective and that this objective has been communicated to
policyholders. Fund objectives may be changed but can only be done consistently with both COBS
21' and the internal principles and practices of linked fund management. The investment
committee has delegated the maintenance of investment objectives (including fund names and risk
grading) to the Risk Rating Committee (RRC).

The IMC reviews the fund mandate to ensure the benchmark, the performance objective and the
guidelines are still appropriate and consistent with the objectives of the unit-linked fund. The
performance of each fund is also measured against a benchmark on a quarterly basis to ensure
returns are in line with expectations and are not unexpectedly high or low. PIA’s approach is very
detailed and management actions are clearly outlined in the investment policy if a fund’s
performance falls outside the expected thresholds.

C.6 Other material risks

PIA faces other risks that are described below. Some of these are included in the Group Risk
Framework, but not specifically modelled in the company’s internal capital model.

C.6.1 Business environment risk is the risk that can arise as a result of changing external factors
in the business environment in which PIA operates. These are considered under three sub
categories: economic, social and technology; market forces; and political, statutory, legal and
regulatory. Capital is not specifically held to account for business environment risk although the
impacts are considered when modelling forward looking capital requirements for the main risk
types. This risk is assessed as part of the operational risk process.

C.6.2 Conduct risk is the risk that can arise from the approach taken to the customer relationship.
It is not a separate category of risk, but a different way of assessing the impact from a customer
perspective. It primarily arises on the operational risk categories under the Group Risk Framework.
Separate risk appetite statements apply to conduct risk.

C.6.3 Group risk is the risk associated with being part of a group, particularly as a result of
contagion. Operational and counterparty default risks arising from group interactions are
considered and reflected in the model when they are material. Capital is not held for reputational
damage that can arise from other group activities. Reputational damage is considered as an
indirect impact in the operational risk process.

C.6.4 Strategic risk is the risk that can arise as a result of ineffective or inadequate business
strategy decisions in relation to competitors, consumers and the market. These risks are inherent
in the Savings & Retirement Solutions’ (S&RS) chosen strategy and the environment in which it
operates. It primarily impacts future earning potential and capital is not specifically held for this risk
as it is not deemed material. The risks are identified through the business planning process and
are managed by operating in various markets.

C.6.4 Cyber security

The performance of core activities places reliance on the IT infrastructure that supports day-to-day

! https://fshandbook.info/FS/html/handbook/COBS/21
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transaction processing. Our IT environment must also be secure and we must address an
increasing cyber risk threat as our digital footprint increases. The risk that our IT infrastructure
does not meet these requirements is a key area of focus.

Cyber risk is an area of increased security for global regulators after a humber of recent high
profile attacks and data losses. The growing maturity and industrialisation of cyber-criminal
capability, together with an increasing level of understanding of complex financial transaction by
criminal groups are two reasons why risks to the financial services industry are increasing.

Given this, cyber security is seen as a key risk for the Company. Our current threat assessment is
that, while we are not individually viewed as a compelling target for a direct cyber-attack, we are at
risk of suffering attacks as a member of the financial services industry, with potentially significant
impact on business continuity, our customer relationship and our brand reputation.

Protecting our customers remains core to our business and the successful delivery of the Cyber
Defence Plan will reinforce our capabilities to continue doing so in cyberspace as we transition to a
digital business.

C.7 Other information

C.7.1 Risk sensitivities

PIA’s solvency cover ratio is most sensitive to:

(a) Changes in expense levels (renewal expenses, investment expenses, etc.);

(b) Changes in the persistency of the business;

(c) Significant market changes that result in changes in the value of policyholder funds;
(d) Significant movements in foreign exchange rates between Euro and GBP;

Stress testing is performed on an annual basis and is an important tool in managing the business.

C.7.2 Prudent person principle

Under Solvency II, the ’prudent person principle’ describes the approach to investment
management and, in particular, emphasises the need for firms to exercise prudence in relation to
the acquisition and holding of assets and to ensure that assets are appropriate to the nature and
duration of the liability.

The Company’s product offering includes internal unit-linked funds and externally managed funds.
The Company outsources internal unit-linked investment management to PPMG which is governed
by a common Group-wide Governance framework which provides oversight of financing and
investment activities across the Group. It is designed to provide general, prudent and principle-
based guidance for both shareholder-backed business and policyholder business. The Group Risk
Framework covers all aspects of risk management across the Group and includes minimum
standards, controls and requirements for risk management across all Business Units. This
Framework is supported by further documents including specific policies that cover Credit, Market,
Insurance, Liquidity, Operational and Investment Risk. Accompanying these are a number of
Group-wide Operating Standards and other documents including the Group Approved Limits that
specify limits on individual credit and counterparty exposures, average credit quality and amount of
market risk taken across the Group.
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The Company Investment Policy sets out the system for management and oversight of investment
performance and investment related risk including externally managed funds. The Company
mitigates material risk by matching policyholder liabilities with the relevant assets.

C.7.3 Management Actions and other Financial Mitiga  tion Techniques Included in the SCR

PIA does not assume or model any management actions or other financial mitigation techniques in
the SCR.
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D. Valuation for Solvency Purposes

D.1 Valuation of assets

D.1.1 Introduction

The 2017 balance sheet under both statutory accounts value (FRS 101) and Solvency Il value
bases is summarised in the table below:

Statutory Presentation Other Solvency Il
accounts differences (note b)
(note a)
£m £m
Assets
Deferred acquisition costs 39 (39) 0
Investments-other than participations 116 0.4 116

Assets held for index-linked and unit-

linked contracts 1,839 -8 1,831
Reinsurance recoverable 4,550 205 4,755
Cash and cash equivalents 34 34
Other” 9 8 17
Total assets 6,587 - 166 6,753
Liabilities

Best estimate liability 6402 3 6,405

Risk margin - 44 44

Other liabilities

Deferred tax liabilities 2 15 17

Other® 84 84
Total liabilities 6,488 - 62 6,550
Excess of assets over liabilities 99 - 104 203

! Other assets includes Insurance and intermediary receivables, Reinsurance receivables,
Receivables (trade, not insurance) and Other assets.

2 Other liabilities includes Provisions other than technical provisions, Insurance and intermediaries
payable, Reinsurance payables and Payables (trade, not insurance).
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Notes:

(@) Presentation differences represent movements between line items with no overall impact on
excess of assets over liabilities. The main item relates to assets held by the unit-linked funds
which are presented together in a single line on the statutory accounts balance sheet rather
than within each individual asset/liability category.

(b) Other valuation differences represent the key changes to excess of assets over liabilities
between statutory reporting (IFRS) and Solvency Il. These are analysed within the
reconciliation set out within Section E.1.5.

D.1.2 Valuation of assets

D.1.2.1 Determination of fair value

Within the Solvency Il balance sheet, assets are valued using valuation methods that are
consistent with the valuation approach set out in the Solvency Il directive. The overall principle
when valuing assets and liabilities under Solvency Il is to use a fair value, as set out in Article 75 of
the Directive. There have been no changes to the recognition and/or valuation basis of assets and
other non-insurance liabilities in the Solvency Il balance sheet during the year.

When valuing assets and liabilities in accordance with Solvency I, the fair valuation hierarchy set
out below is followed, which is broadly consistent with the fair value measurement hierarchy as
applied by the Company for statutory reporting (IFRS) purposes:

(a) Quoted market prices in active markets for the same assets or liabilities
As the default valuation method, assets and liabilities are valued using quoted market prices in
active markets for the same assets or liabilities, where available.

The investments of the Company which are valued using this method include collective investment
undertakings with quoted prices, exchange traded derivatives such as futures and options, and
national government bonds unless there is evidence that trading in a given instrument is so
infrequent that the market could not possibly be considered active.

(b) Quoted market prices in active markets for simi lar assets and liabilities with adjustments

to reflect differences

A significant proportion of the Company's assets in this category are Collective Investment
Schemes where most recent market data is unavailable at the reporting date. These assets, in line
with market practice, are generally valued using independent pricing services or third-party broker
guotes. These valuations are determined using independent external quotations and are subject to
a number of monitoring controls, such as stale price reviews and variance analysis on prices.
Pricing services, where available, are used to obtain the third-party broker quotes. Where pricing
services providers are used, a single valuation is obtained and applied. When prices are not
available from pricing services, quotes are sourced directly from fund managers.

Generally, no adjustment is made to the prices obtained from independent third parties. Adjustment
is made in only limited circumstances, where it is determined that the third-party valuations
obtained do not reflect fair value (e.g. either because the value is stale and/or the values are
extremely diverse in range). These are usually where reliable market prices are no longer available
due to an inactive market or market dislocation. In these instances, prices are derived using
internal valuation techniques including those as described below with the objective of arriving at a
fair value measurement which reflects the price at which an orderly transaction would take place
between market participants on the measurement date.
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(c) Alternative valuation techniques

Assets valued using this method typically include suspended funds and certain investments
deemed to be exposed to potential bespoke risks taking into account current market data.
Investments valued using alternative valuation techniques include financial investments which by
their nature do not have an externally quoted price based on regular trades, and financial
investments for which markets are no longer active as a result of market conditions (e.g. market
illiquidity). The valuation techniques used may include comparison to recent arm’s length
transactions, reference to other instruments that are substantially the same and discounted cash
flow analysis, option adjusted spread models and, if applicable, enterprise valuation. These
techniques may include a number of assumptions relating to variables such as credit risk and
interest rates. Changes in assumptions relating to these variables could positively or negatively
impact the reported fair value of these instruments. When determining the inputs into the valuation
techniques used priority is given to publicly available prices from independent sources when
available, but overall the source of pricing is chosen with the objective of arriving at a fair value
measurement which reflects the price at which an orderly transaction would take place between
market participants on the measurement date. The fair value estimates are made at a specific point
in time, based upon available market information and judgements about the financial instruments.

D.1.2.2 Valuation bases under Solvency Il compared  with Irish GAAP (FRS101)

Deferred acquisition costs and intangibles

The value of deferred acquisition costs and other intangible assets, such as distribution rights and
software are nil for the solvency Il purposes. For IFRS purposes, deferred acquisition costs and
other intangible assets are recognised at cost less amortisation.

Deferred tax assets

Deferred tax assets, other than the carry forward of unused tax credits and losses, are calculated
based upon the differences between the values given to assets and liabilities for tax purposes and
their values in the Solvency Il balance sheet. The principles of IFRS are applied to calculate the
extent of deferred tax applicable to those value differences. Changes in the valuation of underlying
assets or liabilities will give rise to a change in deferred tax balances. Recoverability is assessed
on the basis of the balances held and consideration is given to the probability of taxable profit
being available against which the underlying recoverable can be offset.

There is no deferred tax asset on the Solvency Il balance sheet as at 31 December 2017. The
value of deferred tax liability as at 31 December 2017 under Solvency Il was £17 million (2016: £18
million).

Investments

Investments (other than assets held for index-linked and unit-linked contracts) comprise the
following asset types as included in the Solvency Il balance sheet.
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Investments for the year-ended 31 December 2017

Bonds 46
Collective investment undertakings 2
Deposits other than cash equivalents 68
Total 116

All of these investments are valued at fair value within both the Solvency Il balance sheet and the
Company’s financial statements.

Assets held for index-linked and unit-linked contra cts

The assets relate to the insurance products where the policyholder bears the investment risk,
namely unit-linked products, and are presented as a single line ‘Assets held for index-linked and
unit-linked funds’ within the Solvency Il balance sheet. The individual assets are valued using the
same approaches as if held outside such funds, and as described above.

Reinsurance Recoverable
Technical provisions are calculated on a gross-of-reinsurance basis, and a corresponding
Reinsurance Asset (“Reinsurance Recoverable™)) exists on the balance sheet, as described in
Section D.2.8 and D.2.9.4.

Cash and Cash Equivalents
Cash and cash equivalent are valued at fair value, an amount not less than the amount payable on
demand.

Other assets
Other assets comprise the following asset classes as included in the Solvency Il balance sheet:

Other assets for the year-ended 31 December 2017

Insurance and intermediaries receivables 0.3
Reinsurance receivables 7

Receivables (trade, not insurance) 10
Total 17

Other assets in the Solvency Il balance sheet are measured at fair value determined using
alternate valuation methods that are market consistent and represents the realisable value of
individual assets on transfer to a third party. If the IFRS value is a good proxy for fair value no
adjustment is made.

Assets are derecognised when it is deemed that substantially all the risks and rewards of
ownership have been transferred.
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D.2 Technical provisions

D.2.1 Introduction

As a general principle, technical provisions are valued at the amount for which they could
theoretically be transferred to a third party in an arm’s length transaction. The technical provisions
are the sum of two elements: the best estimate liabilities (BEL) and the risk margin.

This section gives an overview of PIA’s technical provisions. It outlines the methods and main
assumptions used in calculating the technical provisions for each of PIA’'s material lines of
business: unit-linked insurance and insurance with profit participation (“with profit” business).

PIA does not apply any of the following measures, which are permitted under the Solvency Il
requirements (subject to approval):
* Matching adjustment, as referred to in Article 77b of the Directive;
» Volatility adjustment, as referred to in Article 77d of the Directive;
e Transitional risk-free interest rate-term structure, as referred to in Article 308c of the
Directive;
» Transitional deduction, as referred to in Article 308d of the Directive.

D.2.2 General principles
D.2.2.1 Methods

Solvency Il requires that the “liabilities shall be valued at the amount for which they can be settled
between knowledgeable and willing parties in an arm’s length transaction”.

The BEL corresponds to the probability-weighted average of future cash flows, taking account of
the time value of money (i.e. the expected present value of future cash flows), using the risk-free
interest rate term structure published by EIOPA. The calculation of the BEL is based upon up-to-
date and credible information and realistic assumptions (derived from data analysis and expert
judgement) and is performed using appropriate actuarial and statistical methods. The cash-flow
projection used in the calculation of the BEL takes account of all the cash in-flows and out-flows
required to settle the insurance obligations over their lifetime. The BEL is calculated before
deduction of the amounts recoverable from reinsurance contracts. Those amounts are calculated
separately (see sections D.2.8 & D.2.9).

The risk margin is calculated in line with Solvency Il requirements, and aims to ensure that the total
technical provisions are equivalent to the cost of transferring the insurance obligations to a third
party. The calculation assumes a 6 per cent per annum cost of capital and applies to non-
hedgeable risks only. This calculation includes simplified methods and requires assumptions as to
the run-off profile of non-hedgeable capital requirements for each line of business, in line with
Article 58 of the Delegated Regulation, rather than a full projection of the Solvency Capital
Requirement (SCR). The SCR for each non-hedgeable risk is assumed to run-off in-line with
suitable profiles which differ depending on the types of non-hedgeable risks. The SCR each year is
aggregated using a simplified correlation matrix.

D.2.2.2 Assumptions

The key assumptions required in the valuation of technical provisions are:
(i) economic assumptions, most of which are published by EIOPA and set by reference to
market data at the valuation date;
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(i)  non-economic assumptions, used to derive non-market related best estimate liability cash
flows (for example future claims and expenses);

The principal economic assumption is the risk-free interest rate term structure. The risk-free curves
at which best estimate liability cash flows are discounted are specified by EIOPA. These curves
are based on market swap rates, with a ‘credit risk adjustment’. The resulting 10-year risk-free spot
rates for the material currencies are given below, after the credit risk adjustment.

10 year risk-free rates at 31 December 2017 (with ¢ omparison to 31 December 2016):

Currency 31 December 31 December

2017 2016
British Pound 1.19% 1.08% 0.11%
Euro 0.80% 0.57% 0.23%
United States Dollar 2.32% 2.23% 0.09%

A simplification has been applied to the Euro yield curve such that its lowest value is 0%.

Non-market assumptions (e.g. persistency, mortality, morbidity and expense assumptions) are
derived from analysis of recent historic experience data, and also reflect expected future
experience. These assumptions are based on PIA’'s own experience where there is sufficient
reliable data to be analysed. If not, then industry data may be used. Expert judgement is applied
where necessary and justification for it is documented.

D.2.3 Quantitative results

The values of the technical provisions for PIA as at 31 December 2017 are set out in the table
below.

: 2017
Gross of reinsurance
£m
Insurance with profit participation 4,645
Unit-Linked Insurance 1,760
Total Best Estimate Liabilities (“BEL”) 6,405
Risk Margin 44
Total technical provisions 6,449

Technical provisions are gross of reinsurance.

The with profits benefits attached to the insurance with profit participation line of business are
reinsured to the Prudential Assurance Company Limited (PAC). Section D.2.8 and D.2.9 provide
further information on Reinsurance Recoverable.

D.2.4 Details on methodology and assumptions by lin es of business

This section explains how the best estimate liability (BEL) is calculated for each material line of
business.

The best estimate liability has two components, the unit-liability component and the non-unit-
liability component. The calculation is slightly different for each of PIA’'s two lines of business
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(insurance with profit participation business and unit-linked insurance business). The methods
chosen for each line of business are proportionate to the nature, scale and complexity of the
underlying risks.

The non-unit best estimate liability is generally calculated by discounting projected future cash
flows from the contracts. This calculation incorporates PIA’'s best estimate assumptions for the
factors that determine the future projected cash flows.

Further details are contained in sections D.2.4.1 and D.2.4.2 below.
D.2.4.1 Insurance with profit participation busines S
D.2.4.1.1 Background

This category comprises all single premium unit-linked investment products that provide with profits
benefits to policyholders. These with profits benefits are provided by The Prudential Assurance
Company Limited (PAC) With Profits fund via a reinsurance treaty between PIA and PAC. The with
profits fund contains funds that are denominated in EUR, GBP and USD.

This group of products offers a death benefit of either 101% or 100.1% of the cash-in value of the
bond, depending on the age of the life assured when the investment was taken out. No benefit is
paid on disability and there is no maturity benefit as the product is written on a whole-of-life basis.
Surrender is permitted; however, a surrender charge may apply in the first few years.

For a general explanation of how Prudential manages its with profits business, see the document
“Principles and Practices of Financial Management”. This is a publicly available document
published on Prudential’s website, www.pru.co.uk.

D.2.4.1.2 Options and guarantees

Two financial guarantees are provided for within the with profits fund:
1. With profits fund guarantees, which include future discretionary benefits and profit sharing;
2. Return of premium guarantees on a small closed block of Austrian business.

Both financial guarantees are 100% reinsured to PAC.

D.2.4.1.3 Reinsurance

PIA reinsures 100% of the with profits benefits to PAC. PIA’s reinsurance asset is equal to the
value of these with profits benefits, as described in section D2.4.1.4 below. PIA assumes a zero
probability of default for this reinsurance asset because the PAC with profits fund is managed to an
AAA standard.

D.2.4.1.4 Valuation Methodology
The BEL is calculated as the sum of the unit BEL and the non-unit BEL.

The Unit BEL reflects the value of the with profit benefits reinsured to PAC, and includes both
* the in-force asset share at the valuation date; and
» the value of future differences between reinsurance payments to PIA from PAC and asset
shares, arising from options, guarantees and smoothing. These differences are referred to
as the Net Cost of Options and Guarantees.
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The Asset Share is a value of units that represents the retrospective accumulation of premiums,
investment return, claims payments for regular withdrawals and part surrenders, and the charges
payable by the policyholder as specified by the policy terms and conditions.

The Net Cost of Options and Guarantees is calculated on a pro-rata basis using the net cost of
options and guarantees on similar PAC products. This value is determined using a stochastic
modelling approach which allows for realistic management actions that are consistent with the
operation of the with profits funds. The PAC management actions include the following:

* Dynamic adjustments to reversionary and terminal bonus rates. This includes adjusting
reversionary bonuses to target a specified range of terminal bonus cushion at maturity, or
to maintain the solvency ratio of the participating fund in stressed conditions. For terminal
bonuses, smoothing rules apply limiting the year on year change for the same bonus
series. Terminal bonuses may be subject to a surrender penalty in certain market
conditions.

* Market Value Reductions. For some accumulating with profits policies, market value
reductions may apply, subject to certain limits.

» Suspension of smoothing. The usual smoothing rules can be suspended to maintain the
solvency ratio of the participating fund in stressed conditions.

* Dynamic investment strategy. This can include switching into lower-risk assets to maintain
the solvency of the fund in stressed conditions.

The use of similar PAC products to calculate PIA’s net cost is deemed reasonable as these
products have highly similar product features. As mentioned above, this benefit is 100% reinsured
to PAC. Future policyholder behaviour and future management actions have no impact on the
liabilities on a net of reinsurance basis.

PIA holds a non-unit BEL for this line of business that is calculated using a deterministic approach
by discounting projected future cash flows from the contracts. The non-unit BEL also includes an
amount in respect of expected development spend over the 12 months after the valuation date.
PIA models the non-unit BEL only. The unit BEL is modelled by PAC for with profit participation
business and is set equal to the unit-linked assets for unit-linked funds.

D.2.4.1.5 Assumptions

The most significant assumptions used in the calculation of the non-unit BEL for this business are
lapse assumptions and expense assumptions. These are best estimate assumptions.

The lapse assumptions used vary by product and by the duration of the policies, based on the
results of annual experience studies. Expense assumptions reflect current and expected future
expense levels and business volumes. Expert judgment is also used where deemed necessary.
There is significant uncertainty around the long term per policy expense assumption due to the
tactical and strategic opportunities currently being explored by the Company. Further detail is set
out in Section D.2.6.

PIA currently assumes that the value of the Options and Guarantees on this business is the same
value placed on them by PAC.
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D.2.4.2 Unit-Linked insurance
D.2.4.2.1 Background

PIA sells a small number of unit-linked products. These products include proprietary and open
architecture products. Proprietary products are products where the policyholder can only invest in
funds offered by PIA, whereas open architecture products allow policyholders to invest in funds
offered by a wide variety of providers. Some products include significant mortality and morbidity
benefits, however these products are not open to new business although top-ups are accepted.

D.2.4.2.2 Options and Guarantees

PIA’s unit-linked business does not contain any material financial guarantees or options. A small
number of products included in this line of business offer a capital redemption option that offers a
maturity benefit. This guarantee is insignificant in size and does not require stochastic modelling.

D.2.4.2.3 Reinsurance

PIA reinsures the risk benefits (e.g. mortality, critical illness and long-term-care) on these products
to external reinsurers. Reinsurance is on a quota-share and surplus basis. PIA reinsures at least
75% of these risks.

D.2.4.2.4 Valuation Methodology

The best estimate liability is calculated as the sum of unit reserve plus non-unit reserve. The unit
reserve is calculated as the fair value of units deemed allocated at the valuation date discounted
as appropriate for future management charges due to the Company. The non-unit reserves
comprise:

. the present value of all non-unit cash flows allowing for persistency, mortality, morbidity, the
rate at which the unit reserves are expected to grow, expenses, expense inflation, charges
for benefits, charges for expenses. This can be negative, and reflects the discounted value
of fee income from the unit funds less allowances for expenses.

. any additional reserves required — including long term care, unapplied single premium,
Incurred but Not Reported (IBNR) on life and critical illness business, and expected
development spend over the 12 months after the valuation date.

The non-unit liability is modelled on a deterministic basis.
D.2.4.2.5 Assumptions

The most significant assumptions for this business are lapse rates and mortality & morbidity rates.
The assumptions used vary by product and reflect recent experience where available. Where
there is insufficient experience to perform a credible analysis of experience, reinsurers’ rates are
used.

Expense assumptions are also significant. Expense assumptions reflect current and expected
future expense levels and business volumes. Expert judgment is also used where deemed
necessary.

Market-related assumptions are discussed in section D.2.2.2.
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D.2.5 Simplifications

There are a number of simplified methods used to calculate less material technical provisions.
These include the following areas:

* For some less material business (e.g. long term care products which have claims in
payment) the technical provisions are set to be those calculated for statutory reporting
purposes.

» Some product features with minimal financial significance are not modelled on the grounds
of materiality.

A simplification is also used in relation to the Euro yield curve, whereby it is floored at zero.

D.2.6 Changes in assumptions

In 2017, the significant changes to the assumptions underlying the Company’s calculation of
technical provisions were as follows:

e Market-driven changes to economic parameters, including changes to risk-free rates as
shown in section D.2.2.2.

« Expense assumptions have been revised to reflect the long-term best estimate level of
expenses based on the current operating model for the business, together with an overlay
for higher expected short-term expenses relating to the tactical and strategic opportunities
currently being explored.

¢ As noted above, an allowance is made for the expected development spend over the 12
months after the valuation date. While previously these impacted both Own Funds and the
final SCR, the company decided in 2017 to apportion the development costs to Own Funds
only.

D.2.7 Sensitivities & uncertainty

The valuation of technical provisions relies upon the Company’s best estimate of future liability
cash flows, including the projection of the future level of the SCR in the calculation of the risk
margin. These cash flows are derived using best estimate assumptions, which are set using a
combination of experience data, market data and expert judgement.

Uncertainty exists in the technical provisions as to whether the actual future cash flows will match
those expected under the Company’s best estimate assumptions. Over time, experience may differ
from the best estimate assumptions or forward-looking expectations may evolve, such that
assumptions will be updated with a consequent change in the value of future technical provisions.

D.2.8 Reinsurance recoverables

In the Solvency Il balance sheet, the Company includes the full expected cost of claims within the
technical provisions, and treats the expected corresponding reinsurance recoverables as an asset.
The valuation methods and assumptions for reinsurance recoverables are consistent with the
methods and assumptions for the corresponding technical provisions (see sections D.2.2 & D2.4).
The value of the recoverable asset is the best estimate of future reinsurance cash flows, where this
figure allows for the probability of default by the reinsurer.

PIA’s primary reinsurance is in respect of its insurance with profit participation business where it
reinsures 100% of the unit BEL and the net cost of options and guarantees on such business to its
parent company, PAC. The reinsurance arrangement transfers all investment risk to PAC. As a
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result, PIA has a policyholder liability for insurance with profit participation which is backed by the
PAC reinsurance asset.

With respect to its unit-linked insurance line of business where such business has significant death
and/or disability benefits, PIA has a reinsurance arrangement in place with an external reinsurer
where at least 75% of the mortality and morbidity risk on such products are reinsured.

PIA does not include an allowance for counterparty risk within its reinsurance recoverables
calculation in relation to the Insurance with profit participation business. This business is reinsured
into the PAC with profits fund, a fund which is managed to a high credit rating level and which
would give rise to a negligible default risk after allowing for expected recoveries. Allowance is
made for default of the mortality and morbidity reinsurance on the unit-linked insurance business.
However, the impact is immaterial.

D.2.9 Comparing Solvency Il with the financial stat ements

D.2.9.1 Overview

A number of different approaches and methodologies are used to calculate the technical provisions
for financial statement reporting purposes and for Solvency Il reporting purposes. As a result, there
are differences in the technical provisions reported under each basis.

The following table shows the reconciliation in respect of the technical provisions reported in the
financial statements and those reported under Solvency II. The sections beneath explain the key
differences in methodology and assumptions.

Reconciliation of technical provisions Solvency I FEEE Difference
Statements

£m £m
Technical Provisions 6,449 6,402 47
Best Estimate 6,405 6,402 3
Insurance with profit participation  business 4,645 4,570 75
Unit-linked business 1,760 1,832 -72
Risk Margin 44 0 44
Insurance with profit participation business 32 0 32
Unit-linked business 12 0 12

D.2.9.2 Main Methodology Differences

The main methodology differences between the two bases are:

e The financial statements are based on a prudent assessment of non-unit liabilities that
does not recognise the value of future fee income in excess of that required to meet the
projected cash outflows on the business. The Solvency Il liabilities recognise these fully on
a best estimate basis.

» Different approaches are used to calculate the best estimate liabilities on insurance with
profit participation business; the Solvency Il value reflects the full asset share, net cost of
options and guarantees, and the present value of future profits associated with the
business. The financial statements value can be lower because it is based on the minimum
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of the surrender value plus the asset share for certain products, and currently the asset
share exceeds the surrender value.

* The financial statements include a “Deferred Income Reserve” on unit-linked insurance
business. This is removed under Solvency Il.

« Inclusion of a risk margin for Solvency Il reporting requirements.

D.2.9.3 Main Assumption Differences

The assumptions used within the calculation of the technical provisions for the financial statements
include a margin for prudence. However, for Solvency Il reporting purposes, these margins have
been removed and the technical provisions are calculated using best estimate assumptions. The
impact of these assumption changes is captured in the non-unit liability.

The technical provisions for Solvency Il purposes also include additional expenses above those

included in the financial statements. These expenses are short term in nature and relate to
commitments that have been made and are not allocated to maintenance or acquisition expenses.

D.2.9.4 Reinsurance Recoverable

A reconciliation of the reinsurance asset reported in the financial statements and under Solvency I
is set out in the table below.

Financial

Reconciliation of Reinsurance Recoverable Solvency Il Difference
SEICINENS
£m £m
Total Reinsurance Recoverable 4,755 4,550 205
Internal Reinsurance 4,778 4,538 240
Insurance with profit participation business 4,778 4,538 240
External Reinsurance -23 12 -35

The main differences are:
« Different approaches are used to calculate the reinsurance asset on insurance with profit
participation business, as described in section D.2.8.
* The Reinsurance Asset corresponds with the reinsurers share of the liability on mortality
and morbidity business. Under Solvency Il the asset is negative as the full future cost of
the reinsurance on a best estimate basis is reflected on the balance sheet.

D.3 Valuation of other liabilities

D.3.1 Introduction

Other liabilities for Solvency Il purposes are valued separately using valuation methods that are
consistent with the valuation approach set out in the Solvency Il directives. Unless otherwise
stated, valuation of other liabilities are carried out in conformity with IFRS, where this is consistent
with the objectives of Solvency II.
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D.3.2 Valuation bases under Solvency Il compared to IFRS

The valuation basis of each material class of other liabilities are described below:

Deferred tax liabilities

Deferred taxes are calculated based upon the differences (“temporary differences”) between the
values given to assets and liabilities in the Solvency Il balance sheet and their values for tax and
statutory reporting purposes. The principles of IAS 12 “Income Taxes” is applied to calculate the
extent of deferred taxes applicable on those value differences. The provision for the deferred tax is
mainly driven by adjustments made to Technical provisions (Net of Reinsurance) between an IFRS
and Solvency Il basis. The capitalised value of the future profits is one of these adjustments, and
this results in a corresponding increase in the deferred tax liability.

Other liabilities

Other liabilities for the year-ended 31 December 20 17

Provisions other than technical provisions 4
Insurance & intermediaries payables 59
Reinsurance payables 2
Payables (trade, not insurance) 19
Total 84

Other liabilities in the Solvency Il balance sheet are measured at fair value determined using
alternative valuation methods that are market consistent and represent the value to settle the
liabilities with the third party. Where the IFRS valuation is a good proxy for fair value no adjustment
is made.

Provisions other than Technical Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will
be required to settle the obligation and a reliable estimate can be made of the amount of such an
obligation. Provisions are discounted when the effect of the time value of money is considered
material. There is one provision which relates to PIA’s estimated liability in respect of historical
investment management fees in relation to alternative assets. The provision is based on the best
estimate of the potential amount payable.

There are no changes made to the recognition and valuation bases used or on estimations during
the reporting period.

D.4 Alternative methods for valuation

The use of alternative methods for valuation by the Company are discussed in sections D.1 to D.3
above. £18 million (2016: £26 million) of assets are valued using alternative valuation methods (as
per section D1.2.1). These relate to assets held in index-linked and unit-linked funds, which are
materially offset by unit-linked liabilities. Therefore any valuation changes in this category would
not have a material effect on the valuation Solvency Il own funds.

The Prudential Group has developed Group-wide Independent Price Verification procedures which
cover all investment asset classes owned by the business units of the Group, including the
Company, and set minimum requirements for the governance surrounding valuation process.
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These standards require that processes are established to verify the accuracy and independence
of model inputs and market prices provided by third parties. Where mark to mark valuations are
not available from independent price sources, the Independent Price Verification standards set
minimum requirements for mark to model valuations. The Independent Price Verification standards
require the documentation and monitoring of all assumptions, inputs and any mathematical
modelling, using market observable standards and inputs where possible.

Valuation uncertainty refers to the variability of the fair value measurement that exists at any given
reporting date/time for a financial instrument or portfolio of positions. The Independent Price
Verification standards require documentation of the process for assessing valuation uncertainty,
including the controls surrounding valuation models and an understanding of the model
assumptions and limitation.

D.5 Any Other Information

There is no other material information regarding the valuation of assets and liabilities for solvency
purposes which has not been disclosed above.
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E. Capital Management

E.1 Own funds

E.1.1 Overview

The Own Funds have been prepared using the controls set out in the PIA’'s Own Funds Policy,
approved by the Technical Committee in December 2017.

E.1.2 Objectives, policies and processes for managi  ng own funds

The Company manages its Solvency Il own funds as its measure of capital. The Company
manages its Solvency Il capital to ensure that sufficient own funds are available on an ongoing
basis to meet regulatory capital requirements.

The Company prepares a projected capital position as part of its business planning process. The
business plan is prepared annually on a rolling basis and covers a three-year period. There were
no material changes in the objectives, policies or processes for managing the Company’s own
funds during the year.

The assets and liabilities underpinning the Solvency Il basic own funds are valued separately using
valuation methods that are consistent with the valuation approach set out in the Solvency Il
directives. These methods are described in Section D of this document.

E.1.3 Analysis of the components of own funds

The following components make up the PIA’s own funds amount:

Tier 1 - Tier 1 -

unrestricted restricted  Tier 2 Tier 3

£m £m £m £m
Ordinary share capital (note b) 24 24 - - -
Reconciliation reserve (note ¢) 156 156 - - -
Other items approved by 23 23

supervisory authority as basic
own funds (note d)

Total own funds (note a) 203 203

Notes:

(@) The PIA’s basic own funds principally comprises equity share capital, retained earnings
attributable to equity shareholders calculated in the reconciliation reserves, and capital
contribution approved by CBI. PIA has no ancillary own funds.

(b) Equity Share Capital
The PIA’s ordinary share capital represents 101,381,272 ordinary shares of €1.27 each (partly
paid amount equals 25% of each nominal share value, being €0.3175). There is only one class
of share capital. The ordinary shares have call rights to dividends, are entitled to a surplus on a
winding up and have full voting rights.
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(c) Reconciliation reserve
The reconciliation reserve represents the residual of excess of assets over liabilities after
deducting (i) equity share capital comprising ordinary share capital and share premium; (ii)
Capital Contribution. The key elements of this are IFRS retained earnings and the non-unit-
linked technical provisions, net of the corresponding Deferred Tax Liability.

(d) Other items approved by supervisory authority as basic own funds
This represents the £23 million Capital Contribution approved by CBI in December 2015.

E.1.4 Reconciliation of published Solvency Il discl  osure to QRT results

The Solvency Il results included in the QRT’s have been agreed back to the Company'’s financial
statements. The final SlI results included in the QRTs were reviewed by the board in April 2018. A
summary of the reconciliation is shown in table below.

Q4 2017 £m

Surplus

Disclosed PIA shareholder result 203 129.50 73.5 157%
QRT adjustment:
Less foreseeable dividend

Own .
Funds MCR Surplus Ratio

Disclosed PIA shareholder result 203 32.4 170.6 627%
QRT adjustment:
Less foreseeable dividend

E.1.5 Comparison with financial statements

This section explains the differences between equity in the financial statements and the Solvency I
own funds, i.e. the excess of assets over liabilities for solvency purposes.

Reconciliation of equity and Solvency Il surplus

Shareholder’s equity in Financial Statements at 31 December 2017 99

Removal of deferred acquisition costs and intangibles®™ (29)

Change in valuation of technical provisions, net of reinsurance® 192

Change in Risk Margin® (44)

Change in value of deferred tax principally as a result of valuation changes® (15)

gﬁce?s of assets over liabilities as recorded in th e Solvency II Balance 203
ee
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Notes to Table

The movement between equity in the financial statements and excess of assets over liabilities
under Solvency Il is discussed below. The numbering corresponds to the superscripts in the table
above.

1. Deferred acquisition costs and other intangibles such as deferred income reserve contributing
to equity in the financial statements are revalued to nil for Solvency Il purposes.

2. Under Solvency Il, technical provisions are calculated on a best estimate basis and a risk
margin is added. This best estimate includes recognition of expected future premiums (net of
related costs/claims) for contracts already written by PIA at the balance sheet date, subject to
regulatory restrictions. This adjustment therefore accounts for any differences in the valuation
assumptions for solvency compared with those for the financial statements.

3. The technical provisions for Solvency Il reporting include the Risk Margin. The Risk Margin
does not exist in the financial statements.

4. The material differences that impact deferred tax are set out in section D.3.2.

E.2 Solvency Capital Requirements and Minimum Capit  al Requirement

E.2.1 Overview

For the purpose of Solvency Il regulatory reporting and disclosures, risk management, and
calculation of any free surplus generation, Prudential Group has approval to use an internal model
for calculating the SCR. PIA is using this internal model to calculate its SCR. The assets and
liabilities are valued on a Solvency Il basis.

The MCR is a formulaic calculation, which is subject to a cap and a floor that are both expressed
relative to the SCR.

E.2.2 Results
E.2.2.1 Summary
The following table shows the company’s diversified SCR and MCR at 31 December 2017.

2017
SCR - internal model 130
MCR 32

E.2.2.2 SCR by Risk Category

The main risks covered by the SCR are quantified in the table below:

Risk Category 2017
£m
Market Risk 158
Life underwriting risk 14
Lapse 115
Expense 62
Operational risk 22
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Diversification -188

Loss-absorbing capacity of deferred tax -18

Other adjustments (Interaction effects) -35

Total 130
E.2.2.3 MCR

Minimum capital requirement at 31 December 2017 in the table below:

MCR 2017
£m
Linear formula component for non-life insurance and reinsurance 0
obligations
Linear formula component for life insurance and reinsurance obligations 13
Linear MCR 13
SCR 130
MCR cap 58
MCR floor 32
Combined MCR 32
Absolute floor of the MCR 3
MCR 32

The inputs used to calculate the MCR are detailed in Quantitative Reporting Template S.28.01.01.
The MCR is currently 25% of the SCR.

E.3 Use of the duration-based equity risk sub-modul e in the calculation of the SCR

PIA has not used the duration-based equity risk sub-module in the calculation of its SCR as it is a
standard formula approach and not applicable to an internal model firm such as Prudential.

E.4 Differences between the standard formula and th e internal model

E.4.1 Overview

The Company’s internal model, which is calibrated to the rules and requirements of the Solvency I
Directive, is a key risk management tool and refers to the collection of systems and processes
used to identify, monitor and quantify risks for the purpose of calculating the Solvency Il Solvency
Capital Requirement and Economic Capital requirements. This is a risk-based measure and,
compared to the standard formula (as described below), has the advantage of better reflecting
the specifics of the Company’s business and risks. At a PIA level, however, the standard formula
and internal model do not currently produce materially different answers on a like-for-like basis.

The standard formula capital refers to the capital that is calculated in line with the standard formula
rules provided by the Solvency Il Directive. Even though standard formula, as part of Solvency Il,
represents a risk-based measure, it is based on a set of prescribed parameters, calibrated for
European insurers and therefore it does not fully reflect the characteristics of PIA and the specific
structure and risks the Company is exposed to.
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The Company’s internal model is used in areas where risk-based decision making or risk-related
considerations are required, such as capital management, investment strategy, product
development and management.

The internal model is described as “partial” because the Group’s US insurance companies are
aggregated into the Group SCR using method 2: deduction and aggregation. For PAC, and hence
PIA, a partial internal model is used.

As required in Article 101 of Directive 2009/138/EC, the SCR from the approved internal model is
calculated as the Value-at-Risk of the basic own funds of an (re)insurance undertaking at a
confidence level of 99.5 per cent over a one-year period. The main risk categories allowed for in
the internal model are shown in section E.2.2 and are used to generate multiple thousands of risk
scenarios, which together with an appropriate dependency between the risk drivers, generate the
probability distribution for the own funds. The internal model SCR is calculated from the 0.5th worst
percentile of the resulting probability distribution.

E.4.2 Structure of the model and aggregation method  ologies

The standard formula and internal model adopt the same model structure, however there are still
key methodology differences as mentioned in E4.5.

E.4.3 Probability Distribution Function

The Probability Distribution Function (PDF) required is for the basic own funds in one year’s time.
When deriving the realistic probability distribution for the basic own funds in one year’s time, profits
and losses which are expected to arise over that year (but are not included in the BEL) should be
included. The internal model selects appropriate risk drivers that represent the risks to which the
company is exposed. The risk drivers are modelled to produce up to 100,000 risk scenarios, and
they are required to represent an appropriate probability distribution for each risk driver in isolation
and also an appropriate dependency between the risk drivers. Unlike in the standard formula
SCR, changes in each of the internal model risk drivers apply simultaneously in each risk scenario,
so the combined impact and interactions between the risks are more accurately reflected in the
internal model SCR. These 100,000 risk scenarios are used to produce the probability distribution
for the own funds.

E.4.4 Risks covered by standard formula and interna | model

The same risks are covered by both the standard formula and the internal model. PIA currently
models the following risk categories in its internal model:

» Market risks : equity, yield curve level, corporate credit, counterparty credit, property and
currency;

* Non-market risks : expense & expense inflation, lapse, mortality, morbidity and life
catastrophe;

* Other risks : operational and concentration.

Risks are reviewed on an annual basis as part of the risk identification process to ensure the
internal model accurately reflects the risks to which the company is exposed.

Further details on the differences in methodologies by risk module are provided in the following
section.

There are a number of risks that PIA’s internal model doesn’t cover and these are outlined in
section C.6 “Other Material risks”.
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E.4.5 Main Differences in methodology and assumptio  ns

The standard formula and internal model adopt the same model structure, however there are still
key methodology differences in the calculation of the SCR, as set out below:

The standard formula SCR is derived by calculating the impact of each stress individually
and then aggregating the results using prescribed correlation matrices. The standard
formula does not allow for any interaction effects between risks which are allowed for in the
internal model calculations.

Standard formula stresses and correlations differ to the internal model stresses for most
risk categories. Whereas the standard formula stresses are prescribed, the internal model
stresses are set to reflect PIA’s specific risk profile and are derived from a combination of
data analysis and expert judgement and are subject to the internal model tests and
standards required by the Solvency II Directive ([and in particular] Articles 120-126
covering: use test, statistical quality standards, calibration standards, profit and loss
attribution validation standards, documentation standards and external models and data).
The Internal model includes capital in relation to 1 year’s New Business and recognises the
contribution to Own Funds. The Standard formula SCR does not include 1 year's New
Business.

E.4.6 Nature and appropriateness of data

Data is defined as "items of dynamic information used in the model to which agreed (static)
methodology is applied in order to generate results".
The data used in the internal model covers the following:

Liability data

Asset data

Finance data

Operational risk data

Policyholder data

Assumption setting data (including economic, demographic and other data)
Other data

The quality of the data is subject to the internal model data quality framework to ensure the
accuracy, completeness, appropriateness and timeliness of the data.

E.5 Non-compliance with Minimum Capital Requirement and Solvency Capital Requirement

PIA currently complies with the Minimum Capital Requirement and the Solvency Capital
Requirement.

E.6 Any other information

There is no other information to note.
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S.02.01.02 Balance Sheet
S.05.01.02 Premiums Claims and Expenses by LOB
S.05.02.01 Premiums Claims Expenses by country
S.12.01.02 Technical Provisions
S.23.01.01 Own Funds
Solvency Capital Requirement - for undertakings using the standard
S.25.02.21 formula and partial internal model
S.28.01.01 MCR - Non Composite
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S.02.01.02 Balance Sheet

(Balances in ‘000 units)

Assets
ROOle Goodwill
R0020" Deferred acquisition costs
RO030" Intangible assets
R0040" Deferred tax assets
RO050" Pension benefit surplus
ROO60j Property, plant & equipment held for own use
RO070" Investments (other than assets held for index-linked and unit-linked contracts)
R0O0S0" Property (other than for own use)
RO090" Holdings in related undertakings, including participations
ROlOOj Equities

RO110" Equities - listed

RO120" Equities - unlisted
RO130"  Bonds

RO140" Government Bonds
ROlSOj Corporate Bonds
RO160" Structured notes
RO170" Collateralised securities

RO180"  Collective Investments Undertakings

R0190j Derivatives

ROZOOj Deposits other than cash equivalents

R0210°  Other investments

R0220" Assets held for index-linked and unit-linked contracts
R0230‘| Loans and mortgages

R0240j Loans on policies

RO250°  Loans and mortgages to individuals

R0260°  Otherloans and mortgages

R0270" Reinsurance recoverables from:

R0280 Non-life and health similar to non-life

R0290j Non-life excluding health

RO300" Health similar to non-life

R0O310" Life and health similar to life, excluding index-linked and unit-linked
R0320" Health similar to life

RO330j Life excluding health and index-linked and unit-linked
RO340" Life index-linked and unit-linked

R0O350 De posits to cedants

RO360 Insurance and intermediaries receivables

RO370" Reinsurance receivables

RO380j Receivables (trade, not insurance)

RO390° Own shares (held directly)

RO400" Amounts due in respect of own fund items or initial fund called up but not yet paid in
R0410° Cash and cash equivalents

RO420j Any other assets, not elsewhere shown

ROS00 Total assets
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Solvency I
value
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0
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S.02.01.02 Balance Sheet Continued

(Balances in ‘000 units)

Solvency I
value
Liabilities C0010

R0510j Technical provisions - non-life 0
R0O520 Technical provisions - non-life (excluding health) 0
R0O530" TP calculated as a whole 0
RO540° Best Estimate 0
RO550" Risk margin 0
R0560j Technical provisions - health (similar to non-life) 0
ROS70 TP calculated as a whole 0
RO580" Best Estimate 0
R0O590" Risk margin 0
ROG00 Technical provisions - life (excluding index-linked and unit-linked) 4,677,369
RO610j Technical provisions - health (similar to life) 0
R0620 TP calculated as a whole 0
R0630" Best Estimate 0
RO640" Risk margin 0
RO650  Technical provisions - life (excluding health and index-linked and unit-linked) 4,677,369
RO660j TP calculated as a whole 0
RO670 Best Estimate 4,644,582
RO680" Risk margin 32,787
R0690‘| Technical provisions - index-linked and unit-linked 1,771,381
RO700° TP calculated as a whole 0
RO710°  Best Estimate 1,759,724
RO720°  Risk margin 11,657
R0O730 Other technical provisions 0
RO740" Contingent liabilities 0
RO750 Provisions other than technical provisions 3,800
RO760j Pension benefit obligations 0
RO770" De posits from reinsurers 0
R0780‘ Deferred tax liabilities 16,383
RO790° Derivatives 0
R0800j Debts owed to credit institutions 0
R0810j Financial liabilities other than debts owed to credit institutions 0
R0220 Insurance & intermediaries payables 58,289
R0830 Reinsurance payables 1,483
R840 Payables (trade, not insurance) 20,002
R0850j Subordinated liabilities 0
ROS60"  Subordinated liabilities not in BOF 0
RO870"  Subordinated liabilities in BOF 0
R0880‘Any other liabilities, not elsewhere shown 0
RO900" Total liabilities 6,548,707

B 0
R1000" Excess of assets over liabilities 203,402
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S.05.01.02 Premiums Claims and Expenses by LOB

(Balances in ‘000 units)

R1410
R1420
R1500

R1510
R1520
R1600

R1610
R1620
R1700

R1710
R1720
R1800

R1900

R2500

R2600

R2700
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$.05.01.01
Premiums, claims and expenses by line of business
Life

Premiums written
Gross
Reinsurers'share
Net

Premiums earned
Gross

Reinsurers' share
Net

Claims incurred
Gross
Reinsurers'share
Net

Changes in other technical provisions
Gross

Reinsurers' share
Net

Expenses incurred
Other expenses

Total expenses

Total amount of surrenders
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Line of Business for: life insurance obligations

Life reinsurance

Index-linked and

Annuities stemming from

Annuities stemming from
non-life insurance contracts

Health Insurance with o Other life | non-life insurance contracts . | Health Life Total
. . L. unit-linked . | and relating to insurance A )
insurance | profit participation . insurance and relating to health L. reinsurance | reinsurance
insurance . . o obligations other than health
insurance obligations . L
insurance obligations
C0210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0300

787,625 176,523 964,148

783,320 19,597 802,918

- 4,304 156,926 - - - - - 161,230
787,625 176,523 964,148

783,320 19,597 802,918

- 4,304 156,926 - - - - - 161,230
312,512 118,914 431,426

311,544 12,727 324,272

- 968 106,187 - - - - - 107,155
774,272 107,193 881,464

774,057 1,822 772,235

- 215 109,015 - - - - - 109,230

- 37,654 14,117 - - - - - 51,771
51,771

235,022 74,454 309,476
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S.05.02.01 Premiums claims expenses by country

(Balances in ‘000 units)

$.05.02.01
Premiums, claims and expenses by country
C0150 C0160 C0170 €0180 C0190 C0200 C0210
Life Top 5 countries (by amount of gross premiums written) - life obligations Total Top 5 and
" Home Country
home country
R1400 GB JE M GG MT
C0220 C0230 C0240 C0250 C0260 C0270 C0280

Premiums written
R1410j Gross 676,072 126 52,550 33,968 29,905 792,620
R1420" Reinsurers' share 519,553 124,636 51,906 33,526 28,065 757,686
R1500° Net 0 156,519 -125 1 0 2 156,397

Premiums earned 0 0 0 0
RlSle Gross 676,072 125,645 52,550 33,968 29,905 918,140
R1520" Reinsurers' share 519,553 124,636 51,906 33,526 28,065 757,686
R1600° Net 0 156,519 1 1 0 2 156,523

Claims incurred 0 0 0 0
R1610" Gross 266,246 44,248 19,329 12,977 8,420 351,221
R1620‘ Reinsurers' share 173,676 42,756 16,737 12,610 6,632 252,412
R1700" Net 0 92,571 1 3 0 2 92,577

Changes in other technical provisions 0 0 0 0
R1710" Gross 625,941 128,119 49,516 36,545 33,162 873,282
R1720‘ Reinsurers' share 518,708 127,328 53,358 35,636 28,707 763,737
R1800" Net 0 107,233 1 -4 1 4 107,235

0 0 0 0

R1900‘ Expenses incurred 36,547 3,358 2,431 1,567 2,761 46,664
R2500" Other expenses
R2600‘ Total expenses 46,664
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S.12.01.02 Life and Health SLT Technical provisions

(Balances in ‘000 units)

$.12.01.02
Life and Health SLT Technical Provisions

““'0i Technical provisions calculated as a whole
\
otal Recoverables from reinsurance/SPV and Finite Re after the
adjustment for expected losses due to counterparty default associated

Technical provisions calculated as a sum of BE and RM

 Best estimate
R0030' Gross Best Estimate
\‘Tota\ Recoverables from reinsurance/SPV and Finite Re after the
adjustment for expected losses due to counterparty default
RCC?O‘ Best estimate minus recoverables from reinsurance/SPV and Finite Re

RClOOi Risk margin

Amount of the transitional on Technical Provisions
R0110"Technical Provisions calculated as a whole
0120° Best estimate
R0130" Risk margin

RCZOOi Technical provisions - total
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Insurance Index-linked and unit-linked insurance Other life insurance Annuities Total Health insurance (direct business) | Annuities Health Total
with profit from non-life (Life otherthan stemming | rei (Health similar to
participation Contracts | Contracts Contracts | Contracts | insurance contracts |Accepted Insurance | Index-linked| Other life Annuities | healthinsurance, Contracts | Contracts | fromnon- | (reinsurance | life insurance)
without  |with options| without with andrelatingto  [reinsurance withprofit | andunit- | insurance | stemmingfrom | incl Unit-linked) without with life accepted)
options and or options and | options or |insurance obligation participation linked non-life accepted optionsand | optionsor| insurance
g other than health insurance insurance g contracts
insurance contracts and and relating
obligations relating to to health
insurance insurance
obligation other obligations
than health
insurance
0020 0030 0040 0050 C0060 0070 €0080 0090 0100 0120 0130 0140 0150 C0160 0170 0180 0190 0200 0210
0 0 000]
0 0 0.00]
4,644,582 [ amgma | | [ [ 0 [ 6404306 | [ [ [ [ 000
4718724 2,75 0 4,755,999 0.00
134142 1,782,449 0 0 0 0 0 1,648,307 0.00 0.00 0.00] 0.00 0.00
[aw | ue [ 0 | w | | | | 00]
0 001
[ 0 [ 000)
0 000)
4671369 LT (o] sus70 | o [ oo oo 00
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S.23.01.01 Own Funds

(Balances in ‘000 units)

$.23.01.01
Own Funds

P

]

R

UDEN

E R MW A

T

o

IAL =

Basic own funds before deduction for participations in other financial
sector as foreseen in article 68 of Delegated Regulation 2015/35

RO010" Ordinary share capital (gross of own shares)

R0030" Share premium account related to ordinary share capital

.l
RO040 Initial funds, members' contributions or the equivalent basic own-fund
_item for mutual and mutual-type undertakings

R0050° Subordinated mutual member accounts

ROO70: Surplus funds

R0090 Preference shares

Al
RO110 Share premium account related to preference shares

R0130° Reconciliation reserve

R0140° Subordinated liabilities

RO160" An amount equal to the value of net deferred tax assets

R0180" Other own fund items approved by the supervisory authority as basic own
funds not specified above

Own funds from the financial statements that should not be represented

R0220" Own funds from the financial statements that should not be represented |I|

Deductions

R0230° Deductions for participations in financial and credit institutions |

R0290" Total basic own funds after deductions |

_ Ancillary own funds

RO300" Unpaid and uncalled ordinary share capital callable on demand

hl
R0O310 Unpaid and uncalled initial funds, members' contributions or the
equivalent basic own fund item for mutual and mutual - type
undertakings, callable on demand

R0320" Unpaid and uncalled preference shares callable on demand

R0330" A legally binding commitment to subscribe and pay for subordinated
liabilities on demand

R0340° Letters of credit and guarantees under Article 96(2) of the Directive
2009/138/EC

RO350" Letters of credit and guarantees other than under Article 96(2) of the
_ Directive 2009/138/EC

RO360" Supplementary members calls under first subparagraph of Article 96(3) of
_ the Directive 2009/138/EC

RO370" Supplementary members calls - other than under first subparagraph of
_ Article 96(3) of the Directive 2009/138/EC

R0390" Other ancillary own funds

R0400 " Total ancillary own funds

Total Tier1 Tierl Tier2 Tier3
unrestricted restricted
C0010 C0020 C0030 C0040 C0050
24,004 24,004 0
0 0 0
0 0 0
0 0 0 0
0 0
0 0 0 0
0 0 0 0
156,786 156,786
0 0 0 0
0 0
22,612 22,612 0 0 0
0 [
203,402 | 203,402 0 0 0
0
0
0
0
0
0
0
0
0
0 0 0
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S.23.01.01 Own Funds Continued
(Balances in ‘000 units)

Available and eligible own funds

RO500 Total available own funds to meet the SCR 203,402 203,402 0 0
RO510 Total available own funds to meet the MCR 203,402 203,402 0 0
RO540 Total eligible own funds to meet the SCR 203,402 203,402 0 0
ROSSO‘ Total eligible own funds to meet the MCR 203,402 203,402 0 0
R0560'SCR 123507
ROG00' MCR 237
RO520 Ratio of Eligible own funds to SCR 157.06%
R0640' Ratio of Eligible own funds to MCR 628.24%
Reconciliation reserve 0060
R0700‘ Excess of assets over liabilities 203,402
RO710" Own shares (held directly and indirectly) 0
R0720T Foreseeable dividends, distributions and charges
R0730j Other basic own fund items 46,616
R0740‘ Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced 0
funds
RO760‘ Reconciliation reserve 156,786
Expected profits
R0770? Expected profits included in future premiums (EPIFP) - Life business 12,000
R0780j Expected profits included in future premiums (EPIFP) - Non- life business
RO790 Total Expected profits included in future premiums (EPIFP) 12,000
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$.25.02.21 Solvency Capital Requirement - for undertakings using the standard formula and partial internal model

(Balances in * 000 units)

S.25.02.21
Solvency Capital Requirement - for undertakings using the standard formula and partial internal model
) Calculation of the
Unique number - . . P
Component description Solvency Capital Amount modelled uspP Simplifications
of component .
Requirement
Row C0010 C0020 C0030 C0070 C0090 C0120
1 104001 Equity risk - Insurance 95,601 95,601
2 106001 Property risk - Insurance 13,226 13,226
3 301001 Mortality risk - Insurance 13,651 13,651
4 303001 Disability-morbidity risk - Insurance 239 239
5 306001 Expense risk - Insurance 62,432 62,432
6 701001 Operational risk - Insurance 22,664 22,664
7 803001 Loss-absorbing capacity of deferred tax - Insurance -18,431 -18,431
8 804001 Other adjustments - Insurance -34,862 -34,862
9 103001 Other Interest Rate Risk — Insurance 10,504 10,504
10 107001 Spread Risk — Insurance 18,246 18,246
11 109001 Currency Risk — Insurance 20,023 20,023
12 305001 Other Lapse Risk — Insurance 114,649 114,649
Calculation of Solvency Capital Requirement C0100
RO110 " Total undiversified components 317,942
RO060 " Diversification -188,435
RO160" Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC
R0200" Solvency capital requirement excluding capital add-on 129,507
ROZle Capital add-ons already set
R0220" Solvency capital requirement 129,507
Other information on SCR
RO300 " Amount/estimate of the overall loss-absorbing capacity of technical provisions
R0310" Amount/estimate of the overall loss-absorbing capacity of deferred taxes -18,431
RO400" Capital requirement for duration-based equity risk sub-module
R0410" Total amount of Notional Solvency Capital Requirements for remaining part 129,507

RO420: Total amount of Notional Solvency Capital Requirement for ring fenced funds

R0430 " Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios
hl

R0440 Diversification effects due to RFF nSCR aggregation for article 304
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S.28.01.01 Minimum Capital Requirement

(Balances in ‘000 units)

hl
R0010

R0020
R0030
R0040
R0050
R0060
R0070
R0080
R0090
R0100
R0110
R0120
R0130
R0140
R0150
R0160
R0170

$.28.01.01

Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity

Linear formula component for non-life insurance and reinsurance obligations

MCRy, Result

Medical expense insurance and proportional reinsurance

Income protection insurance and proportional reinsurance

Workers' compensation insurance and proportional reinsurance

Motor vehicle liability insurance and proportional reinsurance

Other motor insurance and proportional reinsurance

Marine, aviation and transport insurance and proportional reinsurance
Fire and other damage to property insurance and proportional reinsurance
General liability insurance and proportional reinsurance

Credit and suretyship insurance and proportional reinsurance

Legal expenses insurance and proportional reinsurance

Assistance and proportional reinsurance

Miscellaneous financial loss insurance and proportional reinsurance
Non-proportional health reinsurance

Non-proportional casualty reinsurance

Non-proportional marine, aviation and transport reinsurance
Non-proportional property reinsurance
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Net (of
reinsurance/SPV)
best estimate and

Net (of reinsurance)
written premiums

inthe last 12
TP calculated as a
months
whole
C0020 C0030

a

PRUDENTIA

PN T E RMNMAT L DM

B

L==,

a.B+B.C

4.7%

4.7%

13.1%

8.5%

10.7%

7.5%

8.5%

9.4%

7.5%

7.5%

10.3%

14.0%

9.4%

7.5%

10.3%

13.1%

17.7%

11.3%

11.3%

6.6%

18.6%

8.5%

18.6%

12.2%

18.6%

15.9%

18.6%

15.9%

18.6%

15.9%

18.6%

15.9%

TS MCR.12

ojJjo|lojlo|ojo|o(ooojo|ojoJo oo |O




The Prudential International Assurance Plc— SFCR

S.28.01.01 Minimum Capital Requirement

(Balances in ‘000 units) (continued)

Linear formula component for life insurance and reinsurance obligations

b ]
R0200 MCR, Result

R0210 Obligations with profit participation - guaranteed benefits

R0220 Obligations with profit participation - future discretionary benefits
R0230 Index-linked and unit-linked insurance obligations

R0240 Other life (re)insurance and health (re)insurance obligations
R0250 Total capital at risk for all life (re)insurance obligations

Overall MCR calculation
RO300" Linear MCR
RO310" SCR
R0320" MCR cap
R03230" MCR floor
R0340" Combined MCR
RO350‘ Absolute floor of the MCR

RO400‘ Minimum Capital Requirement
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C0040

12,807

C0070

12,807
129,507
58,278
32,377
32,377

32,377

Net (of
reinsurance/SPV)
best estimate and
TP calculated as a

whole

Net (of
reinsurance/SPV)
total capital at risk

C0050

C0060

1,782,449

471,854 |

PRUDENTIA

PN T E RMNMAT L OM

0
0
0
0

0
TS MCR.13

L=,
- » o

12,477

330

12,807




