) ROYAL
LONDON

Royal London Insurance DAC
Solvency and Financial Condition Report (SFCR)
for the year ended 31 December 2020



Contents

EXECULIVE SUMMATY oottt s e s s s s s s e s s s s e e e e s s s e e e e e e e e R s e e e e e e e e b a s e e e e e e e s b ass e e e e essssssssnneensssssssnns 3
A. BUSINESS @NA PEITOIMANCE ....ccoeiiiieeeeiieiiiiinneetteeiissssnneeeeesessssnneessesssssssnsessssssssssnnsesassssssssnnseeessssssssnssesesssssssnnnesessssssssnnneensssnns 5
Al BUSINESS ..ttt ettt ettt e ettt e e e s ettt e e e e e e e et e e e e e e ab et e e e e e e e anaeeteeeeeaneteeeeeeeaanreeteeeee et aeeeeeeaanheeeeeeeee e nnnneeeeeeeaannnaeeeeeeeaanes 5
A2 UNAEIWIITING PEITOIMIANCE. ... .tiiiiiiie ettt e et e e et e e e ba e e e saaae e e abeeesabaeeassaeesrsbeeeassaeeassaeessbeeeansaeeeassseeensbeeessaeeeansreeas 7
A3 [N 2T (YN ol o= o o1 a - [ Lol TP PRRPUR
A4 Performance of other activities

A.5 1A a1V Ao Y o V=T o ) o 2T 1o o S

B. System of Governance

B.1 General information on the System of GOVErNanCe..........ccocveeiierieriieenieeee e

B.2 Fitness and Probity Requirements

B.3 Risk management system including the Own Risk and Solvency Assessment

B.4 INTEINAI CONTIOI SYSTEM.....iiiiiiii ettt e et e e ettt e e eataeeestbe e e e tbeeeaataeeaassaeeeaabeseassaseeasseeeesbaeeestaeeassseeesasaeesnsseasaanes
B.5 INEEINAL QUAIT FUNCHION ettt et e s e e et e e e s bt e e e st te e e s beeesabeeessbaeeeasbaeesabaeeestaesansbeessaseessnstaessnnen
B.6 F Yo U] = I 101 ot To T o WU OPPPPRPP
B.7 (O 1011701 of [ o= PP PP OPRTTPPRN
B.8 Adequacy Of the BOVEINANCE STIUCTUIE .......cccuiieeiee ettt e e et e e et e e e beeeebaeeeetteeesabaeeessaeeasseeesabaeesassseesnseeesnsaeaeansaeeas
B.9 ANY OTNET INFOIMATION . .eii ittt e e et e e e e ta e e e eabaeeeeabee e e saeeeeasbeeesabaseassaeeensseeesaseaeaansseeeaabeeesnseseeansaeeas

C. Risk Profile

C1 UNGEIWITEING FISK ..t nteeriteeite ettt ettt ettt et e s ae e st esae et esab e e be e e a bt e s ae e s e beeeaseeabeesaseebeeease e seeeabeesnseeaneesaneensnesaneennne
C.2 LY T4 ] A 1] PP UPPPTUPPRPOOY
C3 Credit COUNTEIPATTY FISK .eouiiiiiiiieeitee ettt ettt ettt e st e st esae e et e e sa b e e be e e bt e sate s b e e sas e e st e saseeneeeabeesabeesbeesaneeneeenteenanenas
c4 LEGUITITY TISK +vveeitiiieeiieeeette e cetee ettt e ettt e e e tte e e et e e e etteeeeutaeeetteeesabeeeeasaeeasseeeeasbaseansaee e ssaeeasbeseansaeeeasseseenbeeeanssaeeassaeesansaseensseesarares
C5 (O] o111 A Lo o =1 N 1 SRR UPRP PPN
C.6 (0] 4T oL = T | T OSSPSR
C.7 Any other information

D. Valuation for solvency purposes

D.1 Assets ....ooveieiininenne

D.2 Technical provisions

D.3 (014 =T N 11 o111 o =3RRI
D.4 Alternative MEthods fOr VAlUGTION .....coiii ittt ettt e st e et e e s st e et e e saseeseesnteesaeeenseessteenseesnseenneeensens
D.5 ANY 0RO INTOIMALION ... ittt ettt et e sae e et esa et e bt e s ab e e b e e eab e e sab e e b e e sas e eabeesabeesaseeabeesnbeenbnesaneenneeentees

E. Capital Management

E.1 (@11 oI {0 o o £ OUUPTURPN
E.2 Solvency Capital Requirement and Minimum Capital REQUIFEMENT .......uiviiieiieiiecieeee ettt see e este e e s e sneeeneees
E.3 Use of a duration-based equity risk sub-module in the calculation of the Solvency Capital Requirement........cccceeeeevveerveeceenns 57
E.4 Differences between the Standard Formula and any Internal Model USed ...........c.oooiiiiiiiiiiiciiie e 57
E.5 Non-compliance With the MCR @nd SCR.......ciiiiiiiiiiieitt ettt st e st e e e s e e e s sabeeessbeeeeasbaeesabeeeansseesassseessabeeesnssnesnnsnen 57
E.6 ANY 0RO INTOIMALION ...ttt ettt et s ettt esa et e bt e sab e e s b e e ea bt e sabeeab e e saseeabeesabeesaseeabeesnbeenbnesaneenneenntees 57



Executive Summary

What is this report?

The information in this report relates to
Royal London Insurance DAC (“the
Company” or “Royal London”) for the
year ended 31 December 2020. This
document covers the Solvency and
Financial Condition Report (“SFCR”) of
Royal London.

The Company received authorisation from
the Central Bank of Ireland (“the CBI”) to
transact life insurance business with
effect from 01 January 2019. Prior to the
CBI authorisation, Royal London Mutual
Insurance Society Limited (“RLMIS”), a
mutual life insurance company
incorporated and regulated in the United
Kingdom, operated in Ireland through a
branch. The Company is a wholly owned
subsidiary of RLMIS.

Why are we publishing this report?
Solvency Il (“SII”) is a European Union
(“EU”) directive for insurance companies
embedded within Irish law, containing a
set of rules designed to help insurance
businesses across Europe calculate their
available capital, assess and manage their
risks and ensure that they hold sufficient
capital to take account of those risks.
‘Capital’ is referred to in Sll as ‘Own
Funds’ and represents how much the
Company has available to meet its
financial obligations. In the case of the
Company, its largest financial obligations
are current and future liabilities to
policyholders.

Publishing an SFCR each year is a
regulatory requirement under SII.

In addition, publishing the SFCR is an
opportunity for the Company to provide
information to our policyholders about
our strong capital position, the
governance processes we have in place to
mitigate risks and our effective capital
management strategies.

What does this report contain?

The following is a high-level description of
the contents of each section in this
document. The content is prescribed by
regulations and some of the information
is quite technical. The regulations are
complex and some jargon is unavoidable,
but we have aimed to make this

understandable to all readers and a
glossary is included at the back to help
explain the terminology.

A. Business & Performance

Section A, Business and Performance,
outlines the environment and market in
which the company operates. It covers
the overall financial performance of the
Company.

Royal London’s business is split into three
funds: an Open Fund and two closed
funds. The two closed funds comprise
business that was sold by RLMIS in
Germany (the “German Bond Fund”) and
Irish business that was acquired by RLMIS
through the acquisition of Royal Liver
Assurance in 2011 (the “Liver Fund”).
Both blocks were transferred to the
Company from RLMIS at the beginning of
2019. The closed funds are 100:0 with-
profits funds, which means that
shareholders have no entitlement to
profits arising in these funds. The closed
funds include a variety of products:
protection and pension business, with-
profits, non-profits and unit-linked.

The Open Fund includes Irish business
that was sold by the Irish branch of RLMIS
between 2011 and 2018; all new business
sold by the Company since its
authorisation is also underwritten in this
fund. The Company sells protection
products (Term Assurance, Specified
Serious lliness, Multi-Claim Protection
Cover, Income Protection, Mortgage
Protection and Whole of Life) through the
intermediary channel in Ireland.

The Company’s share of the broker
protection market in Ireland has grown
over the past year, from ¢.22% in 2019 to
23.6% in 2020 (based on market data
supplied by Milliman and analysed by the
Company).

On an Irish GAAP basis, the Company’s
operating profit after tax for 2020 was
€5.9m, which demonstrates the strong
financial performance achieved over the
reporting period.

B. System of Governance

Section B, System of Governance, outlines
the corporate governance structure of the
Company. It details the Board,
committees and management structures.
This section also outlines the three lines
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of defence model in the organisation and
the functions within each.

C. Risk Profile

Section C, Risk Profile, sets out
information regarding the risk profile of
the Company including the exposures to
each category of risk, the measures used
to assess these risks and the techniques
used to mitigate and monitor these risks.

D. Valuation for Solvency Purposes
Section D, Valuation for Solvency
Purposes, gives an overview of the
Company’s balance sheet. It also outlines
the valuation methods and principles
used in valuing the assets and technical
provisions of the Company.

E. Capital Management

Section E, Capital Management, provides
details of the Company’s own funds
position. It also gives a breakdown of the
Solvency Capital Requirement (“SCR”) and
Minimum Capital Requirement (“MCR”).
At the end of 2020, reported eligible own
funds were €156.9 million (2019:
€157.6m). This was €86.7 million above
the SCR of €70.1 million (2019: €67.5m).

The Company is therefore very well
capitalised, with an overall solvency ratio
(eligible own funds divided by SCR) of
224% (2019: 233%).

Forward-looking statement

The actual future financial condition,
performance and results may differ
materially from this document and the
Company has no obligation to update any
forward-looking statements included in
this document.

Glossary

This explains some of the unavoidable
jargon and technical terms relating to S,
as well as other terms used in our
business.

Quantitative Reporting Templates
(QRTs)

These are the detailed forms we submit
to the CBI, which contain financial
information prescribed by the S|
regulations. The forms included in this
document are required to be disclosed
publicly, but additional forms are
privately submitted to the CBl on an
annual and quarterly basis.



Post-Balance sheet events

No significant events affecting the Company have occurred since the balance sheet date. In Ireland, COVID-19 restrictions were extended into
2021. Possible impacts from the COVID-19 pandemic and related resctrictions were taken into account as at 31 December 2020 and no further
adjustments are considered necessary. The Company remains very well capitalised and we will continue to take action to protect our capital
position as appropriate.
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Appendices
A. Business and Performance

Plain English introduction
In this section, we describe our business and our company:

. We describe our legal structure.
. We explain how we are regulated and who our external auditors are.
We also describe how the business has performed during the year

A.1 Business

A.1.1 Name and legal form

Royal London Insurance DAC (“Royal London” or “the Company”) was incorporated on 11 July 2018 and is a wholly owned subsidiary of Royal
London Mutual Insurance Society Limited (“RLMIS”), a life insurance mutual incorporated and regulated in the United Kingdom (“UK”).

The Company’s operating and registered address is:

Royal London Insurance DAC
47-49 St. Stephen’s Green,
Dublin 2,

Ireland.

A.1.2 Supervisory authority details
Royal London Insurance DAC is authorised and regulated by the Central Bank of Ireland (“the CBI”). The contact details of the CBI are set out
below:

Supervisory Authority Details

Central Bank New Wapping Street, North Wall Quay,
of Ireland Dublin 1,
+353 1 224 6000.

A.1.3 External auditor
The external auditors are PricewaterhouseCoopers (“PwC”). They are based at the following address:

PricewaterhouseCoopers
One Spencer Dock,
North Wall Quay,

Dublin 1.

A.1.4 Shareholdings
Royal London Insurance DAC has issued share capital of 1,000,000 shares at €1 each. The entire shareholding is held by its direct and ultimate
parent company, RLMIS.

Full registered name:
UK Company number:

Royal London Mutual Insurance Society Limited
00099064

Registered address: 55 Gracechurch Street,

London,United Kingdom,

EC3V ORL.
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The PRA and the FCA are the supervisory authorities responsible for the regulation and financial supervision of RLMIS.

Supervisory Authority Details

FCA 12 Endeavour Square,
London, E20 1JN

PRA 20 Moorgate,
London, EC2R 6DA

A.1.5 Legal structure of the Company
Royal London is a Designated Activity Company under Part 16 of the Irish Companies Act 2014.

It is a wholly owned subsidiary of RLMIS. The Company has no subsidiaries.

A.1.6 Significant events during the reporting period

Covid-19

The coronavirus outbreak and resulting lockdown measures had an adverse impact on the global economy. Due to the nature of its business and
investment portfolio, the Company was not affected materially by the changed economic environment and remained very well capitalised throughout
the year. As the Company and its service providers were well prepared for remote working, operations and services to customers continued
seamlessly during 2020.

There remains uncertainty over the eventual impact of the pandemic, including on future rates of mortality and on the wider health impacts from
the deferral of non Covid-19 related medical treatments. However, the Company had no material adverse experience as a result of the Covid-19
pandemic. An additional €0.4m net reserve (€4.0m gross of reinsurance) was established as at year-end 2020, to cover potentially higher claims in
the near future.

The effects of Covid-19 increase future uncertainty and in particular market risk, insurance risk (including assumptions in relation to mortality and
persistency) and operational risk. These risks continue to be monitored and mitigated through our risk management system.

Impact of the UK’s departure from the EU (Brexit)

The exit of the UK from the EU took effect from 31 December 2020. The Company is exposed to the outcome of post-Brexit negotiations, indirectly
because of the strong link between the Irish and the UK economies, and directly due to the Company’s parent jurisdiction and to the fact that the
Company sources several services from UK-based entities. The Trade and Cooperation Agreement (“TCA”) that came into force at the same time
changed the basis of the relationship between the EU and the UK from EU law to free trade and friendly co-operation. While the TCA removed the
risk of immediate regulatory divergence in some areas, as well as the removal of the wider risk of economic turmoil that may have been caused by
the absence of an agreement, there remain macro uncertainties to which the Company is exposed relating to developments in UK-EU trade
negotiations. The Company continues to monitor events and potential business impacts in relation to Brexit.

There were no other significant events during the year.

A.1.7 Material lines of business and geographic areas
The products currently sold by the Company, and written in the Open Fund, are:

Term Assurance.

Specified Serious Iliness.

Income Protection.

Mortgage Protection.

° Whole of Life cover.

° Multi-Claim Protection Cover (“MCPC”).

The Open Fund comprises only business written in Ireland.
The main lines of business in the closed funds are:
Liver Fund

e  Conventional life ordinary branch with-profits.
e  Conventional life industrial branch with-profits.
° Conventional life ordinary branch non-profit.

° Conventional life industrial branch non-profit.
e  Conventional pensions with-profit.
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° Conventional pensions non-profit.
Unitised with-profits life.

Unitised with-profits pensions.
Unit linked life.

Unit linked pensions.

. Protection.

° Annuities.

All the business in the Liver Fund was written in Ireland.
German Bond Fund

e  Unitised with-profits life.
° Unit linked life.

The German Bond Fund includes only business written in Germany.

The Company strives to provide the same level of best in class service to all its customers, regardless of the fund in which their policy sits, whether
that be the Open Fund, the Liver sub-fund or the German Bond sub-fund

A.2 Underwriting performance

A.2.1 Underwriting performance

The Company prepares its financial statements in accordance with Financial Reporting Standards 102 and 103 (FRS 102 and 103) — The Financial
Reporting Standard applicable in the UK and Republic of Ireland (“Irish GAAP”).

The table below illustrate premiums, claims, change in technical provisions and expenses for the Company’s Open Fund on Irish GAAP basis.

Open Fund

2020 2019
€m
Premiums earned (net of reinsurance) 40.2 34.6
Claims (net of reinsurance) (1.8) (1.6)
Change in technical provisions (net of reinsurance) 2.4 12.6
Expenses (33.1) (33.1)
Underwriting result 7.8 12.5

The underwriting result for the year ended 31 December 2020 highlights the continued, strong trading performance of Royal London. Premium
earned increased 16% on 2019 as the Company wrote significant amounts of new business during the year and increased the policy count within the
Open Fund. As noted in Section D.2.2, expected future profits are removed on an Irish GAAP basis.

The factors that influence the underwriting performance of the Company’s Open Fund are:

. Mortality, morbidity and persistency experience over the year, including volatility of claim amount.
. Changes in our view of how mortality, morbidity and persistency will develop in future.

. Changes in yield curves used for discounting future cashflow when calculating technical provisions.
. Expenses incurred when selling and administering business.

e Volume and quality of new business sold during the year.

As the Liver and German Bond funds are 100:0 with-profits funds, any profits are earmarked for future distribution to policyholders by increasing the
technical provisions (Fund for Future Appropriation or “FFA”). Furthermore, the business in the Liver and German Bond Funds is fully reinsured
respectively into the RLMIS Royal Liver Fund and Main Fund, where profits and losses are consolidated, enabling policyholders to benefit from the
larger with-profits funds. Therefore, any profit generated, or loss incurred by Royal London is driven from business transacted within the Open Fund.
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Nonetheless, the underwriting result of the two closed funds before the FFA adjustment is presented in the table below.

Closed Funds — 2020

Liver Fund German Bond Fund

€m

Premiums earned (net of reinsurance) 0.4 (0.2)

Claims (net of reinsurance) - -

Change in technical provisions (net of reinsurance and before FFA) 0.3 0.3
Expenses (10.0) (0.9)
Underwriting result (9.3) (0.8)
Reinsurance of expenses 9.8 0.9
Underwriting result net of reinsurance of expenses 0.5 0.1

The expenses of both funds are reinsured by RLMIS. The reinsurance on expenses is included within other technical income and so it is not included
in the Underwriting result.

Reconciliation to Irish GAAP Profits

The table below shows the reconciliation between the underwriting result and Irish GAAP profits for the Company’s Open Fund.

Open Fund - €m 2020 2019
Underwriting result 7.8 12.5
Other (expenses)/income (see note below) (1.1) 0.7

Operating Profit before tax 6.7 13.2
Tax (0.8) (1.7)
Operating Profit after tax 5.9 11.6

Note — Other (expenses)/income

Other (expenses)/income includes project-related costs and profits arising from the administration arrangement between the Open Fund and the
Liver Fund, whereby the Open Fund administer the Liver Fund policies and receives compensation from the Liver Fund. It also includes investment
income and expenses.

The Company’s total Operating Profit before tax for 2020, including the Closed Funds, is €13.2m, and €5.9m after tax. There is a tax charge of €(6.4)m
in the Liver Fund that is fully reinsured by RLMIS.

A.3 Investment performance
A.3.1 Investment income and expenses

The investment strategy of the Company is prudent and is currently confined to cash and high-grade, Eurozone Government and Corporate bonds.

Due to the current economic environment, where negative interest rates on cash and bonds are prevalent, the Company made a negative return on
the investments held during the year.

The investment return on the assets held in the Open Fund is presented below:

Investment return — Open Fund - €K 2020 2019

Investment income from financial investments 97 30
Fair value gains/(losses) from financial investments (90) (40)
Interest expense from cash and cash equivalents (223) (120)
Total investment return (216) (130)

The associated investment management expenses incurred by the Open Fund are presented below:

Investment management expenses — Open Fund - €K 2020 2019

Asset management fee (20) (10)
Other costs (0) (0)
Total investment management expenses (20) (10)

As the business in the Liver Fund and the German Bond Fund is fully reinsured, the assets in these funds are kept in cash for the purpose of managing
payments between reinsurance settlement periods.
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A.4  Performance of other activities
A.4.1 Material leasing arrangements
The Company did not enter into any material leasing arrangements during the year and no such arrangements were in place at 31 December 2020.

A.5 Any other information
A.5.1 Other disclosures
There are no other material disclosures relevant to the Company.
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B. System of Governance

Plain English introduction

In this section, we describe how we run our business (our System of Governance). Our Board of Directors (“the Board”) is ultimately responsible for the
financial position of the Company. We give you information about our Internal Control System (“ICS”), as well as our key functions, and how we
manage outsourcing.

We also describe our approach to paying our people (our remuneration policy and practices), as well as how we meet our regulator’s ‘Fitness and
Probity Regime’. These standards apply to employees who effectively run the Company or perform other key roles.

We describe the Company’s governance structure, the Board’s roles and responsibilities and the Company’s Risk Management System (“RMS”) and its
Own Risk and Solvency Assessment (“ORSA”) process.

Our Board is committed to high standards of corporate governance and risk management. It believes these processes are fundamental to achieving a
safe and stable business which delivers against its objectives. We describe how this works in detail in this section of the report.

B.1 General information on the System of Governance

B.1.1 Governance structure

The Company is subject to the Corporate Governance Requirements of the Central Bank of Ireland (“CBI”) for Insurance Undertakings 2015. These
requirements impose minimum core standards on all insurance undertakings licensed or authorised by the CBI so that an appropriate and robust
corporate governance framework is in place and implemented to reflect the risk and scale of the undertaking.

The System of Governance maintained by the Company has been designed to effectively provide for the sound and prudent management of the
business in respect of the operations and risk profile of the Company.

The Board
The Company’s Board of Directors retains primary responsibility for business decisions and for the corporate governance, risk management, and
other governance structures and processes within the Company. The actions of the Board are subject to applicable laws and regulations. Good
governance, however, goes beyond compliance with statutes, rules and regulations, and is at the core of how the Company carries out its business.
The Board maintains a focus on the strategic objectives of the Company, to ensure that it is appropriately managed and that it achieves these
objectives.

As at 31 December 2020, the Board of Directors of the Company is comprised of six members: two Executive Directors, one Non-Executive Director
and three Independent Non-Executive Directors.

The Board is committed to maintaining high standards of corporate governance. It believes that sound corporate governance supports efficient and
appropriate decision-making which contributes to achieving the Company’s objectives and delivering long-term value to customers and policyholders.

The Board sets the Company's strategic aims, ensures that the necessary resources are in place for the Company to meet its objectives and reviews
management performance. The Board sets the Company’s values and standards so that its obligations are understood and met.

The Board maintains Terms of Reference, reserves certain matters for its sole authority and delegates certain matters to its Board Committees, the
Chief Executive Officer (“CEQ”) and other members of the Company’s Executive Management Team. There is a clear allocation of responsibilities
among Committees, Executive Directors and senior managers, in order that the business of the Company can be effectively managed and reported.

Key responsibilities of the Board include:

. review of the most significant risks and mitigation techniques.

. ensuring the Company satisfies all regulatory and statutory requirements relating to its operations.

e approval of the main policies and procedures that enable the risks of the Company to be managed accordingly.
e appointment of Directors and determination of the CEQ’s responsibilities.

e declaration of annual and final bonuses on with-profits policies.

. approval of the Business Plan and annual Solvency Il reporting.

. strategic decision-making responsibilities.

. setting and leading the Company’s values, standards and culture.

e approval of the Company’s Risk Appetite Framework and overall risk tolerance limits.

In carrying out these responsibilities, the Board must consider what is appropriate for the Company’s business and reputation, taking into account
the materiality of the risks inherent in the business. It must also consider the relevant costs and benefits of implementing specific controls.

10
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B.1.2 Board and Board Committee structure
The following diagram illustrates the Board and the Board Committees as at 31 December 2020.

The following diagram illustrates the Company’s corporate governance structure and the interaction of the Company’s Board, Board Committees and
Executive Committee as at 31 December 2020.

M Board

Executive Management Committes

CEO

Regulatory & Risk

Committee

Funection holders provide reports in their personal
E Board Responsibility capacity directly to the Board and its Committees.

CEO Responsibility

Board Committees

The Board has established two delegated Board Committees, which aim to provide stand-alone governance and oversight within the governance
framework: the Board Risk Committee (“BRC”) and the Board Audit Committee (“BAC”). The Board retains oversight of each Committee and each
Committee has, and is subject to, a Board-approved Terms of Reference which evidences the responsibilities and authority delegated to them, how
it should be exercised and the means by which the Committees report to the Board. Each Board Committee performs a function on behalf of the

Board, with key responsibilities summarised in the table below.

Board Key responsibilities

Committee

Board Audit ®  Monitoring the content, integrity and quality of the Company’s financial statements, annual Solvency Il reporting and
Committee formal announcements relating to the financial performance of the Company.

Monitoring the role, effectiveness, resourcing and standing within the Company of the Internal Audit Function.
Monitoring and reviewing the adequacy and effectiveness of the Company’s system of internal controls, particularly
financial controls.

e  Reviewing external auditors’ findings and management response.

11
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Board Key responsibilities

Committee

Board Risk
Committee

Reviewing the effectiveness of the Company’s Risk Management System (“RMS”).

Reviewing the effectiveness of the Company’s System of Governance.

e  Reviewing, challenging and considering the methodology used to calculate the Solvency Capital Requirement (“SCR”)
and the content of the Own Risk and Solvency Assessment (“ORSA”).

Ensuring the adequacy of the Company’s Recovery and Resolution Plan.

Reviewing and approving, on an annual basis, the Company’s policies.

Recommending to the Board as to the appropriateness of the Company’s articulated risk appetite and risk preferences
to ensure aligned strategy.

Board and Board Committee membership structure as at 31 December 2020

i i X X Independent Non-
Executive Director Non-Executive Director . X Total
Executive Director

Board of Directors 2 members 1 member 3 members 6
Board Audit Committee 0 members 1 member 2 members 3
Board Risk Committee 0 members 1 member 3 members 4

Executive Management committees

The Chief Executive Officer (“CEO”) is the main executive officer of the Company and is accountable to the Board for the Company’s performance.
The CEO is responsible to ensure that the Company’s System of Governance is aligned with the structures and policies approved by the Board. The
CEO delegates certain responsibilities to their direct reports. In turn, the CEQ’s direct reports may delegate this authority to their direct reports and
so on. These responsibilities are detailed in their role profiles within the Company. The Executive Committee and the Regulatory and Risk Committee
support the CEO in the discharge of their responsibilities.

The structure of the Executive Management Team and the Head of Internal Audit (who is not part of the Executive Management Team) are shown in
the following diagram:

B Audit Committee Chair
B Chief Executive Officer
Executive Management

The CRO assists the BRC

Chairin ing; the Chief

Executive

The Head of Internal
Audit reports directly to

the Andit Committee Chair

ongomgﬂfameness of Officer (CEQ)

Chief Risk Officer Head of d ofSal Chief Financial Chief Operating Chief Information Head of Head of Internal
(CRO) Compliance  1eadofSales  gp5.qr (crO) Officer (COO) Officer (CIO) Proposition Audit

12
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B.1.3 Material changes in the governance structure

Following a review of the risk governance structure conducted by the Board Risk Committee, it was decided that the roles of CRO and Head of
Compliance would be carried out by separate individuals. The previously consolidated Risk and Compliance Team has also been restructured, so that
Risk and Compliance now operate as two standalone independent functions, both performing within the second line of defence. These changes were
implemented in Q4 2020.

Material changes in governance structure are notified to the CBI through its Online Reporting System as per the requirements of the Fitness and
Probity Regime, and via normal regulatory correspondence.

During the year, the following key changes to key management personnel and reporting lines took place:

e Appointment of a new Independent Non-Executive Director (March 2020).

e Appointment of a new Chief Executive Officer (April 2020).

e Appointment of a new Head of Internal Audit (June 2020).

e Appointment of existing senior manager to the role of Chief Information Officer (October 2020).
e Appointment of a new Head of Compliance (November 2020).

B.1.4 Key functions

The Company has established the four key functions required under Solvency Il and under the Corporate Governance Requirements for Insurance
Undertakings 2015. These are Risk, Compliance, Actuarial and Internal Audit. These functions are responsible for providing oversight of, and challenge
to, the business, and for providing assurance to the Board and Board Committees in relation to the Company’s control framework. The key function
holders must comply with the requirements of the Fitness and Probity Regime of the CBI.

The main roles and broad responsibilities for each of the key functions under Solvency Il are summarised below:

Key Function Main roles and responsibilities

Risk e Asthe second line of defence, provides independent oversight and challenge over the identification, assessment
and management of all significant risks. This supports the Company to operate within its agreed risk appetite.
° Designs and maintains the Company’s Risk Management System (“RMS”), facilitating and overseeing its
embedding.
° See section B.3 and B.4.1 for more detail.

Compliance ° Provides second line oversight and monitoring of regulatory compliance, which supports the business in
managing its regulatory risk exposures appropriately.
° See section B.4.2 for more detail.

Actuarial o The Head of Actuarial Function coordinates the calculation of technical provisions, provides opinions on the
insurance policy, reinsurance arrangements and the ORSA process and contributes to the effectiveness of the
RMS

° See section B.6 for detail.

Internal audit e Actsas t(he thi)rd line of defence in assessing the adequacy and effectiveness of the RMS and the Internal Control
System (“ICS”).
° Reviews Risk and Compliance activity to assess their capability as a second line of defence.
° See section B.5 for detail.
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B. System of governance (continued) Apendices

B.1.5 Remuneration policy and practices

The Company’s approach to remuneration setting and oversight is to align with the Remuneration Policy of the insurance group, Royal London Group,
of which it is a part. The policy will be regularly reviewed by the Board so to satisfy itself that it continues to be adequate for the Company and
adheres to all relevant legislation and regulation.

The five key principles of this Remuneration Policy are that the remuneration structures and outcomes:

Align employees’ and executives’ interests with those of the Company’s policyholders and customers;

e Support the delivery of the Company strategy, whilst ensuring good governance and adherence to the Company’s risk appetite;
. Ensure remuneration is competitive to enable the Company to attract and retain talent;

. Ensure fair outcomes for the Company’s people, including customers and policyholders; and

e Align incentive schemes to drive behaviours consistent with the Company’s purpose, culture, values and strategy.
The main techniques adopted and practices implemented to achieve these principles are:

. The maintenance of documented role profiles;
. Minimum standards as regards goal/objective setting;

. Minimum standards as performance measurement;

Processes to determine salary and benefits banding; and

. Rigorous standards as to the setting, determination and oversight of performance-related pay. In particular, requirement for fixed pay to
be set to be a sufficiently high proportion of the total remuneration to allow the operation of a fully flexible policy on variable
remuneration components, including the possibility to pay no variable incentive remuneration.

B.1.6 Transactions with shareholders and/or management
There were no material transactions between the Company and members of the Board or management, other than remuneration and Directors’
emoluments as reported in the Financial Statements of the Company.

The Company did not declare any dividends during the year ended 31 December 2020.

B.1.7 Remuneration entitlements
Directors who do not already receive a salary from Royal London or from its parent company, RLMIS, receive a fee in respect of their services.

Fees for Directors’ services are disclosed in the Company’s financial statements.

B.2 Fitness and Probity Requirements

B.2.1 Skills, knowledge and expertise

Royal London’s Directors and a number of other key roles within the Company are required to comply with the detailed rules pertaining to the Fitness
and Probity Regime set out by the CBI. This Regime was introduced by the CBI under Part 3 of the Central Bank Reform Act 2010 and subsequently,
the CBI published a statutory code, the Fitness and Probity Standards 2014. These standards apply to persons in senior positions, referred to as
Controlled Functions (“CFs”) and Pre-Approval Controlled Functions (“PCFs”). The Fitness and Probity (“F&P”) standards require all persons in scope
to satisfy, on taking up the role and on an ongoing basis, minimum criteria in the areas of competence and capability, acting honestly, ethically and
with integrity, and being financially sound.

The Company is also subject to the CBI’s Minimum Competency Code 2011 which covers all employees acting in certain specified roles. The
requirements include the satisfaction of qualification requirements and continuing professional development. All personnel who fall within the code
are also subject to the Company’s Fitness and Probity Policy. This sets out the principles, regulatory requirements and minimum standards by which
the Company shall adhere to, ensuring that individuals who effectively govern and run the Company or have other key functions are fit and proper
in order to manage the duties and responsibilities related to their appointed roles. The Fitness and Probity Policy has been adopted by the Board to
ensure roles are undertaken, on an ongoing basis, by individuals satisfying these requirements.

The specific requirements within the policy in respect of skills and experience, particularly those pertaining to individuals identified as a CF or PCF,
can be summarised as follows:
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e Anindividual’s F&P, including their competence and capability, should be assessed at the point of recruitment.
. Any person intending to perform a PCF role must be approved by the CBI before commencing performance of the function.

e CFsand PCFs must, at all times, be fit and proper and adhere to the conduct standards and rules that apply to the role they are
performing.

. As part of ongoing performance monitoring, the Company will ask persons performing CFs to certify, at least annually, that they are
aware of the F&P Standards and agree to continue to abide by those standards in line with Appendix 2 of the CBI’s Guidelines on F&P
Standards.

e Where applicable, employees must comply with related policies and procedures to ensure competence, that Company standards are
maintained, and performance is managed appropriately.

Furthermore, where one of the key functions is outsourced, the Company must appoint an individual from within the Company to be responsible
for overseeing that outsourced function. The designated individual must satisfy the following:

. Already be performing a PCF role;
e Not be an Independent Non-Executive Director of the Company; and

. Possess sufficient knowledge and experience regarding the outsourced function to be able to provide adequate oversight and challenge
the performance and results of the service provider.

B.2.2 Assessing fitness and probity

The Company, as a regulated financial service provider, must, in accordance with, pursuant to Section 21 of the Central Bank Reform Act 2010, satisfy
itself on reasonable grounds that an individual performing or proposed to be appointed to any of the CF or PCF roles is compliant with the Fitness
and Probity Standards (the “Standards”). The Company has in place processes for assessing the fitness and probity of those persons who come within
the scope of the Standards. The Company adopts appropriate systems and controls for the recruitment and ongoing assessment of any individual in
the Company, in particular those performing specific controlled functions, to ensure that identified individuals meet the Standards.

In line with the Fitness and Probity Regime, Royal London follows set procedures relating to the appointment of individuals to Controlled Functions.
These include a number of checks to ensure that the person possesses the level of competence, knowledge and experience and appropriate
qualifications for their roles. These procedures are carried out at the point of recruitment and annually to ensure that they remain fit and proper for
their role.

The processes include assessing the required qualities, both professional competence and the propriety of the person. Professional competence is
based on the person’s experience, knowledge and professional qualifications and whether this person has demonstrated due skill, care, diligence and
compliance with relevant standards in the area in which they have worked. Such a person should also be of good repute. The assessment includes
obtaining relevant external evidence to demonstrate an employee is financially sound and does not have any unacceptable criminal convictions.

At a functional level, an appropriate recruitment process for all roles, including senior management roles, is followed. The processes that operate
before and during a person’s employment include, but are not restricted to:

. Identity checks;

. Previous employment references;

. Financial checks;

. Criminal record checks;

. Politically Exposed Persons (“PEPs”) and sanctions checks; and

e  Verification of qualifications and satisfactory personal and professional references.
Lastly, in accordance with the regulations and the CBI’s procedures, the Company shall notify the CBI immediately if:

. A person ceases to perform a PCF role.

e A person who performs a PCF role has been replaced because the person no longer complies with any standard of fitness and probity
in a code issued by the CBI.
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B. System of governance (continued) Apendices

B.3 Risk management system including the Own Risk and Solvency Assessment

B.3.1 Risk management strategies and processes

The Board ensures that senior management implement risk policies, deliver the Business Plan within risk appetite and manage the Company’s risk
profile. This is achieved by implementing robust risk management and internal control systems. The Company has implemented a Risk Management
System (“RMS”) with the objective of enabling the Board and management to appropriately identify, assess, manage, monitor and report on its risks.

The effective operation of the RMS by the Company enables the Board of Directors to gain assurance that the risks to which the Company is, or may
be, exposed to are being appropriately identified and managed within the Company’s risk appetite, and that those risks that may result in significant
financial loss or reputational damage are being mitigated. This helps to ensure that the achievement of the Company’s performance and objectives
is not undermined by unexpected events.

The RMS seeks to support the Company’s business ambitions, enabling it to select those risks that can give sustainable returns, whilst closely
managing those risks that are unrewarded, and to optimise the capital that is held so that it can deliver its strategy for the benefit of policyholders
and customers.

Any changes to the RMS are subject to the approval of the Company’s Board, on the recommendation of the Company’s Board Risk Committee. The
Company’s Board Risk Committee monitors and reviews the effectiveness of the Company’s controls. The one exception is the review of financial
controls, which are the responsibility of the Company’s Board Audit Committee.

A key element of corporate governance is good risk governance, which is the application of sound corporate governance principles to the
identification, assessment, management, monitoring and reporting of risks within the defined risk appetite (which is determined by the Board). The
Company operates a ‘three lines of defence’ model that clearly defines the ownership of, and responsibilities for, risk management. Primary
responsibility for risk management lies with the departmental areas and specialist operational process functions. A second line of defence is provided
by the independent Risk and Compliance functions, specialist functions which undertake monitoring, challenge and policy setting. The third line of
defence is provided by Internal Audit, which provides independent assurance.

The RMS is a cohesive set of components that is designed to sustain and uphold high standards of risk management. It is enabled by people, processes
and technology, underpinned by a prudent and balanced risk management culture. The Company uses an enterprise risk management system, Archer,
to underpin risk management activities. The diagram in the following page provides an overall view of the Company’s RMS and its interaction with
its Capital Management Framework:
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Risk Culture

The core components of the RMS and their integration into the organisational structure of the Company are further explained below.

(1) Risk governance (2) Risk culture (3) Risk strategy

Risk governance applies corporate People at all levels within the Company The Company’s risk strategy sets out how
governance principles to manage risks are engaged in the management of risk. the Company approaches and manages
within the risk appetite determined by This is realised through a strong ‘tone the risks that it is exposed to in the

the Board. Decisions on risk are taken by from the top’ which emphasises the pursuit of its business objectives. These
the Board as well as committees and importance of effective risk management principles, along with the Company’s
individuals with appropriately delegated in day-to-day activities and decision- business strategy, help define the
authority. Policies, systems and controls making. Management is accountable for Company’s risk preferences. These
support and inform decision-making. A their management of risk and for the preferences articulate the extent to which
formal governance structure of embedment of risk management in their the Company views certain risks as being
committees is in place to manage risk departmental areas. desirable or undesirable to take on and
reporting to the Board. manage, or is neutral towards, providing

structure to the Company’s decision-
making processes.
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B. System of governance (continued)

The risk strategy and risk preferences are
used to provide direction and assistance
in making key decisions relating to risk
and capital management, including
business planning, acquisitions,
project/resource prioritisation, product
design and pricing, risk management,
performance management and external
reporting.

The overall risk strategy of the Company
is to ensure that all material risks are
considered and maintained in line with
the overall objectives of the Company and
that these objectives are consistent with
the approved Risk Appetite Framework of
the Company.

(4) Risk Appetite Framework

The Board recognises that a well-defined
risk appetite supports business decision-
making and business planning. It helps
establish the framework for defining the
Company’s strategy, planning and risk
management. Together with risk
preferences, it provides guidance to
management on balancing risk and
reward when making key decisions. The
Company’s Risk Appetite Framework
consists of the risk strategy, risk appetite
statements, plus the metrics used to
monitor risks and the tolerances relating
to these metrics.

The risk appetite statements define the
amount and nature of the risks that the
Company is prepared to accept in pursuit
of its strategic objectives. The Company’s
Board reviews and approves the
Company’s Risk Appetite Framework at
least annually, on the recommendation
and advice of the Company’s Board Risk
Committee.

The key metrics and associated
tolerances, which form the basis for risk
reporting, help the Company and its
departmental areas monitor their risk
profile and assess their position against
risk appetite. The regular management
information (“MI”) received by the Board
and Board Risk Committee includes a risk
appetite dashboard setting out actual risk
positions relative to the targets and limits
set in the risk appetite.

(5) Company policies

The Company maintains its own set of risk
management policies and is obliged,

under the CBI Corporate Governance
Requirements and the governance
requirements of Solvency I, to review
these on an annual basis.

The suite of risk management policies to
which the Company operates are
approved by the Company’s Board Risk
Committee and adopted by the
Company’s Board.

The Company’s policies set out the
standards to be maintained in order to
manage risk effectively. The Company’s
Board ensures that policies are regularly
reviewed to reflect the changing
commercial and regulatory environments,
as well as the Company’s organisational
structure.

The Company has established approaches
for managing insurance, market, credit,
liquidity, operational, conduct, strategic
and Business Plan, and emerging risks.
Formal policies define the Company’s
approach to risk management and the
minimum control standards that should
be applied in managing its significant risk
exposures. This is explained further in
section C — Risk Profile.

(6) Risk and control cycle
a) Risk universe

A key element of effective risk
management is to ensure that the
business has a complete and robust
understanding of the risks it faces. The
Company uses a risk universe as a way of
categorising risks — splitting risks into
three levels, with each level providing a
deeper level of detail on the nature of the
risk than the previous one.

b) Risk identification and assessment

The Company operates a risk
identification and assessment process
under which it regularly identifies and
considers changes in the profile of
existing and emerging risks. The risk
assessment process evaluates the risks
that are inherent in the Company’s
products as well as those that are caused
by changes in the environment in which it
operates.

The Company’s risk identification and
assessment process forms part of its
broader ORSA process, designed to

B = System of governance
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evaluate the resilience of the Company’s
balance sheet to a range of market
conditions and external events and to
monitor target levels of capital.

¢) Key processes

The common categorisation of key
processes ensures the business has a
consistent understanding of the key
processes that it operates. This also
supports the Company in identifying key
risks and controls specific to these
processes and assigning them to
appropriate owners.

d) Risk management and monitoring

Key Risk Indicators (“KRIs”) at Company
and departmental area level are
developed to assess performance against
stated risk appetite. KRIs provide
beneficial information to management
about whether a risk has occurred or the
probability of it occurring is decreasing or
increasing. This information allows
management to take early mitigating
actions. A range of risk management
techniques is deployed to manage and
mitigate risks, thereby controlling the
Company’s risk exposures in line with its
risk limits. These mitigating techniques
are described in more detail in section C —
Risk Profile.

e) Risk Management Information (“M!1”)
and reporting

The Company’s Ml is structured to enable
all significant risk positions to be
monitored: actual risk exposures and
capital positions are compared to
targets/limits and those tolerances which
have been established as part of the
Company’s Risk Appetite Framework.

(7) Risk implementation and assurance

In support of its overall risk strategy, and
in line with industry standards, the
Company operates a risk governance
system based on the ‘three lines of
defence’ model. This provides oversight
and assurance to the Board that the RMS,
together with the Internal Control System
(see section B.4), has been designed,
adhered to and maintained to the highest
standard across the Company. Risk
assurance activities also help to identify
deficiencies or limitations which require
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B. System of governance (continued)

mitigating actions so that the RMS is
aligned with external best practice.

In order to demonstrate that the RMS has
been designed and is operating
effectively, and to identify potential
improvements, a programme of risk
assurance is in place. This includes several
components that involve all three lines of
defence:

. Risk policy owners are required
to review the extent to which
their policies have been
properly embedded across the
Company;

e  The Risk and Control Self-
Assessment (“RCSA”) process
requires first line managers to
assess their own risk
management and control
processes;

. The Financial Reporting Data &
Control Framework (“FRDCF”)
requires certain staff to assess
their financial controls, and
management to certify the
adequacy of the internal
controls over the financial
reporting data and financial
reporting risks;

. The risk and control attestation
process requires the
Company’s Executive
Management Team and their
direct reports across the
Company’s functions and
departmental areas to certify
the adequacy of the risk and
control data maintained, and
the effectiveness of the RMS
operated;

. First line independent control
testing is planned using a risk-
based approach and is carried

B.3.2 Own Risk and Solvency Assessment

out on risks and respective
controls;

The second line Risk Function
carries out independent
reviews on the operation of
embedding activities and
maturity across the Company,
reviewing specific risk-related
matters that are both thematic
and departmental area or
function specific;

The Chief Risk Officer (“CRO”)
works closely with the Board
Risk Committee and the Board
on articulating acceptable risk-
taking and ensuring the
effective operation of the
Company’s Risk Management
and Capital Management
Frameworks. The second line
Risk Function provides
objective advice and guidance
on a range of risk matters to
business managers, including
matters such as product
development and business
transactions. The second line
Compliance Function also plans
and carries out structured
reviews of compliance with
regulatory requirements; and

The third line of defence
consists of an independent
Internal Audit (“IA”) Function
that reviews Risk and
Compliance activity to assess
their capability as a second line
of defence, in addition to
providing independent
assurance on the adequacy and
effectiveness of the Company’s
Risk Management Framework
and associated internal control
activity.

(8) Stress and scenario testing

In order to understand the nature of the
risks better and to identify weaknesses in
the management of risk, various stress
and scenario tests are performed. This
may involve specialist areas such as
Group Risk and Compliance (“GR&C”) and
the Actuarial Function to assist in
providing test scenarios and metrics.
These range from simple sensitivity
analysis where the impact of a change in
an individual assumption is assessed,
through to more complicated stress tests
involving a combination of various
changes to consider scenarios that have
more wide-ranging impacts. These
include reverse stress tests, which
consider circumstances that could result
in failure of the Company’s business
model. Stress testing and scenario
analysis are described further in section C
— Risk profile.

(9) Standard formula

The Company has deemed that it is
appropriate to compute the solvency
capital requirement using the standard
formula model as it is deemed to
adequately capture the risks the business
faces.

(10) ORSA

The ORSA is described in section B.3.2.

(11) Risk-based decision-making

The role of the ORSA in informing
decision-making is described in section
B.3.2.

The Own Risk and Solvency Assessment (“ORSA”) process is connected to the business planning process and is conducted as part of the overall

governance and control system.

The ORSA process tests the business strategy, as articulated by the Company’s Business Plan, against the agreed risk and capital appetite and limits
through rigorous and business-relevant stress and scenario testing, including reverse stress tests. The results are then fed back into decision-making
processes so that the residual risk remains within the risk appetite.

The ORSA is based on a range of inputs, processes and outputs as illustrated in the diagram below.
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The key findings, results and conclusions are combined to form reports to the Board Risk Committee and to the Board. The ORSA is reviewed and
approved by the Board on an annual basis.

Consideration of any distributions (i.e. to policyholders or movements in own funds to be paid by the Company) will have regard to the actual level
of capital compared to target, which is set by reference to the Capital Management Framework.

The ORSA is governed by the ORSA Policy which is reviewed by the Board on an annual basis so that it remains fit for purpose and complies with
relevant requirements.

All elements of the ORSA were considered during the course of the year and the Company’s most recent ORSA report was submitted to the CBI in
December 2020.

The stages below describe how the Company conducts its ORSA and how it is integrated into the organisational structure by engaging key people in
assessing and challenging its key findings.

. Each key function or area provides key data required for the ORSA process. The data inputs are required to be consistent with the
Financial Reporting Data Quality Standards (part of the Data Quality Framework), which stipulates that the data supplied must be
appropriate, complete and accurate, and meet Solvency Il data quality requirements.

. Six main steps are performed to assess the inputs and complete the ORSA. The departmental areas and Company functions complete
elements of these which feed into the overall assessment. Each process needs to be documented in full, both providing a record of the
process followed and supporting the drafting of the ORSA report.

. The key findings, results and conclusions are combined to form reports to the Board Risk Committee and the Board for their challenge
and sign off. The report is also distributed to the various key stakeholders. In addition, a record of the ORSA process is maintained to
provide evidence of the process performed.

The conclusions of the ORSA report address/cover the following key themes:

. Evaluation of the Company’s risk profile, taking into account emerging risks relative to its Risk Appetite Framework and Capital
Management Framework which are approved by the Board.
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. Review of the appropriateness of the Company’s Risk Management and Capital Management Frameworks and actions/recommendations
where improvements have been identified.

. Verification of whether the Company has operated within its risk appetite and capital requirements.

. Informing the Board and management committees of areas where actions are required in the decision-making processes.

B.3.3 Prudent Person Principle

Under the Prudent Person Principle (“PPP”), firms are expected to understand fully the risks involved with their investments, make proper provision
for them through the SCR and ensure that investment decisions are made in the best interests of policyholders. All investment risks must be properly
identified, measured, monitored, managed, controlled and reported.

Investment risks are managed and overseen by the Company's Chief Financial Officer (“CFO”), supported by the Investment Office team of RLMS,
who provide specific services under a services agreement. Investment risks are managed in accordance with Board-approved policies covering
market, credit, and liquidity risk management.

The Company’s investment strategy is reviewed regularly, to ensure it reflects the latest view on the market and on the Company’s business needs.
The strategy is approved by the Board, and then implemented into the Investment Management Agreement (“IMA”) between the Company and its
asset manager, RLAM.

The investment strategy sets out the investment categories in which assets may be invested, including a series of limits to control exposures,
supported by asset allocation and performance benchmarks consistent with the Company’s risk appetite and asset-liability matching. This balances
the risks relating to the liabilities under the Company’s insurance contracts against the risks inherent in its assets and the capital available.

Management information, covering asset allocations and risk exposures relative to risk limits, is monitored on a regular basis.

Clauses in the IMA between the Company and RLAM mitigate the risk of any potential conflicts of interest that could arise while managing the
Company’s assets.

B.4 Internal Control System

B.4.1 Internal Control System (“I1CS”)

The ICS is an integral part of the overall Risk Management Framework of the Company. The Company’s ICS supports the RMS by putting processes,
procedures, methods and structures in place to achieve effectiveness and efficiency of operations, reliability of financial reporting, and compliance
with applicable laws and regulations. The ICS is designed to provide reasonable assurance to the Board over the effectiveness and efficiency of the
Company’s internal control environment. The following diagram illustrates the six key components of the Company’s ICS:

Risk & Control Self-

Assessment (RCSA) Financial Processes Policy Self-Assessment

Internal Control System

Compliance Framework Risk Events and Escalations Delegation of Authority

The ICS is supported by the Internal Control Policy and its components are explained further below:
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Compo Description

Risk & Control Self-Assessment (“RCSA”) RCSA is an ongoing process performed by first line business functions. It is supported by a bi-annual

attestation, over the adequacy of the risk and control data maintained and the effectiveness of the
controls operated to manage risk in line with risk appetite and in compliance with the Company’s policies.
It provides a systematic approach for the identification and assessment of risks. By applying mitigating
controls to weaknesses that could otherwise potentially prevent the achievement of process and
Company objectives, and by implementing testing and attestation processes, RCSA provides a clear
oversight of the control environment that enables the Company to operate and evidence effective
controls.
In conjunction with control assurance testing and attestation, the RCSA validates that processes are
operating effectively, evidences effective risk management and enables timely identification and
addressing of any potential failure to control risk as well as potential gaps or inaccurate data in the ICS.
The RCSA forms an input to the annual review by the Board and Board Audit Committee on the
effectiveness of internal controls.

Financial processes Finance is responsible for the regular assessment of the adequacy and appropriateness of the control
environment over Finance and Actuarial activities that could have an impact on the financial position of
the Company. The Financial Reporting and Data Control Framework (“FRDCF”) and RCSA provide
assurance over this regular assessment. This includes, but is not limited to, internal and external financial
reporting, management of payments and receipts, tax management, valuation of assets and liabilities and
compliance with relevant regulatory standards and laws.

Finance activities include establishing appropriate controls over:

. The production of accurate and timely financial Ml, reports and the monitoring of these both

within Finance and from the appropriate data sources.

. The calculation, use and reporting of technical provisions and capital numbers.

. The distribution of surplus.

. Actuarial models, including valuation models.
Finance is also responsible for monitoring required and available Company-wide capital levels on both
regulatory and internal bases, and reporting on these.

Policy Self-Assessment (“PSA”) The PSA is performed by the first line business functions annually over how well each policy has been
embedded and their compliance with each of the policy requirements. As part of the annual assessment
all departmental areas are required to:

. Have action plans in place to address gaps against requirements;
. Provide a self-assessment rating (“RAG”) based on prescribed criteria; and
. Justify the rating, supported by appropriate evidence/documentation.

Policy Owners, supported by Policy Content Owners (subject matter experts) are responsible for reviewing
and challenging the self-assessment and reporting findings to the Regulatory and Risk Committee (“RRC”).

Delegation of authority Executive management is delegated by the Company’s Board to the Company’s Chief Executive Officer
(“CEQ”), who may further delegate to their direct reports (namely the Company’s Executive Management
Team). Any authority delegated in this way is detailed in the respective role profiles of the delegates, as
well as being inherent in the position which they hold within the Company.
The Company’s CEO and the Company’s Executive Management Team may also choose to form
committees to assist them in their respective decision-making. The authority for these committees comes
from the individuals themselves and the committees shall have no executive powers delegated to them.

Risk events and escalations The Company has adopted the escalation event process of RLMIS, tailored to its business. The purpose of
the escalation process is to capture, communicate and allow the Company to respond to the most
significant issues facing the Company at any one time. These cover events where a breakdown in controls
has led to, for example, significant loss, customer impact, regulatory censure and/or reputational damage.
The significance of each breach and escalated risk event is assessed in terms of the number of customers
impacted and the potential or actual customer detriment. If this is a material breach then the details are
notified to the CBI.

Compliance Framework The Company’s Compliance Framework is the responsibility of the Company’s Head of Compliance and is
supported by the Company’s Compliance Team. The purpose of the Company’s Compliance Framework is
to safeguard the Company, its customers, its policyholders, its reputation and its assets and to help the
business achieve its objectives by creating a culture of compliance with regulatory requirements, adhering
to applicable laws and regulations to which the Company is subject, and identifying and mitigating
regulatory risk. See section B.4.2 for further detail on the Compliance Framework and Function.

The ICS is intended to support the Company in achieving its strategic and business objectives, while operating within the requirements set out in its
key policies and within the laws and regulations which apply. A robust internal control environment enables the Company to deal effectively with
changes to the external environment, the needs of key stakeholders including policyholders, customers and regulators and within an evolving
business and regulatory landscape.

The Risk Function acts as a second line of defence by providing independent oversight and challenge of the RCSA and policy self-assessment so that
the Company is operating within agreed risk appetite. Internal Audit performs independent assurance activity by testing and validating the internal
controls and opines to the Board on the effectiveness of the ICS. The Board Audit Committee and the Board Risk Committee perform an annual
review of the Internal Audit Plan and of the Risk Assurance and Compliance Assurance Plans, respectively.
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B.4.2 Compliance function

The Company’s Compliance Function performs a second line of defence role to oversee and monitor compliance with the Company’s regulatory
obligations. This forms part of Compliance’s overall responsibilities for overseeing and monitoring the Company’s compliance with all applicable laws
and regulations, including the Company’s conduct responsibilities, with the first line having responsibility for implementing controls to manage and
mitigate regulatory risks.

The Company’s Compliance Function is the responsibility of the Company’s Head of Compliance (PCF-15, with responsibility for AML-CTF legislation)
and is supported by the Company’s Compliance Team. In overseeing and monitoring compliance with regulatory compliance, including Solvency I
requirements, the Compliance Function manages a plan of activity so that the Company manages its regulatory risk exposures appropriately and has
effective controls in place. This includes assessing the adequacy of measures adopted to prevent non-compliance.

The Compliance Function works within an agreed regulatory footprint and the Head of Compliance is the key point of liaison with the CBI and other
regulatory authorities. All monitoring and oversight processes, whether covering prudential or conduct regulatory requirements, follow established
and consistent practices.

As noted in section B.1.3, the Compliance Function was separated from the Risk Function in Q4 2020.

B.5 Internal audit function

B.5.1 Overview

The Company’s Internal Audit Function is outsourced, as part of the outsourcing arrangements between the Company and Royal London Management
Services (“RLMS”), a subsidiary of RLMIS. The function reports directly to the Company’s Board Audit Committee.

The primary role of the Internal Audit Function is to assist the Board protect the assets, reputation and sustainability of the Company. The function
operates as the third line in the Company’s ‘Three Lines of Defence’ model and is responsible for assessing whether all significant risks have been
identified and appropriately reported by management and the Company’s Risk Function to the Board. The Internal Audit Function provides
independent assurance that the Company’s risk management, governance and internal control processes are operating soundly, and challenges
management to improve the effectiveness of same. Its scope is unrestricted and covers the Company and all activities undertaken by, and on behalf
of, the Company.

The Board Audit Committee oversees the work of the Internal Audit Function, reviews and approves the Company’s internal audit plan and monitors
progress being made against the achievement of the plan. It also tracks management’s responses to issues identified by Internal Audit and the
timeliness of their resolution.

The work of the Internal Audit Function is carried out in line with the internal audit plan approved by the Board Audit Committee. The plan is
determined by an annual process, driven by a risk assessment of operations, informed by the risk profile of the business. Resources are prioritised to
focus on the highest perceived risk, whilst supporting the Company’s business strategy. In developing the internal audit plan, the following are
considered:

e  The design and operating effectiveness of the internal governance structures and processes.

e Theinformation presented to the Board and Executives for strategic and operational decision making.
e  The setting of, and adherence to, risk appetite.

e  Therisk and control culture.

e  The risks related to poor customer outcomes, and associated conduct or reputational risk.

e  Capital and liquidity risks.

e  Key activities such as significant business process changes, the introduction of new products and services, outsourcing divisions, acquisitions
and divestments.

e  The outcomes achieved by the implementation of policies and processes, and whether these are in line with the Company’s objectives, risks
appetite and values.

e  Trends and emerging issues that could impact the Company.

. Planned assurance work in first and second line.

The Internal Audit Function presents a report to the Board Audit Committee four times a year, summarising the results and analysis of audit activity
in the preceding period. This reporting focusses on significant control weaknesses and any thematic issues identified across the Company.
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B.5.2 Independence and objectivity
The independence and objectivity of the Internal Audit Function is evidenced as follows:

e  The function communicates and interacts directly with the Board Audit Committee and has direct access to its Chair and its members;

° The remuneration of the function is structured in a manner that it avoids conflicts of interest, does not impair Internal Audit
independence and objectivity, and is not directly or exclusively linked to the short-term performance of the Company;

e  There s a process for managing and reporting conflicts of interest, including for internally recruited auditors. Safeguards also exist to
limit any impairment to independence or objectivity. This also includes managing any potential conflicts of interest where team
members hold other related roles outside of the organisation; and

e  The Board Audit Committee monitors the effectiveness of the Internal Audit Function’s performance.

The Internal Audit Function is independent of all the Company’s functions, including Risk, Compliance, Actuarial and Finance. All functions may be
subject to internal audit. The function also liaises with the external auditors and regulators to ensure there is effective communication and
collaboration.

B.6 Actuarial function

The responsibilities of the Company’s Actuarial Function are aligned with the requirements established in the Solvency Il regulations and in the CBI
Domestic Actuarial Regime?. Most of the services supporting the Actuarial Function are outsourced, as part of the outsourcing arrangements between
the Company and Royal London Management Services (“RLMS”). The main responsibilities of the Actuarial Function are summarised below:

e  Carrying out, checking and reviewing the calculation of the technical provisions and capital requirements;

e  Supporting and assisting with the preparation of the Company’s Own Risk and Solvency Assessment (“ORSA”);
. Executing and monitoring the Company’s reinsurance strategy;

° Maintaining and developing valuation models and methodologies;

. Performing experience analyses and assumptions reviews.

The Actuarial Function is led by the Head of Actuarial Function (“HoAF”), which is overseen by the Company’s CFO. The HoAF is completely
independent from the business, the role being outsourced under an agreement between Royal London and Deloitte Ireland LLP.

The HoAF is responsible for coordinating the calculations of the technical provisions, reviewing the appropriateness of the methodologies,
assumptions and underlying models used, for opining on the adequacy of underwriting and reinsurance arrangements, and for producing an opinion
on the ORSA process. In line with the requirements of the Domestic Actuarial Regime, the HoAF also reports to the Board on the ongoing compliance
of the With-Profits funds with the principles detailed in the With-Profits Operating Principles (“WPOP”).

The HoAF is a standing invitee to the Board Audit Committee meetings and attends the Board and Board Risk Committee meetings as necessary.

In line with Solvency Il requirements, the Board reviews and approves the key assumptions and methodologies and is supported in this by the reports
prepared by the HoOAF. In order to provide assurance to the Board in discharging the responsibilities and activities outlined above, the HoAF provides
a report to the Company’s Board with an opinion on the reliability and adequacy of the calculation of technical provisions.

B.7 Outsourcing

B.7.1 Outsourcing of critical operational functions

The Company has a number of material relationships with outsourcers and suppliers. An outsourcer is a third party hired by the Company to perform
a service, process or activity (excluding short-term engagements less than a year) that would or could realistically be performed in-house by the
Company’s own employees and staff. Supplier is the term given to all “non-outsourcer” third parties that the Company procures services or products
from.

The Company outsources certain services to affiliated Royal London Group companies and, separately, to third party suppliers.

1 “Domestic Actuarial Regime and Related Governance Requirements under Solvency I1”, first published by the CBI in 2015, subsequently amended
in 2018.
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The Group carries out certain activities in connection with the Company’s business, procured either through intra-group outsourcing agreements or
intra-group service agreements. RLAM provides asset management services to the Company while the services outsourced to RLMS include the
Company’s Internal Audit Function, certain Actuarial, Finance, Tax, Legal and HR support services, and certain technology systems and supporting
services.

As documented in the Company’s Outsourcing and Supplier Management Policy (see section B.7.2), the Company has adopted a standardised
framework that is in line with CBI and Solvency Il requirements, with the objective of establishing effective oversight and management of all
outsourcer and material supplier contracts. As part of this framework, all outsourced services are assessed against consistent criteria to determine
the materiality of the service or product being procured. The materiality score categorises the criticality and importance of the service or product
being procured to ensure that the appropriate levels of governance and control are applied. There are four tiers of which Tier 1 represents the highest
level of risk to the Company. All products and services categorised as Tier 1 or Tier 2 (referred to as “material” outsourcers or suppliers) are subject
to enhanced levels of approval, governance and controls.

The Company’s material external outsourcers and suppliers cover the following activities: investment management, back office policy administration
covering the German Bonds business, the Company’s Head of Actuarial Function, other actuarial services, and IT infrastructure, application support
and maintenance. These partners have scaled and common processes, often across multiple clients, which provide several benefits for the Company.
These include minimising fixed costs as policies run off and improving the technology used within the Company’s administrative capability. Whilst
processing or specialist work is undertaken by these organisations, which is an effective use of Company resources, the Company remains fully
responsible for the oversight, management and performance of the outsourced activity. Oversight of the outsource partners are retained in-house,
ensuring the Company retains full control over the core capabilities necessary to manage its business objectives effectively.

The following is a list of the outsourcer and supplier arrangements within the Company deemed material under the Company’s Outsourcing and
Supplier Management Policy and the jurisdiction in which the providers of those arrangements are incorporated.

Description of services Service provider company name Jurisdiction
Head of Actuarial Function Deloitte Ireland LLP Ireland
Underwriting software and associated hosting UnderwriteMe UK
Underwriting support Capita UK
Website build and maintenance Lunar Technologies Limited (trading as “Money Advice”) Ireland
Policy administration RL360° Management Services Limited Isle of Man
Information Technology iPipeline/TCP Limited UK

Chief Medical Officer services / Medical examinations Medmark Ireland
Nurse medical examinations MDG Medicals Direct Screening UK
Information Technology Informa Ireland
Postage & legacy premium payment service An Post Ireland
Actuarial Services Intra-Group contract UK
Information Technology, incl. IT Security Intra-Group contract UK
Financial Reporting Services Intra-Group contract UK

HR Intra-Group contract UK

The objective of the outsourcing within the Company is to delegate third parties to carry out specific activities when one or more of the following
reasons is met:

e  Thereis a lack of resources — people and/or infrastructure — to carry out a specific activity.

. The outsourcing leads to a gain of external know-how.

. A decision is taken to outsource certain activities for a strategic reason (i.e. speed the time to market).
. The outsourcing can lead to a reduction of operating costs (i.e. economic reasons).

. The outsourcing can lead to a desired reduction of risk.
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B.7.2 Outsourcing and Supplier Management Policy
The Board has approved an Outsourcing and Supplier Management Policy in relation to its outsourced activities which applies to the management of
all outsourcers and suppliers across the Company.

The purpose of the policy is to ensure a robust and consistent governance framework and to ensure that the Company is effectively managing its
material relationships in a manner that minimises risk and cost and maximises value to the Company and its policyholders. It supports the Company
in meeting its outsourcing risk appetite by providing a standardised framework for the oversight and monitoring of supplier performance across the
following three key areas:

. Contract governance.
. Risk management.
. Business continuity.

The policy establishes standards that the business must comply with to mitigate the risk of entering into inappropriate outsourced contracts and to
implement sufficient controls to ensure risk is managed throughout the lifecycle of the arrangement. The policy requirements include key controls
that have been designed to satisfy CBI requirements and SlI regulations. The Relationship Owners for all material outsourcers or suppliers are
accountable for ensuring that these controls are effectively implemented. They must provide evidence to support the attestation of compliance with
the policy on an annual basis.

The level of governance and oversight applied to outsourcing arrangements will depend on the materiality of the contract. An Outsourcer and Supplier
Materiality Assessment (“Segmentation Exercise”) has been developed to ascertain the materiality score of the procurement in order to determine
the minimum requirements applicable to the arrangement. The segmentation tool scores the Company’s outsourcers and suppliers against a set of
criteria across spend, value generation, risk and business criticality criteria. The outputs of the exercise determine the level of governance and controls
required to manage each outsourcer or supplier relationship to maximise service quality and continuity, while generating strong value and mitigating
risk to the Company, with the outsourcers and suppliers being categories into four tiers. Tier 1 and Tier 2 relationships are those outsourcers or
suppliers deemed to have a high risk profile, high spend and/or who are deemed critical to our business and require full compliance to the policy.
The impact of any loss of provision from these outsourcers or suppliers would be significant to the Company and its customers.

The segmentation exercise is undertaken at the start of the sourcing cycle before the Company enters into a new tender exercise, in the event of a
change to the arrangement/contract and on an annual basis thereafter.

In the event of a proposal to enter into an outsourcing arrangement deemed on the grounds of materiality to be of a critical or important function
(Tier 1 or Tier 2), at least six weeks’ notice prior to the contract’s commencement must be provided to the CBI by the Company’s Head of Compliance.

In summary, the Outsourcing and Supplier Management Policy:

e sets out a standardised framework for the oversight and management of all Tier 1 and Tier 2 outsourcer and supplier arrangements that
is in line with CBI & Solvency Il requirements.

. provides guidance to Relationship Owners on how to implement the key controls effectively and achieve adherence to the policy.

. contributes to safeguarding the Company’s operations from third party risk and ensuring that customers and policyholders are protected
from potential detriment.

Intra-group outsourcing arrangements

As a subsidiary of RLMIS, the Company leverages the extensive expertise and infrastructure of the Royal London Group for the purpose of carrying
out its business. This results in the Group carrying out certain activities in connection with the Company’s business, procured either through intra-
group outsourcing agreements or intra-group service agreements.

The following companies, considered ‘intra-group outsourcers’ pursuant to the Solvency Il regulations, provide services for the Company:

. RLAM - provision of asset management services to the Company;
. Royal London Management Services (“RLMS”) — provision of systems, administration and reporting services to the Company.

The services outsourced to RLMS include the Company’s Internal Audit Function, certain Actuarial, Finance, Tax, Legal and HR support services, and
certain technology systems and supporting services.

Consistent standards are applied to all outsourcing arrangements. In the case of intra-group outsourcing (i.e. where the service provider is a separate

legal entity within the Royal London Group) the Outsourcing and Supplier Management Policy is applied and adhered to in the same manner as with
the Company’s other external outsourcers.
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B.8 Adequacy of the governance structure
The Company monitors and assesses its system of governance on an ongoing basis as described in the above sections.

There have been no significant findings in relation to the system of governance either through the RCSA or in internal audit reports during the
reporting period. However, as noted in section B.1,3, following a review of the risk governance structure conducted by the Board Risk Committee, it
was decided that the roles of CRO and Head of Compliance would be carried out by separate individuals. The previously consolidated Risk and
Compliance Team has also been restructured, so that Risk and Compliance now operate as two standalone independent functions, both performing
within the second line of defence. These changes were implemented in Q4 2020.

As the Company commenced trading on 1 January 2019, it is also worth noting that the first certification by the Board of its compliance with the
relevant provisions of the Corporate Governance Requirements for Insurance Undertakings 2015 was made in April 2020.

B.9 Any other information
While the Board is responsible for oversight, the Company monitors and assesses its system of governance on an ongoing basis as described in the
above sections.

There is no other material information on the system of governance to be disclosed over and above that already described in the above sections.
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C. Risk Profile

Plain English introduction

Managing risk is fundamental to the business activities, in order to protect and deliver to policyholders. We have a system in place to identify, manage,
monitor and report risks, supported by risk tools and processes such as contingency planning, escalation of events, assessing scenarios and reverse
stress tests.

In this section we describe our risk profile, including separately for each category of risk:
° risk exposure;

L] risk concentration;

° risk mitigation; and

(] risk sensitivity.

General information on the risk profile

As a financial service provider, the Company is in the business of underwriting and managing risks. The Company has a set of risk preferences which
define the types of risk the Company views as being desirable, neutral or undesirable. This forms the direction of the Company’s RMS and control
approach. The system is designed to manage and mitigate the risks of failure to achieve business objectives, so that the Company is well capitalised.

The Company is exposed to a range of financial, demographic and operational risks through its business operations. With the current profile of
business, including mitigation techniques, the Company’s main residual risks are insurance and operational risks, with limited market and
counterparty default risk. The material risks faced by the Company are:

° Underwriting risk*;

° Market risk;

° Credit risk;

° Liquidity risk;

e  Operational risk; and

e Other material risks, including strategic, medium term planning and emerging risks.
*The Company uses the terms ‘insurance risk’ and ‘underwriting risk’ interchangeably throughout section C.

Stress and scenario testing — overview
The Company conducts a range of sensitivity analysis and stress and scenario testing to help it understand its risk profile and assess and manage its
risks. This is a key element of the Company’s RMS, as well as being a regulatory requirement.

Stress and scenario testing in various forms is carried out on a regular basis as part of business as usual and in response to specific regulatory initiatives
and can involve either:

° straightforward stress tests/sensitivity analysis: analyses of the sensitivity of financial and operational metrics and the risk profile to
discrete changes in market values or demographic experience; or

° scenarios that involve a combination of changes in economic parameters or that concentrate on specific operational, non-market and/or
market risks.

Stress testing is embedded in the planning process of the Company and is applied to the base case five-year Business Plan. Rigorous stress testing
exercises are carried out to assess the impact of a range of adverse scenarios with different probabilities and severities. These are provided as input
into the ORSA and are used to inform strategic planning. This allows senior management and the Board to assess the base case plan in adverse
circumstances and to adjust strategies and propose mitigating actions if the plan does not meet risk appetite in a stressed scenario.

The following types of sensitivity analysis and stress and scenario activities were carried out during 2020:

° Sensitivity analysis, stress tests or scenarios;
° Broad-based scenarios (covering multiple events and/or a sequence of events);

° Recovery plans; and
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o Reverse stress tests.

The undiversified components of the SCR calculation as at 315t December 2020 are presented below.

Undiversified SCR
Section SCR components

Risk profile reference (€000, undiversified) %
Life Underwriting risk C.1 58,876 67%
Health Underwriting risk C.1 7,104 8%
Market risk C.2 9,588 11%
Credit counterparty risk C3 7,657 9%
Operational risk C.5 4,030 5%
Other risks C.6 - 0%
Total 87,255 100%

Sections C.1 to C.6 set out a description of the material risks that the Company is exposed to. This includes the risk concentrations, risk mitigation
techniques and sensitivity analysis for each material risk.

The diagram below shows the breakdown of the SCR components by risk category, before diversification.

Solvency Capital Requirement (SCR) components before
diversification as at 31 December 2020

B 5% (2019: 4%)
W 11% (201%: 12%)

W 3% (201%: 8%)
B 9% (201%: 11%)

m Market risk
W Counterparty defanlt risk
O Life und erwriting risk

W Health underwriting risk
O 7% (2019: 64%) op e
[ Uperational ri

C.1 Underwriting risk

The Company defines insurance risk as 'the inherent uncertainties as to the occurrence, amount and timing of insurance liabilities'. The exposure of
the Company depends to a significant extent on the value of claims to be paid in the future, relative to the assets accumulated to meet the liability
at the date of claim. Insurance risk within the Company principally arises in relation to:

° changes in persistency, longevity, mortality, morbidity or expenses;
° inappropriate product design, pricing or selling; and
° erroneous interpretation of experience or assumptions.
Insurance risk within the Company arises primarily in relation to its strategy to write life assurance products. The Company’s policy is to seek certain

types of insurance risk in order to deliver good returns for its policyholders and shareholders by utilising its capital resources and technical skills in
underwriting, pricing and managing those risks.
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C.1.1 Insurance risk exposure
The following chart illustrates the components of the Company’s Insurance Risk modules, calculated using the Standard Formula, as at 315t
December 2020, before diversification between risks.

Components of Insurance Risk as at 31 December 2020
0% (2019: 1%)

22% (2019: 20%)

Bl Longevity

W Mortality & morbidity
9% (2019: 8%)
M Expenses

69% (2019: 71%) O Pessistency

Of these, persistency is the most significant risk, particularly the exposure to the risk of mass lapse.

Material changes to the risk profile over the reporting period

The Company’s risk profile did not change materially during the year. Persistency and expense risk tend to scale with volume, so it would be
anticipated to increase as the Company writes new business faster than the in-force book runs off. During the reporting period there have been no
new products that have a substantially different risk profile to the existing book and no material changes have been made to the Company’s
reinsurance strategy or its underwriting standards. However, the Company launched a new service enhancement, Instant Temporary Life Cover
(“Instant TLC”), on all products with Life Cover on 1 October 2020. Instant TLC provides cover to customers during the application and underwriting
process, subject to meeting certain criteria. The Company also made changes to the application form and underwriting acceptance limits with effect
from mid-April 2020 to take account of considerations for COVID-19. All changes and positions remain under regular review by the Head of
Underwriting, and also with reinsurers.

C.1.2 Measures used to assess the risk profile
Insurance sub-risks are assessed and monitored using a combination of measures. For example, the Company calculates its capital requirements by
looking at its insurance liabilities’ sensitivity to changes in key insurance assumptions (primarily persistency, mortality and expenses).

The primary measures are the impacts on:

° Regulatory liabilities (e.g. those in Solvency Il annual returns).
° Regulatory capital (e.g. the calculation of required capital amounts under Solvency ).
e  The profitability of new business (e.g. changes due to new business mix and volume).

. Lapse, demographic and expense experience analyses looking at how actual experience is comparing to the assumptions used.
A regular assessment is performed on the insurance risk exposure of the Company across the following categories:

. Demographic experience;
° Claims control;

° Underwriting;

. Reinsurance; and

. Product pricing.
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The demographic experience is used to support proposals for changes to valuation bases and pricing bases.

C.1.3 Insurance risk concentration

The Company writes appreciable quantities of a wide range of life protection business. These products are distributed to customers in Ireland through
the intermediary channel (comprised of Financial Brokers). The business is well distributed across a number of brokers, which limits the Company’s
exposure to individual brokers greatly. The Company regularly reviews its business performance by broker, with the objectives of capturing and
managing any eventual churning behaviour. As the Company has written most of its business in Ireland, its performance is sensitive to demographic
and economic changes arising in Ireland. However, this risk is spread across all geographical jurisdictions of the country.

A concentration of credit risk can arise through the Company’s reinsurance arrangements where the Company has a large exposure to a single
counterparty. The most material concentration of insurance risk relates to the Company’s counterparty risk exposure to RLMIS through the
reinsurance to the RLMIS funds of the business in the Liver and German Bond funds. This reinsurance is supported by a collateral arrangement, by
which RLMIS is obligated to post assets, of a defined quality and to a defined frequency, to a custodian to secure its reinsurance obligations.

The Company’s approach to concentration risk is implicit in its approach to managing insurance risk and is set out in its Risk Appetite Framework; in
summary, the Company seeks to mitigate the risk of excess concentrations of risk through the use of reinsurance, portfolio analysis and risk limits.

C.1.4 Management and mitigation of insurance risk

As an insurance company, we believe we should manage these risks and indeed policyholders and customers expect us to do so as well. Insurance
risks are managed through the following mechanisms:

e The use of the Company’s Insurance Risk, Reinsurance and Proposition Development and Approval Process Policies to provide guidelines
around the identification, measurement and assessment, management, monitoring and reporting of insurance risks.

e  The consideration of, and statements relating to, insurance risk within the Company’s Risk Appetite Framework (“RAF”).

e  Regular monitoring of agreed risk metrics is undertaken to provide an early warning of when the Company may be approaching
insurance risk appetite limits.

e  The establishment and maintenance of a reinsurance strategy to mitigate exposures to insurance risks.
° Control over product design, pricing and selling.

° Regular assessment of assumptions, underwriting strategy and actuarial models.

The effectiveness of these risk-mitigation techniques is also monitored through the Company’s Insurance Risk Policy review process. The policy
provides guidelines around the management approach, governance arrangements and the minimum standards to be adhered to within the Company
for managing insurance risks. The Policy Owner must make sure that the policy is reviewed and implemented appropriately within the Company. The
Board Risk Committee is responsible for maintaining and reviewing the policy on an annual basis and recommending changes, where so identified,
to the Board for consideration and approval.

Reinsurance is used to mitigate insurance risk exposures in excess of risk appetite. The Company has formed relationships with large reinsurers active
in the Irish market. As noted in section C.1.3. above, the liabilities of the Company’s closed funds are fully reinsured to RLMIS.

Reinsurance is covered by the Company’s Reinsurance Policy, which sets out the principles against which the Company’s current reinsurance
arrangements and any new transactions under consideration are assessed. The Company monitors the effectiveness of its reinsurance arrangements
through the management of:

° Credit counterparty risk: covering limits on uncollateralised exposure to reinsurance entities or groups as well as current and prospective
reinsurers meeting minimum financial strength criteria.

e  Contracts in existence: covering contractual amendments, the adherence to exiting treaties and the production of reinsurance Ml. In
relation to the management of existing contracts, the Company benefits from having experienced professionals who have worked for
both insurers and reinsurers.

° New reinsurance transactions: covering the governance of approving all new reinsurance contracts, the type and rationale for entering
into an arrangement, whether to facilitate competitive new business pricing and/or more efficient capital usage or extract value on
existing business either through reducing reserves and/or reducing risks on the Company’s balance sheet.
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C.1.5 Insurance risk sensitivities

The SCR, solvency surplus and capital cover ratio are sensitive to changes in both economic and non-economic assumptions. The Company routinely
assesses the sensitivity of its SCR to changes in various insurance risks. Liabilities are recalculated by changing each assumption in isolation. The
Company considers the impact of a number of insurance risk scenarios on the SCR.

The results of the sensitivities are illustrated below.

Impact on Impact on
Risk type Assumption Solvency surplus Capital Coverage Ratio
(€m) (%)
Mortality 15% increase in mortality rates (7) (2)
Mortality catastrophe 25% increase in mortality rates (11) (3)
Persistency 25% increase in lapse rates 7 20
Expense 25% increase to all expenses (10) (11)

The results of the analysis show that the Company’s Open Fund is particularly sensitive to changes in lapse rates relative to best estimate assumptions.

C.2 Market risk

The Company defines market risk as the risk that arises where fluctuations in values of, or income from, assets, interest rates, foreign currency
exchange rates or other market prices, cause a divergence in the value of the Company’s assets and liabilities. The risk arises, in particular, where the
impact of a market change impacts differently on the value of assets from the effect on liabilities. Where policy benefits are linked to the value of
investments, the majority of this risk rests with the customer.

The Company aims to deliver good long-term investment performance, subject to an appropriate return on capital.

C.2.1 Market risk exposure
The Company’s exposure to market risk, though not overly significant, arises mainly from interest rate (driving fluctuations in the value of liabilities),
inflation and credit spread risks.

The Company’s investment strategy currently confines the scope of investments to cash and high-grade government and corporate bonds, all of
which are Euro denominated. This reflects the liquidity requirements of the Company and results in limited market risk.

Given the Company’s investment strategy, exposure to credit spread risk in relation to investment activity is limited, as the Company is primarily
investing in highly rated corporate and sovereign debt and placing cash or deposits with banks.

The following chart illustrates the components of the Company’s Market Risk module, calculated using the Standard Formula, as at 315t December
2020, before diversification between risks.

Market risk exposure as at 31 December 2020

B Interest rate

B Equity
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B Currency
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C.2.2 Measures used to assess the risk profile

The Company assesses market risk through the application of its Risk Management System (outlined in Section B.3) and in accordance with the
relevant regulatory requirements. Sensitivity testing and scenario analysis are used to assess the impact on these measures of movements in interest
rates and other variables in isolation and in combination.

The principal techniques employed are the establishment of asset allocation and performance benchmarks consistent with the Company’s risk
appetite and asset-liability matching approach. This balances the risks relating to the Company’s liabilities against the risks inherent in its backing
assets and the capital available.

C.2.3 Market risk concentrations
The Company’s liabilities are almost exclusively dominated in Euro. However, the Company has some exposure to currency risk and UK expense
inflation, through the costs of services procured from RLMS, and other UK-based third party suppliers, which are paid in GBP.

The investment strategy of the Company confines the scope of investments to cash and high-grade government securities, with a small exposure to
high grade corporate bonds, all of which are Euro denominated. Accordingly, the market risks to which the Company is exposed are limited and
confined to interest rate risk, driving fluctuations in the value of liabilities.

C.2.4 Management and mitigation of market risk
The Company manages market risk through the application of its Risk Management System (outlined above in section B.3) and in accordance with

the relevant regulatory requirements.

The asset-liability management requirements of the Company are relatively simple as, firstly, the Company’s Open Fund consists mainly of protection
liabilities with stable average duration and, secondly, the liabilities of the Company’s closed funds are reinsured to RLMIS.

The Company does not currently make use of derivatives for the purpose of mitigating market risk or for any other purpose.

Risk type Description

Equity/Property risk The Company currently has no direct exposure to equity or property risk.

Interest rate risk The Company manages interest rate risk using performance benchmarks with appropriate durations as defined in the IMA
with the Company’s asset manager, RLAM. Exposure to interest rate risk is also managed through both product design,
pricing and investment techniques and is monitored using scenario and stress testing.

Inflation risk The only material inflation risk to which the Company is exposed is expense inflation risk. The Company seeks to minimise
the risk through strong expense controls and monitoring.

Currency risk All of the Company’s assets are denominated in Euro. However, the Company has accepted, without mitigation, some
exposure to currency risk and UK expense inflation, through the costs of services procured via work order from RLMS, and
from other UK-based third party suppliers, which are paid in GBP.

The Board Risk Committee monitors the effectiveness of the various processes in place to manage market risk, in particular by reviewing the
continuing appropriateness of the investment strategy and of the asset allocation benchmarks.

C.2.5 Market risk sensitivities

The SCR, solvency surplus and capital cover ratio are sensitive to changes in both economic and non-economic assumptions. The Company routinely
assesses the sensitivity of its best estimate liability (“BEL”) to changes in various market risks. As the assets held by RLI DAC are primarily cash and
high-rated government bonds (with a small allocation to high-rated corporate bonds), the most relevant market risk is interest rate risk driving
fluctuations in the value of the Company’s liabilities (lower interest rates result in a lower discount rate and thus increase the present value of our
insurance liabilities). The following table shows the impact on the solvency surplus and capital cover ratio from changes in interest rates. The
sensitivity is performed with all other variables held constant.

Impact on Impact on
Risk type Assumption Solvency surplus Capital Coverage Ratio
(€m) (%)
100bps rise in interest rate (parallel shift) 11 12
Interest rate 100bps fall in interest rate (parallel shift) (21) (25)
Bond spread n/a - -
Equity n/a - -
Property n/a - -

33



System of governance

C - Risk profile  m— —

C. Risk profile (continued) Appendices

Ml provided to the Board includes the sensitivity of surplus capital to changes in interest rates.

The ORSA includes the impact on the Company’s operating profit and capital of favourable and adverse economic scenarios that are set by the Board
Risk Committee and the Risk and Actuarial Functions (with input from the RLAM economist). This includes a combination of stresses to government
yields, inflation, growth and credit spreads. The adverse scenario has shown lower overall levels of profit than the base and the favourable scenarios
showing marginally higher levels of profit. The scenario results do not take into account management actions that would be taken to adjust the
Company’s strategy and mitigate the reduction in profitability in the downside scenario.

The results show that the business is not materially affected by the various economic scenarios, largely because protection business is not particularly
interest rate sensitive and the investment strategy is conservative. However, should general economic impacts affect demand for life protection
products, there may be a second order impact of reduced new business volumes. In the short-term this is not impactful (writing less new business is
beneficial to the Company’s solvency ratio) to the balance sheet, but in the long-term profitability is reduced.

C.3 Credit counterparty risk

The Company defines credit counterparty risk as the risk of loss if another party is unable to meet its contractual obligations, fails to perform its
financial obligations or fails to perform them in a timely fashion. Exposure to credit risk may arise in connection with a single transaction or an
aggregation of transactions (not necessarily of the same type) with a single counterparty.

C.3.1 Credit risk exposure and material changes over the reporting period

The Company’s material counterparty exposures arise principally from its reinsurance and asset-investment activities. The nature of the Company’s
business, and the reinsurance arrangements in place, mean that credit counterparty risk in respect of third-party reinsurers is a material proportion
of overall credit counterparty risk. The Company’s exposure to credit counterparty risk in respect of investments can be considered non-significant
given the predominant allocation of assets to cash or high-grade government securities. Furthermore, the inherent diversification within the
Company’s investment in a corporate bond fund reduces credit counterparty risk concentration. Even though the Company does not actively seek
credit counterparty risk, the exposure to reinsurance is accepted as a residual risk arising from strategies employed to reduce other risks (i.e.
insurance risk).

The Company’s most significant credit counterparty exposure is its exposure to RLMIS through the reinsurance of the business in the Liver Fund and
German Bond Fund to RLMIS funds. This reinsurance is supported by a collateral arrangement, by which RLMIS is obligated to post assets, of a defined
quality and to a defined frequency, to a custodian, to secure its reinsurance obligations.

There is further counterparty exposure to suppliers and service providers (primarily to financial advisors in respect of unearned commission paid to
financial advisers), but these are not deemed to be material in the context of the Company’s balance sheet.

There were no material changes to the Company’s exposure to credit counterparty risk during 2020.

C.3.2 Measures used to assess the risk profile

Credit counterparty risks are assessed and monitored using a combination of measures. The primary measure is the gross amount of the exposure
with no allowance made for any expected recoveries in the event of default. The Company monitors exposure to reinsurance counterparties on a
quarterly basis. The effect of reserve movements in the event of reinsurer default is the primary measure monitored.

While ratings provided by external agencies such as Standard & Poor’s and Moody’s are considered when setting limits to individual counterparties,
expert investment advice is also taken into account. The credit rating of the counterparty, based on available ratings from external rating agencies
coupled with an internal view of the credit rating, is also used to assess the risks. Further due diligence of counterparties is carried out where deemed
advisable in order to assess the risk with more confidence.

The Company also assesses the risk based on its capital requirements for such risk, using the standard formula calculations. No simplifications allowed
in the Delegated Acts are used when calculating this risk-module.

Exposure to credit counterparty risk to intermediaries in respect of indemnity commission is monitored via the RCSA process and an associated
internal control framework is defined in its respect.
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C.3.3 Credit counterparty risk concentrations
The material credit counterparty risk exposures to which the Company is subject through direct holdings are as follows:

Concentration Description

Eurozone corporate debt The assets backing the business of the Company are low risk in nature, predominantly cash, with a small exposure to
corporate bonds, all denominated in Euros.

HSBC HSBC acts as custodian for the Company’s investment assets and cash deposits. The latter are subject to credit risk in the
event of default by HSBC.

AIB AIB are the Company’s bankers, with which Royal London holds several bank accounts. These accounts are used for
operational purposes, for example for lodging premiums and paying claims and expenses. Cash balances on these accounts
are kept to a minimum; cash in excess of short-term liquidity needs is regularly transferred to HSBC.

Reinsurance arrangements  Even though the Company does not actively seek credit counterparty risk, the exposure to reinsurance is accepted as a
residual risk arising from strategies employed to reduce other risks. The nature of the Company’s business, and the
reinsurance arrangements in place, mean that credit counterparty risk in respect of reinsurers is a material proportion of
overall credit counterparty risk.

The most material concentration of insurance risk relates to the Company’s counterparty risk exposure to RLMIS through
the reinsurance of the business in the Liver and German Bond funds. However, this reinsurance is supported by a collateral
arrangement, which greatly reduces this credit counterparty risk exposure.

The failure of a reinsurer would be material in terms of the level of disruption whilst alternative cover is put in place, which
could be difficult if the failure took place in the context of wider market disruption. The impact incurred by the Company in
this event would be the loss of the offset to the technical provisions in respect of the counterparty, but the level of
immediate monetary loss would be limited to any outstanding claims at the point of the failure.

In each case of exposure to credit counterparty risk, the risk of loss is perceived to be extremely low due to the collateral arrangements and in view
of the external ratings, supported by internal analysis. All exposures are consistent with the Company’s business model, strategy, risk appetite and
limits. Minor breaches occur from time to time, which are reviewed and decisions taken as to corrective action or to accept the position.

C.3.4 Management and mitigation of credit counterparty risk
Exposures to individual counterparties are measured and monitored regularly, at least on a quarterly basis.

In order to minimise its exposure to credit counterparty risk, the Company invests primarily in higher graded assets, rated BBB or above. Direct
investment in deposits or cash is limited to counterparties with a long-term rating of A- or equivalent from Standard & Poor’s, Moody’s or Fitch. A
hierarchy of Standard & Poor’s, Moody’s and then Fitch is applied when rating each holding of the Company’s portfolio. Similarly, reinsurance
counterparties should be rated at least A- or, if unrated, be supported by a guarantee provided by similarly rated counterparty.

The Company mitigates its exposure to credit counterparty risk in respect of its reinsurance arrangements through:

° limiting and monitoring of its exposure to third party counterparties to defined limits;
e frequency of defined settlement periods;
e  collateralisation framework agreements; and

° limits in respect of exposures to exo-Group reinsurance counterparties defined with reference to credit rating, as per the Company’s
Reinsurance Policy.

The Credit Counterparty Risk Policy sets out various high-level requirements relating to the identification, measurement, management, monitoring,
reporting and documentation of credit counterparty risk. The policy is supported by a guidance document that indicates ‘what good looks like’ and
provides examples of the type of evidence that would support compliance with the policy requirements.

C.3.5 Credit risk sensitivities

The main method used to assess sensitivity to credit counterparty risk is scenario analysis whereby a counterparty (to which there is a large exposure)
defaults on its obligations. The Company has a significant counterparty exposure to RLMIS. However, this exposure is mitigated by a collateral
arrangement.
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C.4  Liquidity risk
The Company defines liquidity risk as the risk that the Company, though solvent, either does not have sufficient financial resources available to enable
it to meet its obligations as they fall due, or can secure them only at excessive cost.

C.4.1 Liquidity risk exposure and material changes over the reporting period

Liquidity risk within the Company arises mainly in relation to short-term cash-flows, generally within the following 12 months, but also arises from
the longer-term matching of assets and liabilities. The Company has limited exposure to liquidity risk due to its investment strategy, which maintains
a significant proportion of assets invested in cash or cash equivalents. The Company recognises that extreme liquidity issues could have a serious
impact on the Company and maintaining enough liquid assets even in extreme but foreseeable circumstances is a key target for sustainability.

The longer-term matching of assets and liabilities is covered within market risk in section C.2. As a result of the policies and procedures in place for
managing its exposure to liquidity risk, the Company considers the residual liquidity risk arising from its activities to be well controlled.

C.4.2 Measures used to assess the risk profile

The Company maintains a framework to monitor the Liquidity Coverage Ratio (“LCR”) over time and defines triggers whereby, should the LCR be
projected to be below defined limits, actions are to be initiated to remediate the coverage level. Should monitoring find that the LCR falls below this
target percentage, a review of the investment asset allocation would take place with the purpose of restoring the Company’s LCR to a level
comfortably above the defined target. The Company’s LCR is calculated, based on available liquidity and stressed cash outflows, and is used to set
the Company’s investment allocation as appropriate between cash and highly liquid government or corporate bonds.

Liquidity is monitored on at least a monthly basis. The risk metrics monitored are based on a combination of LCRs and whether any minimum cash
limits required under the Investment Management Agreement (“IMA”) have been breached. The LCR is a ratio that compares the assets that are
available to be realised for cash by the end of the following business day with projected stressed gross outgoings. A series of six monthly projections
of claims, commission and expenses is used to represent net of reinsurance outgoings and a 22% stress is then applied to the six monthly projections,
with a target LCR calculation of 125%.

C.4.3 Liquidity risk concentrations

Generally, the Company is not exposed to material concentrations of residual liquidity risk. There is concentration of liquidity risk through the
Company’s reliance on AIB, to process payments to its customers, suppliers and employees and on HSBC, as custodian. If either were to fail or have
a major IT problem, then the Company may not be able to meet its obligations as they fall due for a period.

C.4.4 Management and mitigation of liquidity risk

The Company believes that its liquidity risk is managed effectively through the frameworks adopted and through a prudent approach to liquidity risk.
The majority of liquidity risks are managed by maintaining appropriate liquidity within investment portfolios. The Company’s liquidity management
process includes:

° Maintaining forecasts of cash requirements and adjusting investment management strategies as appropriate to meet these requirements.

° Holding sufficient assets in investments which are readily marketable in a sufficiently short timeframe to be able to settle liabilities as they
fall due.

° Setting minimum amounts of cash balances. These are set by reference to recent and expected cash outflows and include a margin above
reasonably expected amounts in order to reduce the risk.

e  Appropriate matching of the maturities of assets and liabilities.

These processes are regularly reviewed and updated to ensure their continued effectiveness. Additionally, further sensitivity testing on the LCR is
undertaken and reported on a quarterly basis.

The Company does not use risk mitigation techniques to manage liquidity risk.

C.4.5 Liquidity risk sensitivities

As noted in section C.4.2, the liquidity coverage ratio compares the assets that are available to be realised for cash by the end of the following
business day with projected stressed outgoings during a period of six months, with no allowance for any income from premiums or investments or
undertaking actions to source additional liquidity. The measure therefore allows for an element of sensitivity above the expected cash flows and the
calculated ratios still show a liquidity position well within risk appetite. The measure will provide early identification of potential issues in order to
allow more strategic actions to be assessed and implemented. Detailed sensitivities and liquidity stress scenarios are also considered as part of the
ORSA process.
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C.4.6 Expected Profit Included in Future Premiums

In line with Sll regulations, Royal London is required to report the amount of expected profit included in future premiums (“EPIFP"). This is the amount
by which liabilities are reduced due to the premiums expected to be received from the Company’s policyholders in the future. Future premiums are
included only for certain policy types, in line with requirements. Given the nature of the products and benefits offered by Royal London, the majority
of EPIFP can be recognised. The total amount of expected profit included in future premiums (“EPIFP”) as at 31t December 2020 was €91m.

C.5 Operational risk
Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems, or from external events
(excluding market events which are included in market risk in section C.2).

The aims of operational risk management are to manage operational risks in line with defined appetites and to protect both policyholders and the
Company, whilst delivering sustainable growth. The Company’s operational risk framework is the method by which operational risks are managed in
terms of setting risk appetite, evaluating key exposures, measuring risk, mitigating risk, and monitoring risks on an ongoing basis, as set out in this
section.

Each departmental area is responsible for identifying, assessing, managing, monitoring and reporting on its operational risks which may impact the
achievement of the Company’s business objectives, and for implementing and maintaining controls in accordance with the Company’s operational
risk methodology.

C.5.1 Operational risk exposure and material changes over the reporting period
The Company faces operational risks in the normal pursuit of its business objectives. The impact arising from all operational risks could be on the
Company’s policyholders, customers, people, processes and systems. The principal operational risks that the Company is exposed to are listed below.

Processing The operational risks associated with the design and execution of business processes operated in the Company.
Information Security The operational risks associated with protecting the Company’s policyholders’, customers’ and management information, and

information processing facilities, from threats.

Outsourcing and Supplier The operational risks arising from outsourcing processes to, or obtaining key goods or services from, either third party providers or
affiliated Royal London Group companies. This includes the management of the contract and/or relationships and ongoing
monitoring of the third party provider, including intra-Group service agreements.

Change Management The operational risks arising from the Company’s change management processes and programmes.

Business Continuity/ The operational risks associated with business continuity management and disaster recovery processes and plans.
Disaster Recovery

Information Technology The operational risks arising from development, delivery and maintenance activity for the Company’s IT infrastructure.

Legal and Regulatory The risk of a poor level of regulatory compliance and the materialising of breaches, which would pose a risk to the regulators’
objectives and the Company’s relationship with them.

Financial Crime The operational risks that the Company’s policyholders, customers or assets are subject to any kind of criminal conduct relating to
money, data or to financial services.

People The operational risks associated with the Company’s processes to attract and retain capable people and provide an appropriate
customer-based culture.

Risk management focus throughout Q2 and Q3 2020 was on analyzing the impact on the control environment from operating model changes
implemented in response to the COVID-19 pandemic, primarily related to the move to majority staff home-working. Implementation has proven
successful, with operational continuity achieved throughout the period and no significant issues experienced. Based on its experience to date and
enhancements to the IT infrastructure, the business is comfortable it can maintain operational continuity indefinitely for as long as majority home-
working is necessary
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C.5.2 Measures used to assess the risk profile

Operational risk is managed through the Company’s RMS, as set out in section B.3. A variety of measures are used, such as: risk identification and
measurement mechanisms (including standardised scoring impact and likelihood), Key Risk Indicator thresholds aligned to its risk appetite, assessing
control effectiveness and monitoring risk events and losses by size.

The Company’s operational risks are assessed using a risk scoring system that considers the worst case occurring for each operational risk and the
likelihood of this worst case occurring within the next 12 months.

The Company records all operational risk events including actual losses, gains and near-misses. For each risk event, root cause analysis is completed,
remedial actions to improve the control environment are identified and recovery is pursued where appropriate.

Stress and scenario testing is also used to get a better understanding of the significant risks that the Company may face under extreme conditions,
including the level of capital it needs to hold to protect against these risks. These scenarios allow the Company to consider how effective controls
would be should an extreme event occur and to make improvements where necessary.

The scenarios and sensitivity are described in section C.5.5

C.5.3 Operational risk concentrations
The primary source of concentration risk for the Company’s operations is its reliance upon its material outsourcers to provide a broad range of
services to the Company. Further details of how this is managed is set out in section B.7.

C.5.4 Management and mitigation of operational risk
The Company’s Executives have primary responsibility for the management of operational risks through developing policies, procedures and controls
across the different products, activities, processes and systems under their control.

Operational risk is mitigated and managed by all areas of the Company through the following mechanisms:

° Regular monitoring of actual exposures by accountable executives and their teams compared to agreed limits, and review on an aggregated
basis by the Board Risk Committee, to ensure that operational risk remains within risk appetite;

° Operational risk details on an inherent (before controls) and residual (after controls) basis are maintained on risk and control registers, with
each departmental area being responsible for identifying, assessing, managing, monitoring and reporting on its operational risks which may
impact the achievement of the Company’s business objectives, and for implementing and maintaining controls in accordance with the
Company’s operational risk methodology. These registers and the management information reported from them are used as a basis for review
and challenge by the Company’s Executives, Risk Committees and the Board; and

e  The use of the RMS to inform on the adequacy and effectiveness of the risk management processes:
o  RCSA and control testing by management provide a view on the effectiveness of controls;

o  Key Risk Indicators, with appropriate thresholds, inform the business on the position against the Company’s appetite for the major
categories of operational risk;

o  Production of management information on risk events such as losses, near misses and breaches; and

o  An escalation process operates to ensure that the most significant risk events are brought to the attention of the Company’s
Executives in a timely manner; and

o Independent oversight and assurance is performed by Risk, Compliance and Internal Audit to assess the effectiveness of risk
mitigation activity.

Another process for monitoring the continued effectiveness of these risk-mitigation techniques is the requirement within the Company’s Operational
Risk Policy for an annual review of the policy by the Policy Owner. As the policy provides Company-wide guidelines around the identification,
assessment, mitigation, monitoring, reporting and control of insurance risks then a review will include a review of their effectiveness. The Policy
Owner must make sure that the policy is implemented appropriately within the Company.

The Company makes limited use of techniques that transfer operational risk to third parties. The main risk-mitigation technique used is to effect
insurance against some risks, particularly of loss to its buildings and contents.

Legal agreements with outsourcers transfer some risks to the outsourcers, for example those arising from errors in servicing policyholders or
customers. However, the outsourcing arrangements themselves generate different types of risk which would not otherwise exist. In order to provide

comfort around the Company’s outsourcing arrangements, the following oversight processes are in place:

° Appropriate and effective governance structures;
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e  Contractual standards which seek to drive legal and regulatory compliance;
° Effective controls to manage, monitor and govern the relationship:
o  The services provided are monitored through an agreed governance structure; suitably skilled Company resources retained
performance, and manage contractual and regulatory obligations;

o  Appropriate processes are in place to report and manage risks such as incidents, compliance monitoring, audit or other operational
or commercial risks; and

o  Before entering into an agreement, due diligence is carried out on the outsourcer; and

° In support of the Company’s outsourcing risk appetite statement, risk metrics have been developed and are used to monitor and report, to the
Regulatory and Risk Committee and to the Board Risk Committee, any concerns around operational risks related to the Company’s material
outsourcing arrangements.

C.5.5 Operational risk sensitivities
The Solvency Capital Requirement in respect of Operational Risk is a simple function, taking as inputs the Basic Solvency Capital Requirement and
the relevant expenses incurred in the last 12 months.

The Company’s ORSA process supplements the regular capital requirement assessment, through stress and scenario testing.

Scenarios are largely bottom up but can be top down. Top-down scenarios concern the analysis of a number of potentially catastrophic macro or
corporate-level events, whereas bottom up scenarios link to risks within the risk register and refer to single, but potentially severe, events. A wide
variety of operational risk scenarios are assessed providing coverage across specified risk categories. Separately, expert judgement is used to derive
the degree of interdependence between different types of operational risk.

In addition to the scenarios that are carried out to support and challenge the calculation of operational risk capital, specific scenarios are carried out
to consider the Company’s resilience to different types of operational risk. As well as regular scenario testing of how business continuity events would
be handled, there is also consideration of operational risk when constructing broad based scenarios such as a pandemic or a major change in
legislation.

The series of operational risk scenarios conducted by the Company are based on at least the following approaches:

e the failure of a key process, personnel or systems; and

° the occurrence of external events.
Two specific scenarios have been conducted over 2020 whereby a significant operational event would require the invocation of the business
continuity plan. The two “worst-case” business continuity scenarios, for which the business continuity plan was developed to provide substantial

mitigation, have been examined for their potential impact on the Company’s balance sheet.

These scenarios allow the Company to consider how effective controls would be should an extreme event occur and to make improvements where
necessary..
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C.6  Other material risks
C.6.1 Other material risk exposure and material changes over the reporting period
The following table describes the other material risks faced by the Company.

Risk Description

Strategic Risk Risks that arise from the Company’s choice of strategy or its strategic objectives including the risk to business plans (including
budgets and resource allocations), which potentially prevent the firm from achieving the business objectives specific to its area in
the medium-term.

Business Plan Execution Risk  Risks to business plans (including budgets and resource allocations) that potentially prevent the firm from achieving its business
objectives.

Emerging Risk Newly developing or changing risks that are difficult to quantify and which may have a major impact on the Company. Typically,
these risks will arise from the external environment and will be as a result of changes that are technological, economic,
environmental or geopolitical in nature.

During 2020 there were no material changes to the risk profiles for strategic and Business Plan execution risks.

Emerging risks and uncertainties for the Company associated with Brexit have been subject to close scrutiny during the year and continue to be
monitored, to respond to ongoing developments as they occur, particularly in relation to regulation and legislation. While the agreement of the Trade
and Cooperation Agreement (“TCA”) between the UK and EU removed the risk of immediate regulatory divergence in some areas, as well as the
removal of the wider risk of economic turmoil that may have been caused by a reversion to WTO trading rules, there remain macro uncertainties to
which the Company is exposed relating to developments in UK-EU trade negotiations. The Company is confident that there will be no significant
impact to its operations or capital strength. Although we do not believe that the outcome of the post-Brexit trade agreements between the EU and
the UK will have a significant operational impact on the Company, the influence that it will have on the Irish economy, and potential second-order
impact on the Life Protection market in which we compete, remains uncertain and requires careful monitoring, particularly over the coming months.

The spread of COVID-19 was declared a global pandemic by the World Health Organisation on 11 March 2020. In response, the Company invoked its
Business Continuity Plan and has since been following Irish Government and health care advice, enabling home working for employees where
possible, with minimum disruption to broker and customer services. The Board are kept appraised by Management in relation to the impact
assessment and active monitoring of the potential impacts of the pandemic on the Company’s operations, insurance risks, asset values, liquidity and
solvency.

The COVID-19 pandemic has created economic uncertainty and turbulence (and potential for further turbulence) in financial markets. The evolution
of the virus and administering of a vaccine are key sources of uncertainty, as are behavioural changes among consumers and businesses. The emerging
COVID-19 impacts and prevention measures could affect the Company’s financial position, profitability, operations and ability to deliver for its
customers. Impacts could include:

. changes in consumer behaviours resulting in lower business volumes and profitability;

. potential demographic shifts (e.g. changing nature of employment) resulting in changes in social policy;
e  disruption to operations and change delivery leading to operational loss and/or reputational damage;
. further increases in mortality and persistency; and

e the length of time to recover prolonging market volatility coupled with uncertainty around Brexit

Although there has been some recovery in the markets affected, given the inherent uncertainties and that significant market volatility remains, it is
not possible to quantify the financial impact of COVID-19 on the insurance industry, including the Company’s future financial performance, assets
and liabilities. At the date of this report, there is no significant disruption to the Company’s operations and the Company’s financial position remains
strong in the context of the Company’s solvency capital requirement, including target buffer. We have identified the Company’s main exposures that
might be negatively impacted; however, the extent of the impact will depend on the ultimate duration and severity of the pandemic, the economic
impact of its concomitant containment measures, and the speed of the economic recovery afterwards. We will continue to monitor the situation and
take appropriate action. However, we do not expect this to impact the Company’s ability to satisfy regulatory solvency requirements over the period
of twelve months from the approval of this report.

The Company carries out stress and scenario testing as part of its ORSA process to better understand the impacts of unexpected events and
circumstances such as adverse economic scenarios and increases in mortality on the wider business, as well as capital. With the outbreak of COVID-
19, it was deemed appropriate to calibrate pandemic scenarios so that the resilience of the Company to such scenarios can be tested taking learnings
from COVID-19. As part of the 2020 ORSA, two pandemic scenarios tests were constructed based on adverse outcomes to key variables (or plausible
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combinations) applied to the entire balance sheet, to explore the potential capital and liquidity impact across the consolidated balance sheet. It is
also worth highlighting that the Company holds capital for mortality catastrophe events within its Standard Formula capital requirement.

During periods of market volatility, the Company increases the frequency of monitoring its capital and liquidity positions. The Company also carries
out stress and scenario testing and as part of its ORSA process it considered various mortality stress scenarios to better understand the impacts on
the wider business as well as capital. Furthermore, the Company keeps its operational resilience under regular review with plans and contingencies
in place around any potential operational impacts relating to COVID-19.

The Company has responded effectively to the external challenges presented and has assessed the control environment as it adapted its processes
and practices as a result of COVID-19. This change control activity will continue into 2021.

C.6.2 Measures used to assess the risk profile
Strategic, Business Plan execution and emerging risks are scored using the combination of impact and probability as described in section C.5.2.

C.6.3 Other material risk concentrations
There are no other material risk concentrations.

C.6.4 Management and mitigation of other material risks
The Company does not use risk mitigation techniques to mitigate other material risks.

The management of the Company’s strategic, Business Plan execution and emerging risks are managed in a similar manner to all the other risk types
that the Company faces which include:

e the use of the policy framework, guidelines, limits and authority levels. The Company’s Executives have primary responsibility for the
management of other material risks. This includes developing policies, procedures and controls across the different products, activities,
processes and systems in their area and the allocation of responsibilities;

e regular monitoring of actual exposures by accountable executives and their teams and review on an aggregated basis by the Board Risk
Committee; and

° risk details on an inherent (before controls) and residual (after controls) basis are maintained on risk and control registers. These registers
and the management information reported from them are used as a basis for review and challenge by the Company’s Executives, risk
committees and the Board.

Independent oversight and assurance is performed by Risk, Compliance and Internal Audit to assess the effectiveness of risk mitigation and
management activity.

C.6.5 Other material risk sensitivities

The methods and assumptions used for sensitivity analysis include the impact on profit of upside and downside commercial scenarios. These scenarios
consider the risks that would lead to positive and negative changes to the competitive position faced by the Company, including changes in direct
competition, re-pricing activity or changes to the regulatory landscape.

C.7 Any other information
There is no additional material information regarding risk profile to disclose in this section
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D. Valuation for solvency purposes

Plain English introduction

In this section we explain the differences between the SlI balance sheet and the Irish GAAP basis used in the preparation of our statutory financial
statements.

We also describe the methodology used for the valuation of our:

o assets (D.1);

(] technical provisions (D.2); and

(] other liabilities (D.3).

Introduction

2020 Irish GAAP to SlI balance sheet reconciliation
Differences between an Irish GAAP and Sl balance sheet can be summarised into one of the following two categories:

Sl presentation adjustments: Under the Sl rules, certain assets and liabilities are categorised differently from their classification under Irish GAAP.
Presentation adjustments, therefore, align the Irish GAAP balance sheet in the Company’s 2020 financial statements to the prescribed format of the
Sll balance sheet.

Valuation differences: The SlI rules require that assets and liabilities are valued for solvency purposes at fair value, unless a specific rule requires
otherwise. Fair value is essentially what we would receive if we sold an asset or what we would have to pay to settle a liability in an arm’s length
transaction between willing parties. This is equivalent to the Irish GAAP fair value and therefore the majority of assets and liabilities are held at the
same value on the Irish GAAP and Sll balance sheets. Where there are differences in valuation between the Irish GAAP and SlI values, a description
of the valuation differences is presented in sections D.1 (assets), D.2 (technical provisions) and D.3 (other liabilities).

The tables in section D.1, D.2 and D.3 reconcile the Irish GAAP assets and liabilities reported in the 2020 financial statements to amounts reported in
the SlI balance sheet as at 31 December 2020. In the presentation of the numeric tables in this section, the sum of the parts may be different from

the total in some cases due to rounding.

Balance sheet

31 December 2020 31 December 2019
Presentation Valuation

€m Irish GAAP value adjustments differences Sll value Sl Value Section
Government Bonds 0.3 - - 0.3 5.2
Collective investments 6.4 - - 6.4 - -
Loans & mortgages 0.4 - - 0.4 0.4 -
Reinsurance recoveries 958.1 7.5 (15.9) 949.8 953.2 D.2
Assets held to cover linked liabilities 7.5 (7.5) - - - -
Insurance & intermediaries’ receivables 0.8 0.1 - 0.9 0.5 -
Reinsurance receivables 26.1 - - 26.1 224 D.1
Receivables (trade, not insurance) - 2.9 - 2.9 24.1 -
Deferred tax asset - - 1.9 1.9 - -
Cash and cash equivalents 95.9 - - 95.9 83.1 -
Total Assets 1,095.5 3.0 (14.0) 1,084.5 1,088.9
Technical provisions 886.9 (27.9) (11.9) 847.1 844.6 D.2
Deferred tax liabilities 4.9 - - 4.9 5.0 -
Insurance and intermediaries payables 13.0 28.1 - 41.1 31.5 -
Reinsurance payables 11.1 - - 11.1 9.1 -
Payables (trade, not insurance) 16.3 2.9 - 19.2 36.5 -
Any other liabilities, not elsewhere shown 0.0 - - 0.0 0.0 -
Total liabilities 932.2 3.0 (11.9) 923.4 926.7
Excess of assets over liabilities 163.2 - (2.1) 161.1 162.2
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D.1  Assets
D.1.1 Valuation basis by asset class and comparison to Irish GAAP
The majority of assets are held at the same value on the Irish GAAP and Sll balance sheets.

The following table sets out for each asset class, as per the Sll Balance sheet format for Royal London:

. The Sl value of assets as at 31 December 2020;

. A brief description of both the Sll and the Irish GAAP valuation bases;
. The Irish GAAP value as at 31 December 2020;

e  The value of the difference between the two bases.

The Irish GAAP figures are presented in the Sll Balance sheet format, and therefore do not necessarily correspond to the classifications in Royal
London’s statutory financial statements. They are also presented before any fund consolidation adjustments in order to provide a like for like
valuation comparison. Any differences between Sll and Irish GAAP values for these asset classes are explained further in the related notes in the
following table.

31 December

€m 31 December 2020 2019

Sil Balance Irish GAAP Irish GAAP Sl Sl M|

sheet class value valuation basis value valuation basis Difference Note value

Government Bonds 0.3  Quoted prices provided by 0.3 Quoted prices provided by - 5.2
third party sources third party sources

Collective investments 6.4  Quoted prices provided by 6.4 Quoted prices provided by - -
third party sources third party sources

Loans & mortgages 0.4 Fair value 0.4 Fair value - 0.4

Reinsurance recoveries 965.6 Amortised cost 949.8  In accordance with Articles (15.9) 1 953.2

76 to 86 of the Sll Directive

Insurance & 0.9 Amortised cost 0.9 Fair value - 2 0.5

intermediaries’ receivables

Reinsurance receivables 26.1 Amortised cost 26.1 Fair value - 2 22.4

Receivables (trade, not 2.9 Amortised cost 2.9 Fair value - 2 24.1

insurance)

Deferred tax asset - Balance Sheet Liability 1.9 Balance Sheet Liability 1.9 3 -

Method Method
Cash and cash equivalents 95.9 Fair value 95.9 Fair value - 83.1
Total Assets 1,098.5 1,084.5 14.0 1,088.9

Note 1 — Reinsurance recoveries
This difference is due to the recalculation of the reinsurance recoverable balance using the Sll requirements for technical provisions within Articles
76 to 86 of the SlI Directive, as opposed to Irish GAAP rules. Further information on reinsurance recoveries is included in section D.2.9.

Note 2 - Insurance, intermediaries’, reinsurance and trade receivables

There is no observable market for these specific assets or any similar assets that could be regarded as a suitable basis for the valuation. The value is
therefore based on an estimate of the potential cash flows with reductions made for anticipated bad debts, i.e. the settlement value. No account has
been taken of the effect of discounting short-dated receivables as the effect is immaterial. This produces a value equal to the statutory amortised
cost.

Note 3 — Deferred tax

The deferred tax balances in the Sl balance sheet are recognised on the same basis as under Irish GAAP, are calculated using the balance sheet
liability method and have been provided for on the basis of the expected realisation/settlement of the carrying amount of assets and liabilities.
Differences in the deferred tax balances arise where balance sheet items have different carrying amounts under SIl and Irish GAAP.

D.1.2 Analysis of deferred tax
The deferred tax asset of €1.9m arises in the Open Fund due to the valuation differences between SlI and Irish GAAP. In line with Article 76 of the

Delegated Acts, the Company recognises this amount as Tier 3 own funds.

The Company has also recognised a deferred tax liability of €4.9m in the Liver Fund related to unrealised gains on investments. This liability was
transferred to the Company through the Part VII transfer enacted in 2019.

Deferred tax is determined using tax rates (and laws) that have been enacted or substantively enacted at the end of the reporting period and are
expected to apply when the related deferred tax asset is realised or the related deferred tax liability is settled.

The deferred asset and liability positions have not been netted as they are held within separate ring-fenced funds.
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D.2 Technical provisions

D.2.1 Technical provisions by line of business

Technical provisions are calculated as the sum of Best Estimate Liability (BEL) and Risk Margin (RM). Technical provisions for the unit liability part of
our unit-linked business are calculated as a whole, rather than as the sum of BEL and RM.

The BEL is the probability-weighted value of future cash flows required to fulfil obligations to policyholders under existing contracts, without
allowance for cash flows under associated reinsurance arrangements. A negative BEL is allowed if the present value of the future cash flows is negative
(i.e. future income exceeds future outflows).

The RM is an addition to the BEL, to ensure that the technical provisions as a whole are equivalent to the amount that third party insurance
undertakings would be expected to require in order to meet the insurance obligations. The RM is calculated as the amount of capital needed to
support the SCR over the lifetime of the business at a prescribed cost of capital rate of 6% per annum.

The Company’s technical provisions at 31 December 2020 split by the Sl lines of business and by component are shown below:

Technical provisions by line of business

31 December 2020 - €m
Technical provisions

Best Estimate Liability calculated as a whole
Line of Business (LoB) (BEL) Risk Margin (RM) (TPCAW) Total Technical Provisions
Insurance with-profits participation 566.9 1.6 - 568.5
Index-linked and unit-linked insurance (0.2) 0.1 15.7 15.5
Health insurance (18.8) 2.6 - (16.1)
Other life insurance 248 31.2 - 279.2
Total 795.8 35.6 15.7 847.1
31 December 2019 797.5 30.8 16.4 844.6

D.2.2 Comparison between Irish GAAP and Sl technical provisions
The table below shows the differences between the technical provisions under Sl and Irish GAAP.

31 December 2020 - €m

Technical provisions Sli value Irish GAAP value Difference
Insurance with-profits participation 567.9 593.1 (25.2)
Index-linked and unit-linked insurance 16.1 15.8 0.3
Health insurance (16.1) (16.0) (0.2)
Other life insurance 279.2 266.0 13.2
Total 847.1 859.0 (11.9)

The Irish GAAP figures are presented in the Sl Balance sheet format and therefore do not correspond to the classifications in the Company’s statutory
financial statements.

In setting its Irish GAAP accounting policies, the Company applies FRS 103, and calculates statutory technical provisions by starting from the Solvency
Il basis and making any necessary adjustments, to ensure that the reporting is relevant, reliable and aligned with all laws and regulations.
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The table below shows an analysis of the difference between the total gross technical provisions under Sl and the Irish GAAP value.

31 December 2020 - €m
Index-linked and

Insurance with-profits unit-linked Total technical

Note participation insurance Health insurance Other life insurance provisions
Irish GAAP technical
provisions 593.1 15.8 (16.0) 266.0 859.0
Removal of closed funds
surplus 1 (13.6) - - - (13.6)
Removal of Margins of
prudence 2 (1.1) (0.0) (2.8) (18.0) (22.0)
Inclusion of Contract
boundaries 3 0.3 0.2 - 0.0 0.5
Adjustments for future
profits 4 (12.4) - - - (12.4)
Inclusion of Risk Margin 5 1.6 0.1 2.6 31.2 35.6
Sl technical provisions 567.9 16.1 (16.2) 279.2 847.1

The underlying discounted cash flow methodology used to calculate technical provisions is the same for Irish GAAP and SII. However, there are

some specific key differences. The differences which apply to the Company’s technical provisions are outlined below:

Note ltem Information
1 Removal of closed fund surplus included  Since the Liver and German Bond funds are with-profits funds, any surplus in these funds belongs
in Irish GAAP Technical Provisions to the policyholders. In Irish GAAP, this is recognised by adding the surplus to the Technical

Provisions. Under SlI, this is removed and flows into the excess of assets over liabilities.

2 Margins of prudence The SlI balance sheet is calculated using best estimate assumptions while the Irish GAAP

assumptions contain margins for adverse deviation.

3 Contract boundaries The Irish GAAP balance sheet values all future premiums due on each contract. The Sl balance
sheet only takes credit for future premiums where there is a future discernible benefit arising from

their payment.

4 Adjustments for future profits Any future profits are not included in the Irish GAAP balance sheet, in accordance with the
provisions of the 2015 Insurance Regulations. Under SlI there are no such restrictions.

5 Risk Margin The Risk Margin is included in the SII balance sheet only.

D.2.3 Basis, methodology and assumptions
Segmentation

The Company’s products are segmented into the lines of business on the basis of the nature of the underlying risks as described in the Sl guidance.

The following table sets out how products are mapped to lines of business:

Line of business Products

Health insurance Stand-alone critical illness

Income protection

Insurance with profit participation Traditional with-profits
Deposit administration

Unitised with-profits

Accumulating with-profits

Index-linked and unit-linked insurance Property-linked

Other life insurance Non-profit

Accelerated critical illness

Index-linked where the policyholder does not bear the risk

With-profits business that has been converted to or re-classified as non-profit
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Unbundling across lines of business
The following types of contract are unbundled on the basis that different benefits within the same policy fall under different Sll lines of business.

Main product Components Sll line of business

Unit-linked Unit-linked Index-linked and unit-linked
Unitised with-profits*** Insurance with-profits participation
Non unit-linked rider* Other life insurance or health business

Unitised with-profits Unitised with-profits Insurance with-profits participation
Unit-linked*** Index-linked and unit-linked
Non-profit rider Other life insurance or health business

Conventional with-profits Conventional with-profits Insurance with-profits participation
Non-profit rider Other life insurance or health business

Conventional non-profit** Conventional non-profit Other life insurance or health business
Non-profit rider Other life insurance or health business

* |t is not proposed to unbundle these where the non unit-linked riders are embedded within the contract e.g. paid for from deduction from units.
** NB. The conventional non-profit and non-profit rider component can be mapped to different lines of business.
*** Hybrid products consisting of unitised with-profits and unit-linked funds will be unbundled.

Contract boundary
The term ‘contract boundary’ under Sll defines:

e when a policy is first included within technical provisions (inception);
e  which premiums should be included within the technical provisions calculation; and

e when the policy ends and is excluded from technical provisions (payment of final benefit or policy expiry or lapse).

Future regular premiums are included in the technical provisions calculation in the following cases:
e all conventional non-profit business;
e all with-profits policies; and

° unit-linked policies where a waiver of premium benefit is provided, or if there is a death, disability, accident or sickness benefit which is equal
to or more than 101% of the unit fund or there is a cap on potential expense charges. Future premiums are excluded for unit-linked policies
that do not contain these risk benefits.

The contract end boundary is determined as follows:

®  For policies with no renewal dates, the end boundary is based on the contract term or retirement date selected by the policyholder. Early and
late retirements are reflected based on best estimate assumptions for future experience.

e  (Certain contracts such as annuities, pensions with GAOs and whole of life products have no specific contract end date.

®  Where there are premium review dates on business providing risk benefits and the Group does not have the option to re-underwrite at the
premium review date, the end boundary is based on the contract term. Where the Group has the option to amend premiums and/or benefits
to fully reflect the risks, the boundary is the first review date.

° For reviewable reinsurance ceded, the reinsurance contract end boundary is the same as for the underlying reinsured policies, as the reinsurers

do not have a unilateral right to amend the premiums.

Tax

Royal London is subject to Irish corporation tax and is taxed on an Income less Expenses (“I-E”) basis for life business written before 01 January 2001,
namely the business that was acquired by RLMIS through the acquisition of Royal Liver Assurance in 2011, and on profits for life business written
from 01 January 2001 together with pensions and health business.

The calculation of the BEL includes future tax payments and receipts as follows:
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° Where the BEL is calculated prospectively as the present value of future cash flows, the future cash flows are net of tax relief on expenses
and are discounted at a discount rate net of any I-E tax.

Where the BEL is calculated as an asset share plus value of future policy related liabilities, the allowance for tax is as follows:
e Inthe retrospective asset share calculation, historic asset returns and expenses are accumulated net of tax and tax relief;

e When determining the value of future policy related liabilities, the projection of asset shares is net of future tax and tax relief. The value of future
policy related liabilities is dependent on projected future payouts, which are dependent on the projected asset shares. The projected costs of
providing guaranteed benefits, smoothing or financial options are then discounted using a discount rate net of any I-E tax; and

e Where the I-E tax position for a line of business indicates no future tax will be payable, a nil tax rate is assumed. Where tax is payable on I-E, the
net of tax discount rate allows for the mix of assets held and the effects of tax on components of income.

D.2.4 Calculation of Best Estimate Liabilities (“BEL”)
The following sections outline how BEL is valued for each line of SlI business.

BEL for with-profits insurance
For the majority of with-profits business, the BEL is calculated as the sum of:

° asset shares; and

e  value of future policy-related liabilities.

Asset shares are an accumulation, to the valuation date, of premiums paid allowing for investment returns, expenses and/or charges, and any
enhancements from miscellaneous surplus. Principles and practices underlying the asset share methodology are set out in the PPFMs (“Principles
and Practices of Financial Management”). Asset shares for some products are calculated using prospective (or other methods) rather than
retrospective methods, for example for some whole life policies.

The value of future policy-related liabilities is calculated as follows:

®  The cost of providing financial guarantees (costs and other benefits not reflected in the asset share) determined using a stochastic valuation. A
stochastic valuation is derived from estimating probability distributions of potential outcomes, when one or more of the variables are random.
The key options and guarantees provided, in particular the investment guarantees, relate to policies within the Liver and German Bond funds.
These are sensitive to market movements, so a stochastic valuation process is used. These funds are 100% reinsured and are closed to new
business.

®  plus or minus (as applicable) the cost of smoothing pay-outs to policyholders in accordance with the smoothing rules determined using a
stochastic valuation.

®  plus the cost of providing financial options determined using a stochastic valuation.

®  minus the value of policy charges for providing options and guarantees from either a stochastic or deterministic valuation (dependent on
business class).

®  minus the value from other charges deducted from asset shares net of future expenses.

®  For Open Fund only, minus the value of expense charging arrangements in respect of the Liver Fund.

BEL for index-linked and unit-linked insurance

With the exception of some products contained within the German Bond and Liver funds (for which part of the technical provisions are calculated as
a whole), the BEL for linked life insurance business is calculated from a prospective deterministic valuation, as the present value of future cash flows.
Cash flows are projected based on product terms, a set of demographic assumptions and assumed returns on unit-linked funds reflecting risk-free
returns and fund charges. This leads to the BEL corresponding to the probability-weighted average of future cash flows.

For linked insurance business with options and guarantees, the BEL also includes the cost of the options and guarantees. For material options and
guarantees the costs are calculated stochastically using the same methods applied to with-profits business.

BEL for health insurance and other insurance

The BEL for health insurance and other life insurance business is generally calculated from a prospective deterministic valuation, as the present value
of future cash flows. Cash flows are projected based on a set of demographic assumptions and product features. This leads to the BEL corresponding
to the probability-weighted average of future cash flows.
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For policies with options and guarantees, the BEL is calculated as the present value of cash flows for an identical contract without options and
guarantees plus the cost of the options and guarantees. For material options and guarantees the costs are calculated stochastically using the same
methods applied to with-profits business.

Simplified BEL calculations

The methods for calculating BEL described above are varied and simplifications are used for less material classes of business where their application
would not be practical or proportionate. Simplifications used are chosen only where they are expected to produce a more prudent provision than
applying the methods described above.

Data quality
There are data quality standards which set out the management approach, governance arrangements and the minimum standards used to ensure
that data used for financial reporting is appropriate, complete and accurate.

The standards are part of FRDCF and assume a proportionate and risk-based approach. They are in line with the principles of Sll and are also consistent
with the Company’s overarching Risk Management Policy.

There are no known limitations or inaccuracies in data that materially impact the technical provisions or, where there are inaccuracies, an adequate
additional provision is held.

D.2.5 Risk Margin

The risk margin is an addition to the BEL to ensure that the technical provisions as a whole are equivalent to the amount that insurance undertakings
would be expected to require in order to take over and meet the insurance obligations. The Risk Margin is calculated as the amount of capital needed
to support the SCR over the lifetime of the business at a prescribed capital cost of 6% per annum. Royal London’s risk margin has been calculated on
the basis of the Standard Formula SCR.

Residual market risk in the Company is taken as zero. This is based on the Company changing the asset mix so as to minimise market risk.
The Company’s SCR does not include pension fund risk. The staff pension funds would not be transferred to the reference undertaking.

A risk driver approach is used to project the SCR under which the individual risk components of the Standard Formula SCR are projected in line with
selected risk drivers. The risk drivers are selected so as to provide a true run off of each risk component.

D.2.6 Use of Stochastic techniques

Stochastic methods are used to calculate the costs of options, guarantees and smoothing, i.e. part of the BEL. A market-consistent set of economic
scenarios is generated and the costs valued in each scenario using a discount curve equal to the projected future risk-free curve for that scenario (net
of any I-E tax).

The BEL calculation is consistent with information provided by the financial markets as a market-consistent valuation is placed on the value of options
and guarantees. This requires a specific set of scenarios to be produced as an input. These scenarios are produced by an economic scenario generator
(ESG). The scenarios are validated against market data at the valuation date and meet certain properties to enable a market-consistent value of the
liabilities to be produced.

D.2.7 Assumptions used
Demographic assumptions for future experience are set on a best estimate basis as described below:

° Mortality and morbidity risks are inherent in most life insurance business. For protection business, an increase in mortality and morbidity rates
leads to increased claim levels and hence an increase in liabilities. For annuity business, the risk is that policyholders live longer than expected.
Reinsurance arrangements have been put in place to mitigate mortality and morbidity risks. The rates of mortality and morbidity are set in line
with recent business experience, where it is available in sufficient volume to provide reliable results. Where business experience is not
considered sufficient, bases have been set by reference to either industry experience or the terms on which the business is reinsured.

° Persistency is the extent to which policies remain in force and are not for any reason lapsed, made paid-up, surrendered or transferred prior to
maturity or expiry. The rates of persistency are set in line with recent business experience. Where appropriate these rates are adjusted to allow

for expected future experience being different from past experience. The rates vary by product line and duration in force.

° GAO take-up rates, where at retirement a customer chooses to take the pension fund as cash rather than receive the guaranteed regular
income, are also key assumptions set using expert judgement and recent experience.

° Expense assumptions are set in line with service agreements, in accordance with the Scheme of Transfer, where relevant, or based on a
combination of actual expenses incurred and projected expenses within the Business Plan. Expenses are assumed to inflate in line with the
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change in the EUR inflation curve plus a margin. The Company performs a regular expense review in order to allocate the expenses between
acquisition and maintenance and by book of business.

Where the BEL is calculated as the sum of an asset share (whether retrospective or prospective) and future policy related liabilities, a projection of
future annual and terminal bonuses is required for the future policy-related liabilities. The methodology for projecting future terminal bonuses is
set out in the section on the BEL for with-profits insurance. The level of future annual bonus is assumed to change progressively from the most
recently declared rates to a long-term assumption.

Economic assumptions used are based on:

- Risk-free rates of interest as defined for SII.
- Expense inflation (linked to ESG where stochastic methods are used).

Assumptions differ between Sll and Irish GAAP reporting, as the Sll risk margin is removed for Irish GAAP reporting and replaced with explicit and
suitable margins in demographic and expense assumptions.

The key assumption changes during 2020 relate to:

° Mortality assumptions for Term Assurance and Mortgage Protection business: the assumptions have been updated to use latest experience.

° Mortality Improvement assumptions for protection business: the assumptions have been updated to use the 2018 projection model issued by
the Continuous Mortality Investigation? (or “CMI”). The observed slowdown in general population mortality improvements has continued into
2018, leading to a reduction in life expectancy compared to the 2017 projection model.

®  GAO take-up assumptions in the Liver fund have been updated reflecting recent experience.

®  Per policy expenses have been updated to reflect the latest Business Plan.

° Future expense inflation rates have also been updated reflecting the latest analysis of projected expenses by currency.

Where the BEL is calculated as the sum of an asset share (whether retrospective or prospective) and future policy-related liabilities, a projection of

future annual and terminal bonuses is required for the future policy-related liabilities. The level of future annual bonus is assumed to remain

unchanged from the rates declared at the most recent bonus declaration.

D.2.8 Level of uncertainty within the technical provisions

The BEL part of technical provisions represents the mean of a probability distribution while the risk margin part is a cost of providing capital on non-

hedgeable risk over the run-off of existing business.

Uncertainties associated with the BEL arise principally from risks considered in the SCR and as part of the ORSA process (including market risk, credit

risk and insurance risk); from volatility in the best estimate assumptions from year to year and from uncertainty that assumptions experience in the

recent past can be assumed to apply over the future life of the business.

Uncertainties in the risk margin arise from future interest rates and factors affecting the methodology assumed for the run-off of SCR components.

The approach taken for complex risk structures (options, guarantees, policyholder behaviour and future management actions) and limitations and

approximations in the methodology are detailed in section D.2.3.

Technical provisions are most sensitive to persistency, mortality, morbidity, expense and economic assumptions.

D.2.9 Reinsurance recoveries
Royal London has a number of reinsurance arrangements, as described in previous sections.

Royal London does not use any finite reinsurance arrangements nor use any Special Purpose Vehicles to conduct its reinsurance programme.
Projections of reinsurance recoveries cash-flow
Reinsurance cash flows are projected using the same assumptions and methodology as used for the calculation of the BEL of the underlying

reinsured products. All reinsurance cash flows are included, specifically:

. Reinsurance premium ceded.

2 The CMI, supported by the Institute and Faculty of Actuaries in the UK, carries out research into mortality and morbidity experience and produces practical tools that
are widely used by actuaries.
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o Reinsurance claim recoveries.
. Reinsurance commission and expenses payable, if any;
e Any tax associated with these commissions/expenses.

These cash flows are discounted using the same yield curve used to derive the BEL.

The timing of reinsurance claim recoveries is taken to be the same as for claim payments to the policyholder as it is expected, on average, to be
within three months of the claim payment to the policyholder.

Reinsurer counterparty default adjustments
The amounts recoverable from each reinsurance arrangement are adjusted to allow for estimated losses due to reinsurer default. The estimated
losses are calculated at each future time period as:

. The probability of default for each reinsurer at that time (based on a credit assessment of the reinsurer).

. Multiplied by the expected percentage lost on default (50%).

. Multiplied by the future value of expected reinsurance recoveries less payments (i.e. the value of future net income expected to be received
from the reinsurer had they not defaulted).

D.2.10 Matching adjustment
The Company does not apply the matching adjustment referred to in Article 77b of Directive 2009/138/EC.

D.2.11 Volatility adjustment
The Company does not use the volatility adjustment referred to in Article 77d of Directive 2009/138/EC.

D.2.12 Transitional risk-free interest rate term structure
The Company does not apply the transitional risk-free interest rate-term structure referred to Article 308c of Directive 2009/138/EC.

D.2.13 Transitional measures
The Company does not apply the transitional deduction referred to in Article 308d of Directive 2009/138/EC.
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D.3 Other liabilities

D.3.1 Other liabilities valuation and comparison of values used for solvency purposes and for Irish GAAP

The following table sets out the other liabilities as per the Sl Balance Sheet format, the amount and a brief description of the valuation basis compared
to the Irish GAAP basis and the Irish GAAP amount for the reporting period. The Irish GAAP figures are presented in the Sll Balance sheet format and
therefore do not correspond to the classifications in the Company’s statutory financial statements. Similar to the assets in section D.1, they are also
presented before any fund consolidation adjustments in order to provide a like for like valuation comparison.

As can be seen from the below, no differences exist between the SlI valuation and Irish GAAP valuation of the Company’s Other liabilities.

€m 31 December 2020 31 December 2019
Irish GAAP Statutory accounts

Sll Balance sheet class Sll value SlI valuation basis value valuation basisDifference Note Sll Value

Deferred tax liabilities 4.9 Irish GAAP value 4.9 FRS 102 Section 29 - 1 5.0
Insurance and intermediaries’ payables 41.1 Irish GAAP value 41.1 Amortised cost - 2 315
Reinsurance payables 11.1 Irish GAAP value 11.1 Amortised cost - 2 9.1
Payables (trade, not insurance) 19.2 Irish GAAP value 19.2 Amortised cost - 2 36.5
Any other liabilities not elsewhere shown 0.0 Irish GAAP value 0.0 Amortised cost - 2 0.0
Total other liabilities 76.3 76.3 - 82.2

Note 1 — Deferred tax
The deferred tax liabilities in the Sll balance sheet are recognised on the same basis as under Irish GAAP. They are calculated using the balance sheet
liability method and have been provided for on the basis of the expected settlement of the carrying amount of assets and liabilities.

Note 2 — Payables and creditors

There is no observable market for these specific liabilities or any similar liabilities that could be regarded as a suitable basis for the valuation. The
value is therefore based on an estimate of the expected cash flows, i.e. the settlement value. No account has been taken of the effect of discounting
short-dated payables as the effect is deemed to be immaterial. This produces a value equal to the statutory amortised cost.

D.4 Alternative methods for valuation
The valuation principle and methodology for valuing assets and other liabilities, including where alternative methods are used in accordance with
Article 10(5), is described in section D.1.

D.5 Any other information
There is no material information on the valuation of assets and liabilities for solvency purposes that is not already included above.
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E. Capital Management

Plain English introduction
In this section, we describe our approach to capital management. Royal London has a strong capital position under Sl with our capital also being of a
high quality.

Capital (which is broadly assets minus liabilities) absorbs a firm’s losses in periods of stress and provides a buffer to increase resilience against
unexpected losses. When a firm’s capital is depleted, it is less likely to be able to meet policyholder claims as they fall due. The quantity of capital a firm
has on the balance sheet can be used as a tool to understand the strength and solvency position of the firm. Capital is referred to as own funds under
SII.

In this section we provide information on our own funds, including:
° The objectives, policies and processes for managing our own funds;
. The amount and quality of our own funds; and
° Expected development of own funds, including the intention to redeem items or raise additional own funds.

We also provide details of our Solvency Capital Requirement (SCR) and Minimum Capital Requirement (MCR). The capital (Own Funds) in excess of our
requirements (SCR) is referred to as ‘solvency surplus’

Our capital position is robust, reflecting the strength of our underlying business and effective capital management strategies.

The SlI position has been prepared in accordance with the SlI Directive for insurance entities operating in Europe. The Company has adopted the
Standard Formula approach for the purposes of measuring regulatory capital under Sll. The Company is fulfilling the minimum and solvency capital
requirements stipulated by Solvency Il as at the reporting date of 31st December 2020 and it did so throughout 2020.

As the Company is very strongly capitalised and is not exposed to market risks to any material extent, it would take an extreme event to reduce its
capital coverage to the sub optimal level or below.

In the presentation of the numeric tables in this section, the sum of the parts may be different from the total in some cases due to rounding.

E.1 Own funds

E.1.1 Objectives, policies and processes for managing own funds

Royal London manages its Own Funds (“OF”) in accordance with its Board-approved Capital Management and Dividend Policy and Capital
Management Framework. The primary purpose of the policy is to help manage the Company’s capital position in line with the Company’s capital risk
strategy and appetite. This is further explained in the Company’s Risk Appetite Framework as follows:

° The Company will hold sufficient capital to be able to meet its regulatory requirements and fulfil its promises to policyholders on an ongoing

basis.

° The amount of capital held will allow for the potential variability of risks to capital and the expected impact from new and existing business
plans.

° Capital will be managed in each of the Company’s funds on a stand-alone basis, balancing the risks of capital support being required from

RLMIS, with the need to distribute dividends to RLMIS in a fair manner.
The Capital Management Framework sets a target level for capital of being able to withstand between a one-in-50 and one-in-20-year event, and still
be able to meet an internal capital requirement. The capital position relative to the target acts as a guideline to inform distribution or determine if

management actions are necessary.

The future progression of OF, including the position against the target set out in the Capital Management Framework, is considered under a range of
scenarios as part of the Board-approved Business Plan and the ORSA, which both cover a five-year period.

The Company’s capital cover ratio is reported to the Board, to show the Company’s capital position against the solvency tolerance zones as set out
in the Company’s Capital Management Framework.
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E.1.2 Analysis of solvency position
In common with many in the industry, we present two key metrics for our SCR; an ‘Investor View’ which does not restrict the surplus in the closed
funds, and a ‘Regulatory View’ where the closed funds’ surplus in excess of the SCR is excluded from total own funds and treated as a liability, which
is known as the closed funds restriction. The SlI capital cover ratio (Regulatory View) restricts the capital in the closed funds to the level of the
Standard Formula SCR only; this has the effect of reducing the capital cover ratio.

Key SIl metrics

31 December 2020

€m

Own Funds:

Tier 1

Tier 2

Tier 3

Total Own Funds (A)
Closed funds restriction
Adjusted OF (B)

SCR (C)

Solvency surplus (Investor
view) (A-C)

Capital cover ratio
(Investor view) (A/C)
Solvency surplus
(Regulatory view) (B-C)
Capital cover ratio
(Regulatory view) (B/C)

Open Fund

148.3

1.9
150.2

150.2
63.5

86.7

237%

86.7

237%

Total Company

Closed Funds (Investor View) Closed fund restriction

10.9 159.2 -
- 1.9 .
10.9 161.1 -
(4.2)

10.9 161.1 (4.2)
6.6 70.1 -
4.2 91.0 n/a
164% 230% n/a
4.2 91.0 n/a
164% 230% n/a

(Regulatory View)

Glossary

Appendices

Total Company

159.2

1.9
161.1
(4.2)
156.9
70.1
91.0
230%

86.7

224%

Figures presented in the table are rounded and this may cause totals to be slightly different from the sum of individual items.

E - Capital management —

31 December 2019

162.1

162.1
(4.5)
157.6
67.5
94.6
240%

90.1

233%

The Open Fund had an excess surplus of €86.7m (2019: €90.1m) and a capital cover ratio of 237% (2019: 249%) at 31 December 2020. The cover ratio
for the closed funds is maintained at 164% through a quarterly experience adjustment mechanism put in place through the reinsurance agreement
with RLMIS. The Investor View capital cover ratio for Royal London is 230% (2019: 240%) including the surplus in the closed funds.

There are three tiers of capital defined by the Sll regulations, based on the quality and availability of the capital. The majority of the Company’s own
funds are classified as Tier 1, the highest quality capital. The structure of the Company’s OF of €156.9m (2019: €157.6m) is shown in the following

table:

Classification of OF

Tier 1 - unrestricted

Total Tier 1 - unrestricted
Tier 1 —restricted

Tier 2

Tier 3

Total available OF

31 December 2019

(*) The “Ordinary share capital” is the Company’s share capital, based on Royal London’s financial statements.

Ordinary share capital*

Surplus funds

Reconciliation reserve

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

n/a
n/a
Net deferred tax assets

31 December 2020

Tier amount
€m  as a % of total OF

1.0
13.6
101.4
39.0

155.0

1.9
156.9

157.6

99%

1%
100%

(**) The “Other own fund items approved by the supervisory authority as basic own funds not specified above” is the capital contribution that
Royal London received by its parent RLMIS in advance of receiving authorisation. The capital contribution was approved as Tier 1 Own Funds by

the CBI.
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Surplus funds
The Liver and German Bond funds are with-profits funds.

Surplus funds are the accumulated profits of a with-profits fund, which have not been made available for distribution to policyholders and

beneficiaries and which meet the conditions to qualify as Tier 1 OF. Surplus funds have been calculated as:

° Total assets.
° Minus liabilities (other than technical provisions).

. Minus the BEL component of technical provisions and technical provisions calculated as a whole.

Surplus funds 2020

€m Liver Fund German Bond Fund Total
Total assets 876.7 104.1 980.8
Less: liabilities (other than TPs) (52.7) (0.0) (52.7)
Less: BEL and TPs calculated as a whole (813.9) (103.3) (917.2)
Total 10.1 0.8 10.9

Reconciliation reserve

2019
Total
995.2
(61.2)
(919.9)
14.1

The reconciliation reserve is the excess of assets over liabilities, adjusted for surplus funds and the closed fund surplus restriction. The reconciliation

reserve is treated as Tier 1 unrestricted own funds.

The reconciliation reserve is calculated as follows:

Reconciliation reserve

€m 31 December 2020 31 December 2019
Excess of assets over liabilities 161.1 162.1

Less: Other basic own fund items (55.5) (54.1)

Less: Restricted own fund items due to ring- (4.2) (4.5)
fencing

Total 101.4 103.5

The other basic own fund items are equal to the capital contribution of €39m, the surplus funds of €13.6m (2019: €14.1m), the share capital of €1m

and deferred tax asset of €1.9m. The ring-fenced fund adjustment is described further below.

Ring-fenced funds adjustment

As noted above, the Company comprises the Open Fund, the Liver Fund and the German Bond Fund. The Liver and German Bond funds are ring-

fenced funds.

The OF of a ring-fenced fund are only available to absorb losses in that ring-fenced fund and are not (on a going concern basis) available to the Open
Fund of Royal London. For this reason, they are known as ‘restricted OF’. The maximum amount of restricted OF that can be recognised in Royal
London’s overall OF is the value of the ring-fenced fund’s notional SCR (the notional SCR is also included in Royal London’s overall capital

requirement).

Any restricted OF over and above the notional SCR is deducted from Royal London’s total OF to derive the eligible OF, which are available to cover

the capital requirement for the entity as a whole.

The calculation of the ring-fenced fund deduction as at 31 December 2020 is presented in the table below:

Notional SCR OF RFF deduction
31 December 2020 €m €m €m
Open Fund 63.5 150.2 n/a
Closed funds 6.6 10.9 (4.2)
Total 70.1 161.1 (4.2)

OF eligible for
undertaking
€m

150.2
6.6

156.9
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OF eligible for
Notional SCR OF RFF deduction  undertaking
31 December 2019 €m €m €m €m
Open Fund 60.5 150.6 n/a 150.6
Closed funds 7.0 11.5 (4.5) 7.0
Total 67.5 162.1 (4.5) 157.6

There are no other deductions from or restrictions on the availability and transferability of OF.

Subordinated debt
The Company does not have any subordinated debt as at 31 December 2020.

Eligible Own Funds covering the SCR and MCR by tier
The eligible amounts of OF to cover the SCR and the MCR as at 31 December 2020, classified by tiers, together with the solvency ratios, are set out

below. The ratio of the eligible OF to SCR or MCR is calculated by dividing the total eligible OF to meet the SCR or MCR by the value of the SCR or
MCR respectively.

31 December 2020 31 December 2019

Tier 1 Tier 1 Tier 2 Tier 3 Tier 1 Tier 2 Tier 3
€m Total unrestricted restricted Total unrestricted
Total eligible OF to meet the SCR 156.9 155.0 - - 1.9 157.6 157.6 - -
Total eligible OF to meet the MCR 155.0 155.0 - - - 157.6 157.6 - -
SCR 70.1 67.5
MCR 17.5 16.9
Ratio of eligible OF to SCR 224% 233%
Ratio of eligible OF to MCR 880% 933%

The Tier 3 OF as at 31 December 2020 of €1.9m relates to a Deferred Tax asset. The deferred tax balances in the Sl balance sheet are calculated using
the balance sheet liability method and have been provided for on the basis of the expected realisation/settlement of the carrying amount of assets
and liabilities. The remainder of the OF are classified as Tier 1 unrestricted.

E.1.3 Differences between Own Funds and net assets on a financial reporting basis
We prepare our financial statements under Irish GAAP accounting rules. There are some differences between the equity presented in our financial
statements and the Solvency Il Own Funds:

The adjustment to the value of technical provisions and reinsurance assets results from the recalculation of these balances using Sll requirements.
This includes the removal of the margins of prudence included in the Irish GAAP values (so that assumptions are all best estimate), the inclusion of
the Sll RM, the removal of any Irish GAAP restrictions on future profits and the adoption of Sl contract boundary definitions.

The ring-fenced fund adjustment is where the closed funds’ surplus in excess of the SCR is excluded from total available own funds and treated as a
liability.

The reconciliation below shows the value of the differences between the equity in our Irish GAAP financial statements and the Solvency Il Own Funds
at year end.

€m 31 Dec 2020 31 Dec 2019
Equity per Irish GAAP financial statements 163.2 157.3
Valuation differences on technical provisions and reinsurance assets (0.2) 4.8
Deferred Tax Asset (1.9) -
Ring-fenced fund adjustment (4.2) (4.5)
Total OF under Sl 156.9 157.6
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E.2 Solvency Capital Requirement and Minimum Capital Requirement
E.2.1 Solvency Capital Requirements
Royal London calculates its SCR using the Standard formula. The SCR includes:

e  the Basic Solvency Capital Requirement
e  the SCR for operational risk

e any adjustments for the loss-absorbing capacity of deferred taxes and technical provisions.

The table below provides a breakdown of Royal London’s SCR, by risk categories at 31st December 2020. Further details on how these risks are
managed, monitored and reported are included in section C.

€m 31 December 2020 31 December 2019
SCR value % to:)aalsti;icivso.::r;ified SCR value % to;aalsc;icivs;::r;ified

Market risk 9.6 14% 10.6 16%
Counterparty default risk 7.7 11% 10.0 15%
Life underwriting risk 58.9 88% 55.9 85%
Health underwriting risk 7.1 11% 6.9 11%
Diversification (16.3) (24%) (18.0) (28%)
Basic SCR 66.9 100% 65.4 100%
Operational risk 4.0 3.8

Loss-absorbing capacity of deferred taxes (0.8) (1.7)

SCR 70.1 67.5

The $.25.01.21 QRT also gives a breakdown of the Standard Formula SCR, as at 31 December 2020, by risk module.

Allowance in the SCR for reinsurance and financial risk mitigation techniques
Reinsurance

Each reinsurance arrangement and any associated collateral arrangement are assessed against the Sl criteria set out in Articles 208 to 215 of the
Commission Delegated Regulation (EU) 2015/35. This assessment takes place before any new arrangements are entered into and is reviewed from
time to time for existing arrangements. Changes in the status of reinsurance counterparties and reinsurance arrangements are also monitored and
assessments updated as and when required.

Loss-absorbing capacity of deferred taxes

The SCR has been adjusted by €0.8m (2019: €1.7m) for the loss absorbing capacity of deferred taxes (“LACDT”). The LACDT is calculated by allowing
for losses aligned with those in the SCR stresses but it is capped at the tax payable over the past 12 months. The utilisation of this amount relates
entirely to the carry back of losses against the tax charge arising in the open fund in the 2020 period

E.2.2 Changes in Solvency Capital Requirement
A movement analysis which includes movements in the SCR is set out in section E.2.1.
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E.2.3 Minimum Capital Requirement
The MCR is calculated according to a formula prescribed by the regulations and is subject to a floor of 25% of the SCR or €3.7m, whichever is higher,
and a cap of 45% of the SCR. The MCR formula is based on factors applied to the technical provisions and capital at risk as at 31 December 2020.

Before any cap/collar is applied, the MCR has been calculated at €2.0m (2019: €1.6m) as at 31 December 2020. However, as Sll regulations prescribe
that the MCR has to fall within a range of 25% to 45% of the Standard Formula SCR, the final value of the MCR as at 31 December 2020 is €17.5m
(2019: €16.9m).

€m 31 December 2020 31 December 2019
MCR before the application of floors and caps 2.0 1.6
MCR cap (45% of SCR) 31.6 30.4
MCR floor (higher of 25% of SCR or €3.7m) 17.5 16.9
MCR (post application of floors and caps) 17.5 16.9

The QRT S$.28.01.01 sets out the information on the input used by Royal London to calculate the MCR.

E.3 Use of a duration-based equity risk sub-module in the calculation of the Solvency Capital Requirement
The duration-based equity risk sub-module in Article 170 of the Commission Delegated Regulation (EU) 2015/35 has not been applied.

E.4 Differences between the Standard Formula and any Internal Model used
Not applicable. The Company uses the standard formula to calculate the SCR.

E.5 Non-compliance with the MCR and SCR
The Company has maintained OF in excess of the MCR and the SCR throughout the year.

The risk of future non-compliance with the MCR and SCR is assessed as part of the ORSA. The ORSA demonstrates that the risk of future non-
compliance with the MCR or the SCR is within acceptable limits.

E.6 Any other information

The valuation of the Company’s balance sheet was prepared on a going concern basis, because there is a reasonable expectation that Royal London
will continue in operational existence for twelve months from the date of approval of this document (the “period of assessment”). In making the
going concern assessment, the potential impact of future negative developments was considered. The following items were reviewed:

° the Company’s capital position and the surplus over its required solvency capital ratio;

e the potential range of impacts that could be caused by negative developments, based on stress and sensitivity testing, including those
carried out during the ORSA process;

e  the Company’s experience over 2020 and to date;

° the level of reinsurance and the credit rating of the Company’s reinsurance counterparties;
° the quality of the collateral backing the Company’s largest reinsurance arrangements; and
° the Company’s liquidity position.

On the basis of the above, it was concluded that the Company has no material uncertainties which would cast a significant doubt on the Company’s
ability to continue as a going concern over the period of assessment.

No significant events affecting the Company have occurred since the balance sheet date. In Ireland, COVID-19 restrictions were extended into 2021.

Possible impacts from the COVID-19 pandemic and related resctrictions were taken into account as at 31 December 2020 and no further adjustments
are considered necessary. The Company remains very well capitalised and actions will be taken to protect its capital position, as appropriate.
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Forward-looking statement

This document may contain ‘forward-looking statements’ with respect to certain of the Company’s plans, its current goals and expectations relating
to its future financial position. By their nature, forward-looking statements involve risk and uncertainty because they relate to future events and
circumstances which are beyond the Company’s control. These include, among others, economic and business conditions, market-related risks such
as fluctuations in interest rates, the policies and actions of governmental and regulatory authorities, the impact of competition, the timing, impact
and other uncertainties of future mergers or combinations within relevant industries.

As a result, the Company’s actual future financial condition, performance and results may differ materially from the plans, goals and expectations set
forth in the Company’s forward-looking statements. The Company’s undertakes no obligation to update the forward-looking statements.
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B

Best estimate liability (BEL)

The expected (or probability weighted average)
value of the present value of future cash flows
for current obligations, projected over the
expected life of the contract, taking into
account all available market and other
information.

Board
Royal London Insurance DAC Board.

Brexit

The UK’s departure from the EU which
occurred 31 January 2020, following the UK
referendum on 23 June 2016 where British
citizens voted to leave the EU.

Business Plan (BP)

The BP is an internal forecast and business
plan, which is approved by the Board annually.
This sets out Royal London’s forecast and
targets over a five year time horizon; the latest
MTP was approved in December 2020 and
covers the period 2021 — 2025.

C

Capital Cover Ratio

Own funds divided by Solvency Capital
Requirement.

CBI
Central Bank of Ireland.

Closed funds
Our funds that are closed to new business.

Company
Royal London Insurance DAC.

Contract boundary

The point where the insurer can unilaterally
terminate the contract, refuse to accept a
premium, or amend the benefit or premium
without limit.

D

Discounting

The process of expressing a future cash
transaction in terms of its present value using a
discount rate which reflects the time value of
money.

E

Economic assumptions

Assumptions of future interest rates,
investment returns, inflation and tax.

EIOPA

The European Insurance and Occupational
Pensions Authority (EIOPA) is a European
Union financial regulatory institution.

Expected profit included in future premiums
(EPIFP)

Profits which result from the inclusion in
technical provisions of premiums on existing
(in-force) business that will be received in the
future, but that have not yet been received.

F

Fair value

The amount for which an asset could be
exchanged or a liability settled between
knowledgeable, willing parties in an arm’s
length transaction.

Financial options and guarantees

For Royal London business, ‘financial options’
refers principally to guaranteed annuity
options. ‘Guarantees’ refers to with-profits
business where there are guarantees that part
of the benefits will not reduce in value, or are
subject to a minimum value.

Fitness and Probity (F&P)

The standard required by the regulators to be
applied when appointing those employees who
effectively run the Company or have other key
functions, to make sure they are suitably
competent and reputable.

G

Going Concern

Going concern is an accounting concept, under
which it is assumed that a company will
continue in operation for a period of 12
months from the date the financial statements
are approved, and that there is neither the
intention nor the need either to liquidate the
company or to cease trading within that time
period.

Group
The Royal London Mutual Insurance Society
Limited and its subsidiaries.
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Guaranteed Annuity Option (GAO) or
Guaranteed Annuity Rate (GAR)

These primarily arise in connection with
pension business as either:

° a guaranteed income rate specified in the
policy; or

e  guaranteed terms (option) for converting
the pension fund of a policy into an
income for life at the policy’s pension
date.

M

Maintenance expenses

Expenses related to the servicing of the in-
force book of business, including investment
and termination expenses and a share of
overheads.

Market-consistent basis

A basis of valuation in which assets and
liabilities are valued in line with market prices
and consistently with each other. In principle,
each cash flow is valued using a discount rate
consistent with that applied to such a cash flow
in the capital markets.

Matching adjustment

An adjustment made to the risk-free interest
rate when the insurer sets aside a portfolio of
assets to back a predictable portion of their
liabilities.

Minimum Capital Requirement (MCR)

The minimum level of capital required by the
CBI, below which the amount of financial
resources should not fall.

Mutual

A company owned by its members which is not
listed on the stock market. A member of a
mutual company can vote at its Annual General
Meeting.

N

Non-profit policy

Long-term savings and insurance products
other than with-profits policies.

(0]

Open Fund

The fund within Royal London into which all of
the Company’s new insurance business is
written.
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Operating profit

Operating profit is the profit resulting from our
business operations. Our primary business
operations is providing protection cover in the
Irish intermediated market.

Own funds

Regulatory capital under Sll. Broadly it is the
excess of assets over liabilities (plus
subordinated debt and less the Ring Fenced
Fund restriction), as measured by the CBI’s
regulatory reporting requirements under SlI.

Own Risk and Solvency

Assessment (ORSA)

The ORSA is defined as the entirety of the
processes and procedures employed to
identify, assess, monitor, manage and report
the risks the Company faces or may face over
the business planning period and to determine
the own funds necessary to ensure that its
overall solvency needs are met at all times over
that period.

P
Part VIl transfer

The court process that enables groups of
insurance policies to be moved between
insurers, under Part VIl of the Financial Services
and Markets Act 2000.

Participating
Contracts which are with-profits in type.

Pension
A means of providing income in retirement for
an individual and possibly his/her dependants.

Pillar 1/2/3

Solvency Il regulatory reporting requirements
that came into force on 1 January 2016 include
three ‘Pillars’:

° Pillar 1 covers the quantitative
requirements, for example calculating the
amount of capital an insurer should hold.

° Pillar 2 sets out requirements for effective
governance and risk management
frameworks.

Pillar 3 focuses on disclosure, reporting and
transparency requirements. Insurers must
produce two key reports, the Solvency and
Financial Condition Report (SFCR) and the
Regular Supervisory Report (RSR), in addition
to other specific templates.

Protection

A policy providing a cash sum or income on the
death or specified serious illness of the life
assured.

Q

Quantitative Reporting Templates (QRTs)
Forms required under Solvency Il for regulatory
reporting. They disclose detailed information
including technical provisions, own funds and
SCR. QRTs must follow a prescribed format.

R

Rating agencies

A rating agency (also called a credit rating
agency) is a company that assigns credit
ratings, which rate a debtor’s ability to pay
back debt and the likelihood of default.

Regular premium
A series of payments for an insurance contract,
typically monthly or annually.

Regular Supervisory Report (RSR)

A report required under Pillar 3 of the Solvency
Il directive. This is a private report to the CBI
and is not disclosed publicly. Life insurers in
Ireland are required to submit this report to
the CBI in full at least every three years and in
summary every year. The RSR includes both
qualitative and quantitative information.

Reverse stress test

Valuation simulations carried out to assess the
impact of a range of scenarios that start with a
business failure outcome, in order to identify
potential business vulnerabilities.

Ring-Fenced Fund (RFF)

Royal London contains two ring-fenced funds
(Liver and German Bond). The ring-fenced
funds are in run-off, with surplus to be
distributed to policyholders in line with the
WPOP for each fund.

Risk margin

Forms part of the calculation of the technical
provisions, and represents the amount needed,
should all surplus and capital be used up, to
transfer all obligations to another insurer. The
risk margin, like BEL, is sensitive to interest rate
changes.

Risk-free rate
The theoretical rate of return of an investment
with no risk of financial loss.
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Risk Management Framework (RMF)

A disciplined and structured process that is
designed to manage, rather than eliminate, the
risk of failure to meet business objectives as
well as to ensure that the Company is well
capitalised.

Risk Management System (RMS)

Provides assurance that the risks to which the
Group may be exposed are being appropriately
identified and managed within risk appetite,
and that risks that may result in significant
financial loss or reputational damage are being
minimised.

Royal London Asset

Management (RLAM)

Royal London Group’s asset management
business responsible for managing the Group’s
financial assets as well as funds for external
clients, including multi-managers, pension
funds for FTSE 250 companies, local
authorities, universities, charities and
individuals.

Royal London
Royal London Insurance DAC.

Royal London Group
The Royal London Mutual Insurance Society
Limited and its subsidiaries.

S

Solvency I (Sl1)

A European Union directive which became fully
applicable to European insurers and reinsurers
on 01 January 2016. It covers three main areas,
related to capital requirements, risk
management and supervisory rules.

Solvency Il Directive

The Solvency Il Directive (2009/138/EC) is a
Directive in European Union law that codifies
and harmonises the EU insurance regulation.
Primarily this concerns the amount of capital
that EU insurance companies must hold to
reduce the risk of insolvency. This was
transposed into Irish Law as the European
Union (Insurance and Reinsurance) Regulations
2015 (S.1. 485 of 2015) and the legislation
entered into force on 01 January 2016.

Solvency Capital Requirement (SCR)

The amount of capital that the CBI requires an
Irish Life insurer to hold which is calculated
using Solvency Il requirements. This can be
calculated using the Standard Formula or the
Internal Model methods.
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Solvency and Financial Condition Report
(SFCR)

A report required under Pillar 3 of the Solvency
Il directive. Life insurers in Ireland are required
to disclose this report publicly and to report it
to the CBI on an annual basis. The SFCR
includes both qualitative and quantitative
information.

Solvency surplus
The excess of own funds over the Solvency
Capital Requirement.

Specified Serious illness cover

Cover that pays a lump sum if the insured
person is diagnosed with a specified serious
illness that meets the cover’s definition.

Standard Formula (SF)

A prescribed method for calculating the
Solvency Capital Requirement that aims under
Solvency Il to capture the material quantifiable
risks that a life insurer is exposed to. If the
Standard Formula is not appropriate for the
risk profile of the business, a capital add-on
may also be applied after agreement with the
CBI.

Stochastic techniques

Valuation techniques that allow for the
potential future variability in assumptions by
the running of multiple possible scenarios.

Stress testing

Valuation simulations carried out to assess the
impact of a range of adverse scenarios with
different probabilities and severities.

Subordinated debt

In the event of bankruptcy, dissolution or
winding-up, the payments arising from this
debt rank after the claims of other creditors.

T
Technical provisions

The amount the Company requires to fulfil its
insurance obligations and settle all expected
commitments to policyholders and other
beneficiaries arising over the lifetime of the
portfolio of insurance contracts.

Three lines of defence model

The three lines of defence model can be used
as the primary means to demonstrate and
structure roles, responsibilities and
accountability for decision making, risk and
control to achieve effective governance, risk
management and assurance.

Tier (of capital)

There are three tiers of capital defined by SlI.
The quality of capital is important as the higher
quality the more likely it will be available in the
event that it is needed, for example to be able
to pay out claims. Tier 1 capital primarily
represents high quality capital which is
generally more secure and capable of
absorbing losses; Tier 2 capital is of a lower
quality and Tier 3 capital is the lowest quality
of capital.

u

Unit-linked policy

A policy for which the premiums buy units in a
chosen investment fund.

Unitised with-profits policy
A policy for which the premiums buy units in a
with-profits fund.

\')

Volatility adjustment (VA)

An adjustment made to the risk-free interest
rate. It is designed to protect insurers with
long-term liabilities from the impact of
volatility on the insurers’ solvency position. It is
provided and updated by EIOPA and can differ
for each major currency and country.

w

With-profits policy

A policy which participates in the profits of a
with-profits fund. This participation may be in
the form of one or more of a cash bonus, an
annual bonus or a bonus paid on the exit of the
policy.

With-Profits Operating Principles (WPOP)
A document detailing how we manage our
with-profits funds.
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Appendix: Quantitative Reporting Templates

This appendix includes the annual Quantitative Reporting Templates (QRTs) for Royal London Insurance DAC in respect of year end 31

December 2020. All figures are shown in thousands (€'000). Please note there may minor differences in totals due to rounding.

Reference Template Name

S.02.01.02 Balance Sheet

S.05.01.02 Premiums, Claims and Expenses by line of business

S.12.01.02 Life and Health SLT Technical Provisions

S.23.01.01 Own Funds

S.25.01.21 Solvency Capital Requirement — for undertakings on Standard Formula

S.28.01.01 Minimum Capital Requirement — Only Life or only non-life insurance or reinsurance activity
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Solvency Il value

Assets €000
C€0010
Intangible assets R0030
Deferred tax assets R0040 1,855
Pension benefit surplus R0O050
Property, plant & equipment held for own use R0O060
Investments (other than assets held for index-linked and unit-linked contracts) R0O070 6,684
Property (other than for own use) R0O080
Holdings in related undertakings, including participations R0O090
Equities R0O100
Equities — listed RO110
Equities - unlisted R0120
Bonds RO130 311
Government Bonds RO140 311
Corporate Bonds R0O150
Structured notes RO160
Collateralised securities RO170
Collective Investments Undertakings R0180 6,373
Derivatives R0190
Deposits other than cash equivalents R0200
Other investments R0210
Assets held for index-linked and unit-linked contracts R0220
Loans and mortgages R0230 390
Loans on policies R0240 48
Loans and mortgages to individuals R0250 342
Other loans and mortgages R0260
Reinsurance recoverables from: R0270 949,797
Non-life and health similar to non-life R0280
Non-life excluding health R0290
Health similar to non-life RO300
Life and health similar to life, excluding health and index-linked and unit-linked R0O310 934,359
Health similar to life R0320 (2,632)
Life excluding health and index-linked and unit-linked RO330 936,991
Life index-linked and unit-linked RO340 15,437
Deposits to cedants RO350
Insurance and intermediaries’ receivables RO360 878
Reinsurance receivables RO370 26,122
Receivables (trade, not insurance) R0O380 2,927
Own shares (held directly) R0O390
Amounts due in respect of own fund items or initial fund called up but not yet paid in R0400
Cash and cash equivalents R0410 95,891
Any other assets, not elsewhere shown R0420
Total assets RO500 1,084,544
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Solvency Il value

Liabilities €000
C€0010
Technical provisions — non-life RO510
Technical provisions — non-life (excluding health) R0520
TP calculated as a whole RO530
Best Estimate RO540
Risk margin RO550
Technical provisions — health (similar to non-life) RO560
TP calculated as a whole RO570
Best Estimate RO580
Risk margin RO590
Technical provisions — life (excluding index-linked and unit-linked) R0600 831,569
Technical provisions — health (similar to life) R0610 (16,147)
TP calculated as a whole R0620
Best Estimate R0630 (18,790)
Risk margin R0O640 2,643
Technical provisions — life (excluding health and index-linked and unit-linked) R0O650 847,716
TP calculated as a whole RO660
Best Estimate RO670 814,853
Risk margin R0680 32,862
Technical provisions — index-linked and unit-linked R0O690 15,520
TP calculated as a whole RO700 15,713
Best Estimate R0O710 (248)
Risk margin R0720 54
Contingent liabilities RO740
Provisions other than technical provisions RO750
Pension benefit obligations RO760
Deposits from reinsurers R0O770
Deferred tax liabilities R0O780 4,941
Derivatives RO790
Debts owed to credit institutions RO800
Financial liabilities other than debts owed to credit institutions RO810
Insurance & intermediaries payables R0820 41,083
Reinsurance payables R0O830 11,116
Payables (trade, not insurance) R0840 19,206
Subordinated liabilities RO850
Subordinated liabilities not in BOF RO860
Subordinated liabilities in BOF RO870
Any other liabilities, not elsewhere shown R0880 7
Total liabilities R0900 923,441
Excess of assets over liabilities R1000 161,103
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Line of Business for: life insurance obligations Life reinsurance obligations Total
Insurance with profit Index-linked and unit-
€000 Health insurance participation linked insurance Other life insurance Health reinsurance Life reinsurance
0210 C0220 C0230 C0240 C€0270 €0290 C0300

Premiums written

Gross R1410 7,214 4,743 246 76,917 89,120

Reinsurers’ share R1420 1,695 4,572 246 42,195 48,709

Net R1500 SI519 171 - 34,722 40,411
Premiums earned

Gross R1510 7,214 4,743 246 76,917 89,120

Reinsurers’ share R1520 1,695 4,572 246 42,195 48,709

Net R1600 5,519 171 - 34,722 40,411
Claims incurred

Gross R1610 1,805 93,712 817 30,742 127,075

Reinsurers’ share R1620 1,661 93,712 817 29,217 125,407

Net R1700 144 - 0 1,524 1,668
Changes in other technical provisions

Gross R1710 5,193 58,761 604 (59,901) 4,657

Reinsurers’ share R1720 1,983 58,168 602 (59,054) 1,699

Net R1800 3,209 594 2 (847) 2,958
Expenses incurred R1900 2,696 (305) (2) 30,600 32,989
Other expenses R2500 3,739
Total expenses R2600 36,728
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Insurance with
profit participation

Index-linked and unit-linked insurance

Contracts without
options and | Contracts with options
guarantees or guarantees

€0020

C0030

C0040 C0050

568,493

Technical provisions calculated as a whole R0010 15,713
Total Recoverables from reinsurance/SPV and Finite Re after R0020
the adjustment for expected losses due to counterparty default 15,685
associated to TP calculated as a whole

Technical provisions calculated as a sum of BE and RM

Best Estimate

Gross Best Estimate R0030 566,869

Total Recoverables from reinsurance/SPV and Finite Re after the R0080

adjustment for expected losses due to counterparty default SR

Best estimate minus recoverables from reinsurance/SPV and Finite R0090

Re - total (EEs2t)

Risk margin R0100 1,624

Amount of the transitional on Technical Provisions

Technical provisions calculated as a whole — unaudited RO110

Best estimate — unaudited R0120

Risk margin — unaudited R0130

Technical provisions - total R0200

Other life insurance

Contracts without
options and
guarantees

C0070

247,984

Contracts with
options or guarantees

C€0080

Annuities stemming
from non-life insurance
contracts and relating to
insurance obligation
other than health
insurance obligations

C0090

Accepted
reinsurance

0100

358,796

(110,812)
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Total (Life, other than
health insurance, incl
Unit-Linked)

C0150

Health insurance (direct business)

C0160

Contracts without
options and guarantees

C0170

Contracts with options
or guarantees

0180

Annuities stemming
from non-life insurance
contracts and relating to
health insurance
obligations

C0190

Health reinsurance
(reinsurance accepted

C€0200

Total (Health, similar to
life insurance)

0210

(18,790)

(2,632)

863,235

Technical provisions calculated as a whole R0010 15,713
Total Recoverables from reinsurance/SPV and Finite Re after the R0020
adjustment for expected losses due to counterparty default
associated to TP calculated as a whole
Technical provisi Iculated as a sum of BE and RM
Best estimate
Gross Best Estimate R0030 814,605
Total Recoverables from reinsurance/SPV and Finite Re after the R0080
adjustment for expected losses due to counterparty default BSOS
Best estimate minus recoverables from reinsurance/SPV and Finite R0090
Re - total (12255
Risk margin R0100 32,916
Amount of the transitional on Technical Provisions
Technical provisions calculated as a whole — unaudited RO110
Best estimate — unaudited R0120
Risk margin — unaudited RO130
Technical provisions - total R0200

(16,158)

(16,158)

2,643

(16,147)
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Tier1 Tier1 | |
€000 Total unrestricted restricted Tier 2 Tier 3
C0010 €0020 €0030 C0040 C0050
Basic own funds before deduction for participations in other financial sector
Ordinary share capital (gross of own shares) R0010
Share premium account related to ordinary share capital R0030
Initial funds, members' contributions or the equivalent basic own-fund item for RO040
mutual and mutual-type undertakings
Subordinated mutual member accounts R0050
Surplus funds R0070
Preference shares R0090
Share premium account related to preference shares R0O110
Reconciliation reserve RO130 101,360
Subordinated liabilities R0140
‘An amount equal to the value of net deferred tax assets R0160 1,855
Other own fund items approved by the supervisory authority as basic own funds R0180
not specified above 39,000
Own funds from the financial statements that should not be represented by the
reconciliation reserve and do not meet the criteria to be classified as Solvency II
own funds
Own funds from the financial statements that should not be represented by the R0220
reconciliation reserve and do not meet the criteria to be classified as Solvency Il
own funds
Deductions for participations in financial and credit institutions R0230
Total basic own funds after deductions R0290 156,859 155,004 1,855
‘Ancillary own funds
Unpaid and uncalled ordinary share capital callable on demand R0300
Unpaid and uncalled initial funds, members' contributions or the equivalent basic | R0310
own fund item for mutual and mutual-type undertakings, callable on demand
Unpaid and uncalled preference shares callable on demand R0320
A legally binding commitment to subscribe and pay for subordinated liabilities on | R0330
demand
Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC | R0340
Letters of credit and guarantees other than under Article 96(2) of the Directive R0350
2009/138/EC
Supplementary members calls under first subparagraph of Article 96(3) of the R0360
Directive 2009/138/EC
Supplementary members calls - other than under first subparagraph of Article R0370
96(3) of the Directive 2009/138/EC
Other ancillary own funds R0390
Total ancillary own funds R0400
Available and eligible own funds
Total available own funds to meet the SCR R0O500 156,859 155,004
Total available own funds to meet the MCR R0510 155,004 155,004
Total eligible own funds to meet the SCR R0540 156,859 155,004
Total eligible own funds to meet the MCR R0O550 155,004 155,004
SCR R0580 70,129
MCR R0600 17,532
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|Ratio of Eligible own funds to SCR R0620 223.67%
IRatio of Eligible own funds to MCR R0640 884.10%
Reconciliation Reserve

Excess of assets over liabilities R0700 161,103
Own shares (held directly and indirectly) R0O710

Foreseeable dividends, distributions and charges R0720

Other basic own fund items RO730 55,499
:\:i:fs;:ir;esnat:g:ir:;tfreiﬁtcee%(;\Ljv:dfsund items in respect of matching adjustment RO740 4,244
Reconciliation Reserve RO760 101,360
Expected profits

Expected profits included in future premiums (EPIFP) - Life business R0770 90,998
Expected profits included in future premiums (EPIFP) - Non-life business R0780

Total Expected profits included in future premiums (EPIFP) R0790 90,998
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S.25.01.21 - Solvency Capital Requirement - for undertakings on Standard

Gross solvency
€000 requirement usp Simplifications
co110 C0090 C0100
Market risk R0010 9,588 | ]
Counterparty default risk R0020 7,657
Life underwriting risk R0030 58,876
Health underwriting risk RO040 7,104
Non-life underwriting risk R0050
Diversification R0060 (16,276) ‘
Intangible asset risk R0070 ‘
Basic Solvency Capital Requirement R0100 66,949
Calculation of Solvency Capital Requirement
Operational risk RO130 4,030
Loss-absorbing capacity of technical provisions R0140
Loss-absorbing capacity of deferred taxes R0150 (850)
Capital requirement for business operated in accordance with Art. 4 of Directive RO160
2003/41/EC
Solvency Capital Requirement excluding capital add-on R0200 70,129
Capital add-ons already set R0210
Solvency Capital Requirement R0220 70,129
Other information on SCR _I
Capital requirement for duration-based equity risk sub-module RO400
Total amount of Notional Solvency Capital Requirements R0410
o 63,497
for remaining part
Total amount of Notional Solvency Capital Requirements R0420
. 6,632
for ring fenced funds
Total amount of Notional Solvency Capital Requirement R0430
for matching adjustment portfolios
Diversification effects due to RFF nSCR aggregation for R0440
article 304
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Approach to tax rate

Approach based on average tax rate R0590 2.00
Calculation of loss absorbing capacity of deferred tax LAC DT

LAC DT justified by reversion of deferred tax liabilities R0640 (850)
LAC DT justified by reference to probable future tax economic profit R0650

LAC DT justified by carry back, current year R0660 (850)
LAC DT justified by carry back, future years R0670

Maximum LAC DT R0680 70,979
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$.28.01.01 — Minimum Capital Requirement — Only life or only non-life

insurance or reinsurance activity

€000
Cc0010
Linear formula component for non-life insurance and reinsurance obligations
MCRy, Result R0010 | =
Linear formula component for life insurance and reinsurance obligations C0040
MCR, Result R0200 | 1,989
Net (of reinsurance/SPV)
best estimate and TP Net (of reinsurance/SPV)
€000 calculated as a whole total capital at risk
C0050 C0060
Obligations with profit participation - guaranteed benefits R0210
Obligations with profit participation - future discretionary benefits R0220
Index-linked and unit-linked insurance obligations R0230
Other life (re)insurance and health (re)insurance obligations R0240
Total capital at risk for all life (re)insurance obligations R0250 2,840,664
Overall MCR calculation C0070
Linear MCR R0300 1,989
SCR R0310 70,129
MCR cap R0320 31,558
MCR floor R0330 17,532
Combined MCR R0340 17,532
Absolute floor of the MCR R0350 3,700
Minimum Capital Requirement R0400 17,532
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