Registered Number OC316967

Pensioninsurance Corporation Holdings LLP

Group Annual Report and Financial Statements
For the year ended 31 December 2008



Pension Insurance Corporation Holdings LLP

Registered in England & Wales Registered Number 18887
Registered Office: Until 20 December 2008 theseged office of the Group was Almack House, 28g3treet,
London SW1Y 6XA. Subsequently the registered oftitéhe Group is 14 Cornhill, London EC3V 3ND.

Contents Page
Members’ report 3-5
Statement of Members’ responsibilities in respéthe Members’ Report and the financial 6
statements

Independent Auditors’ Report 7-8
Consolidated Profit and loss account 9-10
Consolidated Balance sheet 11-12
Partnership Balance sheet 13
Consolidated Cash flow statement 14 - 17
Notes to the financial statements 18 - 45

Page 2 of 45



Pension Insurance Corporation Holdings LLP

Members’ report for the year ended 31 December 2008

Principal activity

Pension Insurance Corporation Holdings LLP (“thetiaship” or “PICH”) was registered onJa&nuary 2006. The
principal activity of PICH is as a holding entitgrfthe Pension Insurance Corporation Group (“theu@t). The
principal activity of the Group is the provision imfsurance solutions to defined benefit pensiortfplims. This will
continue for the foreseeable future.

Business Review

The principal operating companies in the GroupPassion Insurance Corporation Limited (“PIC”) arehBion
Security Insurance Corporation Limited (“PSIC")ICRvas authorised to write long term insurance tess by the
Financial Services Authority in 2006. Its princigmbduct offered is the provision of pension insweand annuities to
individuals, corporate pension schemes and otlseiramce companies. PSIC is a reinsurer authdoigéite Guernsey
Financial Services Commission who principally pa®s reinsurance to PIC.

The Group has continued to strengthen its infratiire during the year and has put in place thealapécessary to
enable it to become a significant participant ia tharket place.

In May 2008 PIC wrote its first long term insurarmesiness and followed this with a further fourgei of business,
including the single largest ever pension schersgrance buy-out transaction in the UK, in Decen@@®&8. This
acquisition, of the Thorn Limited pension schemeudty liabilities brought in £1bn of further buss®eto the Group.

The Group targets large pension schemes as pdtensisomers. This market is characterised by aldnutlincreasing
number of willing customers. The interest in thpsaducts has developed significantly over the a@ofsthe last twelve
months as pension scheme sponsors recognise thedstiand volatility of maintaining pension schenisi&s on their
balance sheets.

The number of potential customers is steadily iasirgy and is influenced by the perceived affordtgbibf these
products. This perception of affordability is dedent upon a number of factors including the viewfutire life
expectancy of pensioners, the investment performan@ssets within an individual scheme, and thrapaiiveness of
the marketplace. The Group believes these soklutigifi continue to be perceived as increasinglyaféble and
necessary.

In bringing together skills from the insurance amthsurance industry, the asset management indasthithe private
equity industry, the Group believes it providesréque proposition. This mixture of skills and expace provides a
broad product delivery and encourages innovatighigirelatively new market segment.

The products which the Group is providing are erpd® investment and longevity risks. Managemenhesge risks is
dependent upon developing well judged assumptists bBfe expectancy of specific blocks of livesighe ability to
achieve investment return targets. During the yleauGroup arranged longevity swap reinsurances avittajor
reinsurer, thus providing a further level of prdteec against unexpected mortality outcomes.

Further discussion of the principal risks the Graipxposed to is shown in Note 17 to the Finarsfatements.
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Pension Insurance Corporation Holdings LLP

Members’ report for the year ended 31 December 200@ontinued)

Results
The Group’s profit and loss account for the tecAhaccount appears on page 9 and the profit arsddosount for
the non - technical account appears on page 10.
Members and Board of Advisors
The following were Designated Members during theqake
Date appointed Date resigned

Pension Corporation LLEormerly Duke Street Capital 15 November 2006 -
Structured Solutions Management LLP)

The Board of Advisors for Pension Insurance CorfiamaHoldings LLP during the period consisted of:

John Amato Nicholas Parker Ravi Sinha

John Coomber Richard Priestley Kari Stadigh
John Fitzpatrick Robert Scott Edmund Truell

Sir Martin Jacomb Rob Sewell Sir Mark Weinberg

Sir Nicholas Montagu

Members Profit Allocation and Return of Capital

On a return of capital on winding up or an allogatof profit or otherwise, the Partnership’s assetilable for
distribution among the Members shall be appliethenfollowing order of priority:

e First, to the Manager (Pension Corporation LLP)aspect of amounts owing to the Manager in relatotine
Priority Profit Share and not yet paid to it;
< Secondly, to the holders of the Ordinary Intergsts,rata among all holders of Ordinary Interests.

in accordance with the Members Agreement.

Members’ contributions

Equity commitments are pursuant to the guidelime®at in the Members Agreement.
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Pension Insurance Corporation Holdings LLP

Members’ report for the year ended 31 December 200@ontinued)

Disclosure of Information to Auditors

The Members who held office at the date of approvahis Members’ report confirm that, so far asyttare each aware,
there is no relevant audit information of which tBeup’s auditors are unaware; and each Membetakas all the
steps that he ought to have taken as a Memberke himself aware of any relevant audit informatémd to establish
that the Group’s auditors are aware of that infdroma

Going concern

After making appropriate enquiries, the Membersswter that the Group and Partnership have adegaateirces to
continue in operational existence for the foreskeéiture. They have therefore adopted the goimgcern basis in
preparing the financial statements.

Auditors

The Members appointed KPMG Audit Plc as auditorthef Partnership for the current financial periddPMG Audit
Plc will be proposed for reappointment.

On behalf of the Members

Rob Sewell
On behalf of the Designated Members
31 March 2009
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Pension Insurance Corporation Holdings LLP

Statement of Members’ responsibilities in respectfahe Members’ report and the financial
statements

The members are responsible for preparing the MeshBeport and the Group and LLP financial statesen
accordance with applicable law and regulations.

The law relating to limited liability partnershig&.LP"s) requires the members to prepare Group ladd financial
statements for each financial year. Under thattt@wmembers have elected to prepare the Group laRdihancial
statements in accordance with UK Accounting Stasisland applicable law (UK Generally Accepted Acdoun
Practice).

The Group and LLP financial statements are requirelhw to give a true and fair view of the stataffairs of the
Group and the LLP and of the profit or loss of @mup for that period.

In preparing each of the Group and LLP financiatesnents, the members are required to:
« select suitable accounting policies and thenyatti@m consistently;
« make judgments and estimates that are reasoaatlprudent;

« state whether applicable UK Accounting Standdualge been followed, subject to any material depestdisclosed
and explained in the financial statements; and

« prepare the financial statements on the goingeanbasis unless it is inappropriate to presuraettie Group and the
LLP will continue in business.

Under the Limited Liability Partnerships Regulasd?001, the members are responsible for keepingeptaccounting
records that disclose with reasonable accuracyatime the financial position of the LLP and ersatiiem to ensure
that its financial statements comply with thoseutations. They have general responsibility for tgksuch steps as are
reasonably open to them to safeguard the ass#is @roup and to prevent and detect fraud and atfegularities.
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Independent auditors' report to the members of Perisn Insurance Corporation Holdings
LLP

We have audited the Group and LLP financial statem@the financial statements") of Pension Insaea@orporation
Holdings LLP for the year period ended 31 Decen2®€8 which comprise the primary statements sut¢hes
Consolidated Profit and Loss Account, the Constdidand LLP Balance Sheets, the Consolidated Cagh F
Statement, and related notes. These financialnseatts have been prepared under the accountinggsoiet out therein.

This report is made solely to the members of tmitdid liability partnership (LLP), as a body, incacdance with
section 235 of the Companies Act 1985, as requiyeRegulation 3 of the Limited Liability PartnerphiRegulations
2001. Our audit work has been undertaken so thahight state to the LLP's members those matterareeequired to
state to them in an auditor's report and for n@oflurpose. To the fullest extent permitted by lew,do not accept or
assume responsibility to anyone other than the &héPthe LLP's members, as a body, for our audikwor this report,
or for the opinions we have formed.

Respective responsibilities of members and auditors

As described in the Statement of Members' Respititisoon page 6, the members are responsibléhtopreparation
of the financial statements in accordance withiapple law and UK Accounting Standards (UK GengrAltcepted
Accounting Practice).

Our responsibility is to audit the financial statats in accordance with relevant legal and regofatxquirements and
International Standards on Auditing (UK and Ireland

We report to you our opinion as to whether therimal statements give a true and fair view andoaoperly prepared in
accordance with the Companies Act 1985. We alsortep you if, in our opinion, the LLP has not kepbper
accounting records, if we have not received allitifigrmation and explanations we require for oudiguor if
information specified by law regarding members'wesration and other transactions is not disclosed.

We read the Members' Report and consider whetliecdnsistent with the audited financial staterneWe consider
the implications for our report if we become awaf@ny apparent misstatements or material incarsigts with the
financial statements.

Basis of audit opinion

We conducted our audit in accordance with Inteomati Standards on Auditing (UK and Ireland) issbgdhe Auditing
Practices Board. An audit includes examinationadest basis, of evidence relevant to the amoumisiesclosures in
the financial statements. It also includes an assest of the significant estimates and judgmentdenty the members
in the preparation of the financial statements, @nahether the accounting policies are approptiatdie Group's and
LLP's circumstances, consistently applied and aafedyidisclosed.

We planned and performed our audit so as to oliathe information and explanations which we cdeséd necessary
in order to provide us with sufficient evidencegige reasonable assurance that the financial seatenare free from
material misstatement, whether caused by fraudhar érregularity or error. In forming our opiniave also evaluated
the overall adequacy of the presentation of infdaiomain the financial statements.
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Independent auditors' report to the members of Perien Insurance Corporation Holdings
LLP (continued)

Opinion
In our opinion the financial statements:

e give atrue and fair view, in accordance with UKn@eally Accepted Accounting Practice, of the stdtaffairs
of the Group and the LLP as at 31 December 200& &tttk loss of the Group for the year then ended;

« have been properly prepared in accordance witiCtrepanies Act 1985.

KPMG Audit Plc
Chartered Accountants
Registered Auditor

London
31 March 2009
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Pension Insurance Corporation Holdings LLP

Consolidated Profit and Loss Account for theyear ended 31 December 2008

Note 12 months to 9 months to
31 December 2008 31 December 2007
£000's £000's
Technical Account - Long Term Business
Earned premiums, net of reinsurance
Gross written premiums 2 1,571,759 -
Outward reinsurance premium (842) -
Net earned premiums 1,570,917 -
Investment income 3 18,589 -
Unrealised gains on investments 3 112,835 -
131,424 -
Claims incurred, net of reinsurance
Claims paid:
Gross claims paid (15,965) -
(15,965) -
Change in other technical provisions, net of reinsance
Technical provision for linked liabilities, net cdinsurance:
Gross amount (1,465,058) -
Reinsurers' share 105,985 -
(1,359,073) -
Long Term business provision, net of reinsurance 25(&71) -
(1,684,544) -
Net Operating Expenses 4 (14,297) -
Investment expense and charges 5 (12,277) -
Unrealised losses on investments 3 (38,069) -
Tax attributed to the long term business 15,765 -
Sub-total (balance on the technical account for lapn
term business) (46,046) -
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Pension Insurance Corporation Holdings LLP

Consolidated Profit and Loss Account for theyear ended 31 December 2008

Note 12 months to 9 months to
Non - Technical Account 31 December 2008 31 December 2007
£000's £000's
Balance on the long term business technical account (46,046) -
Tax attributed to shareholders' arising from loggnt
business (15,765) -
Pre-tax profit arising on long term busines (61,811) -
Investment income 3 2,469 (721)
Unrealised gains on investments 3 2,208 2,876
Investment expense and chal 5 (3,424 (256,
Unrealised losses on investments 3 (1,045) (545)
208 1,354
Other charges 6 (4,565) (12,242)
Loss on ordinary activities before tax (66,168) (10,888)
Tax on loss on ordinary activities 8 9,300 -
Retained loss for the financial year available for
discretionary division amongst members (56,868) (10,888)

All of the amounts above are in respect of contigubperations. There are no gains and losses thtaerthe amounts
shown in the profit and loss account above, theeefio Statement of total recognised gains and $asgaresented.

The accounting policies and notes on pages 18 foriban integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Consolidated Balance sheet as at 31 December 2008

2008 2008 2007 2007
Note £000’s £000’s £000’s £000’s

ASSETS
Intangible Assets
Development Costs 10 - 4,191
Investments
Other financial investments 11 702,518 47,049
Assets held to cover linked liabilities 11 1,359,073 -
Reinsurers share of technical provisions
Long Term Business Provision 28,428 -
Technical Provision for Linked Liabilities 105,985 -

134,413 -
Debtors
Debtors arising from insurance operations 13 6,114 -
Other Debtors 14 20,622 4,783

26,736 4,783
Other Assets
Tangible assets 15 128 289
Cash at bank and in hand 8,430 5,640
8,558 5,929
Deferred tax 19 9,300 -
Prepayments and accrued income
Accrued interest 16 22,709 286
Other prepayments and accrued income 16 8,580 681
31,289 967

TOTAL ASSETS 2,271,887 62,919
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Pension Insurance Corporation Holdings LLP

Consolidated Balance sheet as at 31 December 2008ntinued)

2008 2008 2007 2007
Note £000’s £000’s £000’s £000’s
LIABILITIES
Derivative liabilities 12 104,282 317

Technical Provisions
Long Term business provision 353,899 -

Technical Provision for linked liabilities 1,465,058 -
1,818,957
Creditors: amounts falling due within one year
Creditors arising from reinsurance 20 842 -
Other creditors 21 1,644 3,091
2,486 3,091

Accruals and deferred income 1,930 230
TOTAL LIABILITIES 1,927,655 3,638
NET ASSETS 344,232 59,281
REPRESENTED BY:
Members' Other Interests
Members' capital 22(a) 423,311 81,492
Other reserves 22(a) (79,079) (22,211)

344,232 59,281
TOTAL MEMBERS' INTERESTS
Members' other interests 22(a) 344,232 59,281
Amounts due (from)/to Members 22(a) (20,622) (3,007)

323,610 56,274

The financial statements on pages 9 to 45 wereoapdrby the Members on 31 March 2009 and were digndheir

behalf by:

Rob Sewell

The accounting policies and notes on pages 18 fordban integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Partnership Balance sheet as at 31 December 2008

2008 2008 2007 2007
Note £000’s £000’s £000’s £000’s
ASSETS
Investments
Investment in subsidiaries 9 395,784 60,200
Debtors
Other Debtors 14 20,622 11,366
Cash at bank and in hand 11 143
Prepayments and Accrued Income
Prepayments 16 54 -
TOTAL ASSETS 416,471 71,709
LIABILITIES
Creditors: amounts falling due within one year
Other creditors 21 5,147 1,984
Accruals 46 31
TOTAL LIABILITIES 5,193 2,015
NET ASSETS ATTRIBUTABLE TO
MEMBERS 411,278 69,694
REPRESENTED BY:
Members' Other Interests
Members' capital 22(b) 423,311 81,492
Other Reserve 22(b) (12,033 (11,798
411,278 69,694
TOTAL MEMBERS' INTERESTS
Members' other intere: 22(b) 411,278 69,694
Amounts due from Members 22(b) (20,622) (2,835)
390,656 66,859

The financial statements on pages 9 to 45 wereoapfrby the members on 31 March 2009 and were gigneheir

behalf by:

Rob Sewell

The accounting policies and notes on pages 18 foriban integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP
Consolidated Statement of Cash Flows

Reconciliation of loss on ordinary activities befoe tax to

net cash outflow from operating activities 2008 2008 2007 2007
£000's £000's £000's £000's
Loss on ordinary activities before tax (66,168) (10,888)
Losses relating to long-term business 60,974 -
(5,194) (10,888)
Cash transferred to long-term business (230,333) -
Depreciation of tangible fixed assets 252 168
Unrealised gains on investments (285) -
Unrealised losses on investments 220 -
Net cash outflow from operating activities (235,340) (10,720)
CASHFLOW STATEMENT
Shareholders net cash outflow to long-term business (230,333) -
Other operating cash flows attributable to sharelesk (5,007) (10,720)
Net cash outflow from operating activities (235,340) (10,720)
Capital expenditure (91) (2,634)
Financing (note 1) 325,980 -
Disposals of investments 21,704 -
Disposals of Intangible assets 4,191 -
116,444 (13,354)
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Pension Insurance Corporation Holdings LLP

Consolidated Statement of Cash Flows for thgear ended 31 December 2008 (continued)

CASHFLOWS WERE INVESTED AS FOLLOWS

2008 2008 2007 2007
£000's £000's £000's £000's

Increase in cash holdings 2,790 (19,032)
Net portfolio investment
Debt securities (23,243) 26,308
Deposits with credit institutions 1,120 (24,000)
Shares and other variable yield securities (4,416) (8,301)
Participation in investment schemes (582) 11,671
Derivative assets 9,050 -
Accrued interest 3,263 -
Other loans 128,462 -

113,654 5,678
Net investment of cash flows 116,444 (13,354)
Movement in opening and closing portfolio investmets
net of financing (note 2)
Net cash inflow for the period 2,790 (19,032)
Cash flow
Portfolio investments 113,654 5,678
Movement arising from cash flows 116,444 (13,354)
Movement in long-term business 1,743,418 -
Changes in market values 75,928 1,732
Total movements in portfolio investments net officing 1,935,790 (11,622)
Opening portfolio investment net of financing 1 Jamary 52,658 64,280
Closing portfolio investment net of financing at 31December 1,988,448 52,658
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Pension Insurance Corporation Holdings LLP

Consolidated Statement of Cash Flows for thgear ended 31 December 2008 (continued)

Note 1 - ANALYSIS OF CASH FLOWS FOR
HEADINGS NETTED IN THE CASH FLOW STATEMENT

2008 2007
£000's £000's
Financing
Capital introduced by members 341,819 -
Increase in PICH Intercompany amounts (15,839) -
325,980 -

Note 2 - MOVEMENTS IN CASH , PORTFOLIO INVESTMENTS
AND FINANCING

2008 At Cash Changes in Changes to At
1 January Flow long-term market 31 December
business values

£000's £000's £000's £000's £000's
Cash at bank and in hand 5,640 2,790 - - 8,430
Debt securities 29,188 (23,243) 615,076 43,400 664,421
Deposits with credit institutions 1,120 22,426 - 23,546
Shares and other variable yield securities 4,164 (4,416) 751,288 (21,395) 729,641
Participation in investment schemes 13,612 (582) 210,997 1,518 225,545
Loans secured by mortgages - - 69,924 (1,224) 68,700
Derivatives (232) 9,050 11,752 51,740 72,310
Other asset backed securities - - 48,072 1,889 49,961
Other loans - 128,462 (5,277) - 123,185
Accrued interest 286 3,263 19,160 - 22,709
Total 52,658 116,444 1,743,418 75,928 1,988,448
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Pension Insurance Corporation Holdings LLP

Consolidated Statement of Cash Flows for thgear ended 31 December 2008 (continued)

Note 2 - MOVEMENTS IN CASH , PORTFOLIO INVESTMENTS
AND FINANCING (continued)

2007 At Cash Changes in Changes to At

1 April Flow long-term  market 31 December

business values

£000's £000's £000's £000's £000's
Cash at bank and in hand 24,672 (19,032) - 5,640
Debt securities 2,382 26,281 - 525 29,188
Deposits with credit institutions 24,000 (24,000) - - -
Shares and other variable yield securities 11,854 (8,301) - 611 4,164
Participation in investment schemes 1,448 11,671 - 493 13,612
Loans secured by mortgages - - - - -
Derivative assets (142) (45) - (45) (232)
Other asset backed securities - - - - -
Other loans - - - - -
Accrued interest 66 220 - - 286
Total 64,280  (13,206) - 1,585 52,658
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008

1. Accounting Policies

(@)

(b)

(©)

(d)

Basis of preparation

The financial statements have been prepared inréda&geoe with the provisions of Section 255 of, antle®lule
9A to, the Companies Act 1985 and with the StatearaBRecommended Practice on Accounting for Inscean
Business issued by the Association of British Iessiin December 2005, as amended in 2006 and lath t
Statement of Recommended Practice ‘Accounting Iyiteid Liability Partnerships’ issued in March 2006.

The financial statements have been prepared irréda&goe with applicable accounting standards urider t
historical cost convention as modified to include tevaluation of certain investments.

Under Section 230(4) of the Companies Act 1985 Ptanership is exempt from the requirement toges
own profit and loss account.

The Group accounts for derivatives at fair value emnsequently is required to comply with the paekaf
accounting standards FRS23, FRS24, FRS25, and FRS26

The Group has adopted the requirements of FRS geteding financial years as permitted by the &tech

The principal accounting policies set out belowdénbeen applied consistently throughout the year.

Basis of consolidation

The consolidated financial statements include ¢selts of the partnership and its subsidiary uratt@rgs for
the year ended 31 December 2008. The acquisitethad of accounting has been adopted. Under this
method, the results of subsidiary undertakings iaeqwor disposed of in the year are included in the
consolidated profit and loss account from the @&@cquisition or up to the date of disposal.

Basis of accounting for long term insurance busines
The Group has adopted the Modified Statutory Saydsasis of accounting for long term business.

Where long term reassurance contracts are structarprovide financing as well as transfer of rigley are
accounted for as insurance contracts. A linkedgntation is adopted in the balance sheet to tefiediability
due to the reinsurer for longevity reinsurance whbere is a net settlement and a legal right fskbf

Recognition and derecognition of financial instrumets

A financial instrument is recognised if the Grogzbmes a party to the contractual provisions ofrtsieument.
Financial assets are derecognised if the Groupisactual rights to the cash flows from the finaheissets expire
or if the Group transfers the financial asset totlaer party without retaining control or substdhtiall risks and
rewards of the asset. Regular purchases and $diearwial assets are accounted for at trade datethe date
that the Group commits itself to purchase or delldsset. Financial liabilities are derecogniséakifGroup’s
obligations specified in the contract expire or@iseharged or cancelled.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

(e)

()

)

(h)

Contract Classification

Insurance contracts are defined as those contrantaining significant insurance risk if, and oiflyan insured
event could cause an insurer to make significaditiatial payments in any scenario, excluding sdesahat
lack commercial substance, at the inception ottirgract. Such contracts remain insurance conttautiisall
rights and obligations are extinguished or exphmy contracts not considered to be insurance cotsttander
FRS 26 are classified as investment contracts.

The Group has not entered into any investment aotstiduring the period.

Premiums

Premiums written are valued on the day risk is ptack for in-specie premiums this is usually thiedd receipt

of the assets, i.e. the settlement date. Estin@tesnade at the balance sheet date to recognisspettive
adjustments to premiums or commissions. Outwandsweance premiums are accounted for in the same
accounting period as the premiums for the relabexttinsurance or inwards reinsurance business.

Premiums reported exclude any taxes or duties aspdemiums. Outward reinsurance premiums areuadced
for on a payable basis.

Acquisition Costs
Acquisition costs comprise all direct and indireasts arising from the conclusion of insurance reats.

A deferred acquisition cost asset has not beeblestad in the balance sheet. The majority of agitjon costs
incurred are not directly related to individualesand the amount of directly attributable acqoisitosts, that
would be deferrable, is not considered to be nsteri

Investment Return

Interest receivable is accounted for on an acchedss. Dividend income, grossed up where appatgphy the
imputed tax credit, is recognised when the relatedstment goes “ex-dividend”.

Realised gains or losses represent the differeetvecien net sales proceeds and purchase pricelor aase of
investments valued at amortised cost, the latesging value.

Unrealised gains and losses on investments représedifference between the current value of ihmests at
the balance sheet date and their purchase price.mbvement in unrealised investment gains/lossssdes
an adjustment for previously recognised unrealgaeds/losses on investments disposed of in theuaticog
period.

Investment return (including realised and the moeinm unrealised investment gains and losses) on

investments attributable to the long term busimesbassociated shareholders’ funds is reportdukiteichnical
account for long term business. Other investmetotrn is reported in the non-technical account.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

(i)

0

(k)

V)

Claims

Claims reflect the cost of all claims arising darthe year. Claims on insurance contracts argyeldaagainst
revenue when due for payment or, if earlier, ondidte when the policy ceases to be included witten
calculation of policyholder liabilities. Reinsu@recoveries are accounted for in the same pastle related
claim.

The Group has entered into mortality swap contraots net settlement basis where it will pay aneetgxd
claim and be reimbursed the actual. Both leghefswap are included net under amounts due framsuegrs.
As of 31 December 2008 no net settlement has tpkare and the two amounts are estimated to bd.€tha
amount of claims incurred covered by the swap eatdrin the year to 31 December 2008 was £11,2@3,00

Long Term Business Provision

The long term business provision has been comphaeithg due regard to the principles laid down il
Directive 92/96/EEC. A prospective gross premiuwatugtion method has been adopted for the busindgtbs,
the exception of linked contracts where the provisiare based on the market value of the relatsdsas

Investment expenses and charges
Investment expenses comprise:

. fund managers’ fees; and
. transaction costs on financial assets at fair vidugugh profit or loss.

Fund manager’s fees are recognised on an accrasils b

Financial Investments
Fair value through profit or loss

This category has two sub-categories: those dewsidgrat fairvalue through profit or loss at inception and
financial assets/liabilities held for trading. Andincial asset/liability is classified in the latteategory if
acquired principally for the purpose of sellingire short term and is not designated asvaine through profit
or loss at inception. The Group has designateadinhassets/liabilities at fair value through firof loss where
the Group’s strategy is to manage those finandaéta/liabilities on a fair value basis. Interrgbarting and
performance measurement of these assets/liabgiteeen a fair value basis. Note 11 sets outitmeuat of each
class of financial asset and liability that hasrb@esignated at fair value through profit or loss.

Financial instruments at fair value through profitoss are initially recognised and subsequen#gsured at fair
value in the balance sheet with transaction caedtsrt directly to profit or loss. All changes inrfaalue are
recognised in profit or loss as described in twektment return’ accounting policy. The methodgldor
determining the fair value for financial assets Eedilities is set out in Note 11.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

(m) Offsetting Financial Instruments

(n)

(0)

()

Financial assets and liabilities are offset andrteieamount reported in the balance sheet only where is a
legally enforceable right to offset the recognisetbunts and there is an intention to settle ont &ass, or to
realise the asset and settle the liability simdtarsly

Derivatives held in the portfolio of linked assate presented within Assets held to cover linkahilities.
Derivatives held outside of the linked assets pbdfare presented separately as financial assetfiabilities
on the balance sheet.

Foreign exchange

Assets and liabilities denominated mainly in a iigmecurrency are translated using the closing na¢ghod.
Other exchange differences are dealt with in tloditpend loss account through either the non-temdiraccount
or, in the case of long term insurance businesslotiig term business technical account.

Intangible Assets

Intangible fixed assets are capitalised at thest.colntangible fixed assets are amortised to gilelqual
instalments over their useful economic lives ofAestn 2 and 5 years.

Technical Provisions

The long term business provision and the techmpigatision for linked liabilities are determined the Group’s
internal Actuarial department using methods andragsions determined by the Group’s Actuarial Fuorcti
Holder as agreed with the directors after considehis advice and using recognised actuarial metkgith
due regard to the actuarial principles laid dowDirective 2002/83/EC. They are calculated inijian a
statutory solvency basis to comply with the repgytiequirements under the Financial Services andkdtsa
Act 2000. The valuation provisions are then medifio remove certain contingency and other reserves
required by the Prudential Sourcebook issued bythancial Services Authority.

The technical provision is the discounted valuéutiire claim payments, adjusted for investment agps and
future administration costs. Claim payments alfomthe effects of mortality in line with the bass= out in
note 18. These bases have been derived from &yssnaf recent population and internal mortalikperience
obtained from the pension scheme administratomaakk allowance for improvements in mortality in the
future.

The interest rate used for discounting claim paysenderived from the yield on the assets heldraakes
allowance for the risk, including credit risk, assbed with these assets. The calculation of theation rate of
interest complies with the relevant FSA regulatihNsSPRU 1.2.33R and INSPRU 3.1).

Linked liabilities include long term insurance messs where liabilities are determined by referea@n

index. The Group writes business linked to theaR€rices Index (RPI). All linked contracts tréers
significant insurance risk, including guaranteedddits, and are classified as insurance contracts.
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Notes to the financial statements for the year ende31 December 2008 (continued)

(9) Investment in subsidiary undertakings (LLP only)

Investments in subsidiary undertakings are statedst less impairment.

() Tangible Assets

Depreciation is provided to write off the cost I¢se estimated residual value of tangible fixecetssby equal
instalments over their estimated useful economslias follows:

Furniture & Fittings 2 years
Computer Hardware 2 years
Computer Software 2 years

(s) Taxation

Taxation on all partnership profits is solely trergonal liability of individual members. Consequgnteither
taxation nor related deferred taxation arising @apect of the partnership is accounted for in tHiesacial
statements. Amounts retained for tax are treatetldrsame way as other profits of the partnershipso are
included in members’ other interests or in loand ather debts due to members’ depending on whetheot
division of profits has occurred.

The companies dealt with in these consolidatedfiied statements are subject to corporation tardas their
profits for the accounting period. The tax liai#s and any deferred taxation of these compamesegorded
in the profit and loss account under the relevasading and any related liability is carried as editor in the
consolidated balance sheet. Deferred tax assetsremognised to the extent that they are regarded a
recoverable.

(t) Leases
The rental costs relating to operating leases laaeged to the profit and loss account on a strdigatbasis
over the life of the lease.

(u) Outward reinsurance premiums

Management fees paid in respect of mortality swayracts are included under outward reinsurancaipras.
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2.

Segmental Analysis

In the opinion of the directors, the Group operates single business segment, being that of leng t
insurance business.

200¢ 2007
£000's £000's
Gross premiums written
Bulk Pension annuities 1,571,759 -
Total 1,571,759 -

All premiums are single premium business, undeugroon-participating contracts. All business t#ten in
the United Kingdom and relates to group pensiorohtgyand include both immediate and deferred aiesuit

Investment income

Technical Account Non-Technical Total
200¢ 2007 200¢ 2007 200¢ 2007

£000 £000 £000 £000 £000 £000

Investment Income

Interest income on cash deposits 562 - 348 1,677 910 1,677
Dividend income 79 - - 71 79 71
Income from other investments
- Debt Securities 11,327 - - - 11,327 -
- Collective Investment schemes (UCITS)
3,309 - 1,134 - 4,443 -

- Other 614 - 555 - 1,169 -
Realised gains from Investme 2,698 - 432 - 3,130 -

18,589 - 2,469 1,748 21,058 1,748
Unrealised gains on Investments 112,835 - 2,208 2,876 115,043 2,876
Unrealised (losses) on Investments (38,069) - (1,045) (545) (39,114) (545)
Net unrealised gain 74,766 - 1,163 2,331 75,929 2,331
Total Investment return 93,355 - 3,632 4,079 96,987 4,079

Realised gains from investments comprises £3,12007; £nil) on financial instruments designatedaat
value through profit or loss upon initial recogoitiand £nil (2007: £nil) on financial instrumentslc for
trading.

The net unrealised gain on financial instrumentmises gains of £75,929k (2007: £1,854k) on fiftenc

instruments designated at fair value through pmfitoss upon initial recognition and £nil (200Z72k) on
financial instruments held for trading.
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4. Net Operating Expenses
2008 2007
£000's £000's
Acquisition Costs 11,821 -
Administrative Expenses 2,476 -
Net Operating Expenses 14,297 -

Acquisition costs included commissions amountingnd (2007: nil) for direct insurance accounted liy the
Group during the year. The majority of these adgtioiscosts incurred are not directly related tdiwdual sales,
and the amount of directly attributable acquisitiasts, that would be deferrable, is not considerdge material,
therefore no deferral of acquisition expenses kas Inade.

Net operating expenses include management serpicesded to the Group by Pension Corporation LLP.

Management and staff are members of, or employe@éxysion Corporation LLP.

5. Investment Expenses and Charges

Technical Account Non-Technical Total
200¢ 2007 200¢ 2007 200¢ 2007

£000 £000 £000 £000 £000 £000

Investment management expenses,

including interes 896 - 1) 256 895 256
Realised losses on Investments 10,381 - 3,425 2,469 13,806 2,469
11,277 - 3,424 2,725 14,701 2,725

Realised losses from investments comprises £13,808K7: £2,747k) on financial instruments desigdatt
fair value through profit or loss upon initial regotion and £nil (2007: Gain £278k) on financiastiuments
held for trading.

6. Other charges
Included within charges made against profit are:
Group Group
12 months to 9 months to
31 December 2008 31 December 2007

£000 £000

Depreciation of tangible assets 252 158
Amortisation of intangible assets 394 10

Other operating leases 25 436

671 604

Included within other charges are amounts paicetarn for management services provided to the Giup
Pension Corporation LLP (“PC LLP”). Management ateff are members or employees of PC LLP.
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Notes to the financial statements for the year ende31 December 2008 (continued)

7.

Auditors’ remuneration

The remuneration of the auditors in respect tosthtutory audit amounted to £196,000 (2007: £62,8f0the
Group. Fees payable to the auditors and theircedes other than for the statutory audit amoutdefil 15,175
(2007: £149,922) for the Group.

Group Group
12 months to 9 months to
31 December 2008 31 December 2007

£000 £000
Audit Fees — audit of Group financial statements 8 9

Audit Fees — audit of financial statements
subsidiaries pursuant to legislation 188 53
196 62
Other services relating to taxation 115 97
Services relating to information technology - 52
All other services - 1
311 212

Taxation

a) Partnership
No provision has been made for taxation in therfiiea statements. Each partner is exclusively didbt any tax

liabilities arising out of their interest in therBreership which will be assessed on the indivighzatners and not on
the Partnership.

b) Group

A deferred tax asset of £9,300,000 has arisenmisiBe Insurance Corporation Limited and has been
recognised as it is anticipated that taxable mafitl exist in future periods which will crystadk this asset.

In 2007 a deferred tax asset of £782,000 arosehwtis not recognised due to the uncertainty ofithieg of
taxable profits in future years which would crylsal the deferred tax assets.

The Group has assessed the recoverability of defeéax by reference to the expected release ofusugver
four years from the in force book at 31 Decemb&&@T’he amount considered recoverable has not been
discounted.

The UK corporation tax charge in subsidiary undentgs in the period was nil (2007: nil) as a resiilthe
losses arising in the period.
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9. Investment in subsidiary undertakings

PARTNERSHIP

Shares in Loans to Capital Total
subsidiary subsidiary  Contributions to
undertakings undertakings subsidiary
undertakings
£000 £000 £000 £000
At 31 December 2007 50,000 10,200 - 60,200
Additions 275,584 - 60,000 335,584
At 31 December 2008 325,584 10,200 60,000 395,784

The principal wholly owned subsidiaries of the Lafe Pension Insurance Corporation Limited, which is
wholly owned and incorporated in England and Wades, Pension Security Insurance Corporation Limited
which is incorporated in Guernsey. Both of thadesgliaries are insurance companies.

10. Intangible assets
Software Software
Developmen Licenses Total
costs
£000 £000 £000
Cost
At beginning of year 3,569 633 4,202
Additions 364 20 384
Disposals (3,933) (653) (4,586)
At end of year - - -
Amortisation
At beginning of year (11 - (11
Charge for year (340) (54) (394)
On disposals 351 54 405
At end of year - - -
Net Book Value
At 31 December 200 - - -
At 31 December 20( 3,558 633 4,191

During the current year the Group sold the intalegiissets it held at net book value to Pensiondzatipn LLP.

There were no intangible assets in the Partneeshigt 31 December 2008.
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11. Financial assets and financial liabilities

Financial Assets

Shares and other variable yield securities ants imiunit trusts
Debt securities and other fixed income secur

Loans secured by mortgages

Deposits with credit institutions

Derivative assets

Participation in investment schemes

Other asset backed securities
Other loan

Total Investments

Assets held to cover linked laibilities
Other Financial Assets

Total Investments

Debtors arising out of direct insurance operations
Other Debtors

Accrued Interest

Other Prepayments and accrued income

Other Receivables

Cash & cash equivalent:

Total Financial Assets

Financial Liabilities

Derivative liabilities

Creditors arising out of reinsurance operations
Other Creditors

Accruals and deferred incor

Other liabilities

Total Financial Liabilities

No assets were classified as held for tradingettid of the year

31 December 2008

Financial Financial
£000 £000

729,641
664,421
68,700
23,546
176,592
225,545

49,961
123,185

2,061,591

1,359,073

702,518

2,061,591

6,114
20,622
22,709

8,580
58,025

8,430

2,128,046

104,282

842
1,644
1,930
4,416

108,698
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31 December 2007

Financial Financial
£000 £000

4,164
29,188
85
13,612
47,049
47,049
47,049
4,783
286
681
5,750
5,640
58,439

317

3,091

230

3,321

3,638



Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

11.

12.

Financial Assets and financial liabilitieqcontinued)
Basis for determining fair values

The following summarises the significant methodd assumptions used in estimating the fair values of
financial instruments reflected in the table above.

i) Investments in shares, debt securities and invesent schemes

The fair value of shares and debt securities isrdéhed by reference to their quoted bid pricénatreporting
date. Fair values for unlisted shares and varigibld schemes are estimated using applicable paceings or
price/cash flow ratios or other measures refinegfi@ct the specific circumstances of the issu&ir values
for unlisted debt securities are estimated as tesgnt value of future cash flows, discounted attiarket rate
of interest at the reporting date.

)] Derivatives

The fair values of forward exchange contracts amarés are based on their listed market pricesaflable. If a
listed market price is not available, then fairuels estimated by discounting the difference betwbe
contractual forward price and the current forwandepfor the residual maturity of the contract gsarisk-free
interest rate (based on government bonds).

The Group has entered into a humber of forwardfahde agreements in 2008. The Group enters inth s
transactions for efficient portfolio managementgmnsges.

Derivative Financial Instruments

The Group has entered into a number of inflatida smd interest rate swap agreements in the yés. 20
Inflation swaps protect the Group against the aslveffects of inflation over a period of time. erést rate
swap agreements involve the exchange of fixed latifig payments over the life of the agreementhauit
an exchange of the underlying principal amounte Tnoup enters into interest swap transactionsgistin
the matching of contractual liabilities.

These inflation rate and interest rate swap agratsrege accounted for on a market value basisjstens with
the assets and liabilities hedged.

Contract / Fair Value
Notional Asset: Liabilities
£000 £000 £000
At 31 December 2008
Interest Rate Swa 397,785 135,282 (46,326)
Inflation Sway 41,014 43,937 (55,049)
FX Forward: (23,899) 76,694 (82,818)
Future: - 1,017 (427)
414,900 256,930 (184,620)
Reallocated to linked ass (80,338) 80,338
176,592 (104,282)

There were no interest rate or inflation swapslab8cember 2007.
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13. Debtors arising from insurance activities
GROUP 12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Policyholder 6,114 -
6,114 -
14. Other Debtors
GROUP 12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Amounts due from Pension Corporation | 3,020 -
Loans due from DSCSS Scotland LP 9,631 -
Amounts due from Pension Corporation - 4,782
Loan due from Pension Corporation 7,971 -
Other Debtors - 1
20,622 4,783
PARTNERSHIP
12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Amounts due from Pension Corporation | 3,020 -
Amounts due from Pension Insurance Corporatiol - 6,584
Loans due from DSCSS Scotland LP 9,631 -
Amounts due from Pension Corporation - 4,782
Loan due from Pension Corporation 7,971 -
20,622 11,366
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15.

16.

Tangible Assets

Computer Computer Furniture and
Hardware Software Fittings Total
£000 £000 £000 £000
Cost
At 1 January 2008 409 49 43 501
Additions in year 61 27 3 91
At 31 December 2008 470 76 46 592
Depreciation
At 1 January 2008 (178) a7 a7 (212)
Charged for year (196) (31) (25) (252)
At 31 December 2008 (374) (48) (42) (464)
Net Book Value
At 31 December 200 96 28 4 128
At 31 December 20( 231 32 26 289
There are no assets held under finance leases.
Prepayments and Accrued Income
Group Group Partnership Partnership
12 months to 9 months to 12 months to 9 months to
31 December 2008 31 December 2007 31 December 2008 D8tember 2007
£000 £000 £000 £000
Accrued income ol
deposits 22,709 286 - -
Prepayments 8,580 681 54 -
31,289 967 54 -

Page 30 of 45



Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)
17. Risk Management
The Group’s business involves the acceptance amagement of risk.

A number of risk factors affect the Group’s opergtiesults and financial condition. The financigkifactors
affecting the Group include the effects of marksk,rcredit risk and liquidity risk, longevity risknd
operational risk on the financial position of theoGp.

Managing the Group’s risks is a significant focusaafor Management as an uncontrolled and unmanaged
development in various risks may affect the Groy@sformance and capital adequacy. The Group adopt
integrated view to the management and qualitatssessment of risk. The Group aims to minimise its
exposure to unwanted risks — those risks that ar@ctively sought and which carry no reward far @roup,

to the extent that it is cost-effective to do so.

The Group uses derivatives for the purpose ofiefiigportfolio management or to reduce risk, specif
examples being to implement tactical asset allonathanges around the strategic benchmark, hedge ca
flows, or control the risk profile of an identifiedrategy. The Group uses forward exchange costeandt
futures.

Derivative financial instruments used to facilitaiicient portfolio management and for investmpuotposes
are carried at fair value with changes in fair eaincluded in the profit and loss account. The @rbas not
applied hedge accounting to its derivatives. Theugmonitors its exposure to risks through regrgarews of
its portfolios of assets and liabilities and theiderlying characteristics.

1) Market risk

Market risk is the risk that future changes in neufirices may make a financial instrument less
valuable. The portfolio of investment assets igexttio market risks in the form of interest ratks,
currency risks, volatility risks, inflation risks avell as price risks.

The primary market risk that the Group faces isrist rate risk because many of its assets are
investments that are bonds, and cash depositsathes of which are subject to interest rate figks

risk is largely hedged by the use of derivatives.

Interest rate risk and inflation risk with regam liabilities should be hedged, with swaps being th
preferred option. Currency risk in the assethatfftind or mandate level must be at least 95% edge

The Group actively monitors market risk accordioghte ICA framework with a range of stress and
sensitivity tests being performed based on vanpasket conditions.
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17. Risk Management (continued)
The table below shows the results of sensitivitglgsis testing on the Group’s profit and loss aqdity
(both after tax) of its largest individual entif§ension Insurance Corporation Limited, which repnés

98% of the Group by asset value. The impact onother group companies of changes in these key
sensitivities is considered to be immaterial.

31 December 31 December

2008 2007
£000 £000
Interest rate risk
+ 100 basis points change in interest rates (11,248) 551
- 100 basis points change in interest rates 19,035 (551)
Inflation risk
+ 100 basis points change in inflation 23,656 1,778
- 100 basis points change in inflation (20,625) (1,778)

Assumptions, methodology and limitations of semgitianalysis:

* The effects of the specified changes in factorslatermined based on the year end financial
instrument values. The level of movements in mafiketiors which the sensitivity analyses are based
were determined based on economic forecasts atutibéd experience of variations in these factors.

» The sensitivity table demonstrates the effect dii@ge in a key assumption while other
assumptions remain unchanged. However, the ocaereina change in a single market factor may
lead to changes in other market factors as a rekuatirrelations.

» There is no significant or measurable effect ofeuncy risk on the Group’s business and the
associated sensitivity analysis has therefore eentshown.

2) Credit risk

Credit risk is risk that a counterparty or an issafesecurities, which the Group holds in its asset
portfolio either,

. defaults;

. has a change to its rating;

. has spread widening; or

. another party fails to perform according to thentiof the contract.

Certain over-the-counter derivatives contain aitmsk element that is controlled through estabtient
of collateral agreements and master netting agneenom interest rate and currency swaps. The Gsoup
also exposed to credit-related losses in the esfambn-performance by counterparties.

During the period there were no significant concaidns of credit risk with the maximum exposure to
credit risk being represented by the carrying anhofieach financial asset.
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17. Risk Management (continued)

In line with the Group’s investment guidelines, dershould have a minimum investment grade credit
rating. Credit and counterparty risks for assetfi & limited to within the FSA guidelines by
minimising the exposure to single counterparts adl &s groups of counterparts with the same
characteristics.

The following table sets out the credit risk expesand ratings of financial assets and financadilities
which are susceptible to credit risk:

AAA AA A BBB BB Unrated Total

£000 £000 £000 £000 £000 £000 £000
Loan and debt securities
Debt securities and other fixed income securities 326,474 71,119 208,085 49,848 323 8,572 664,421
Variable yield securitie 481,866 44,979 128,145 37,627 7,745 29,280 729,642
Loans secured by mortga 61,087 4,030 - - - 3,682 68,699
Other asset backed securi 13,251 15,890 16,947 3,873 - - 49,961
Other loan - - - - - 123,185 123,185
As at 31 December 2008 882,678136,018 353,177 91,348 8,068 164,619 1,635,908
Debt securities and other fixed income secul 26,593 2,017 - - - 578 29,188

Variable yield securitie - - - - - 4,164 4,164
Loans secured by mortga - - - - - - -
Other asset backed securi - - - - - -

Other loan - - - - R .
Dervative liabilities

As at 31 December 2007 26,593 2,017 - - - 4,742 33,352

Other assets

Collateralised derivative ass - - - - - 176,592 176,592
Collateralised derivative liabilitit - - - - - (104,282) (104,282)
Deposits with approved credit institutic - - - - - 23,546 23,546
Participation in investment schemes (UCI - - - - - 225,545 225,545
As at 31 December 2008 - - - - - 321,401 321,401
Collateralised derivative ass - - - - - 86 86
Collateralised derivative liabilitit - - - - - (317) (317)
Deposits with approved credit institutic - - - - - - -
Participation in investment schemes (UCI - - - - - 13,612 13,612
As at 31 December 2007 - - - - - 13,381 13,381
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17. Risk Management (continued)

3) Liquidity risk

Liquidity risk is the risk that the Group may beabfe to meet payment of obligations in a timely mem
at a reasonable cost or the risk of unexpecte@ases in the cost of funding the portfolio at appete
maturities or rates. Liquidity management in the@rseeks to ensure that, even under adverse
conditions, the Group has access to the funds saoet cover its liabilities.

Liquidity risk is managed through an asset / ligpinanagement framework by maintaining forecasts o
cash requirements and by adjusting investment nesmnent strategies as appropriate to meet these
requirements. In most cases liquidity risk will deided by holding sufficient assets in investments
which are readily marketable in a sufficiently sHoneframe to be able to settle benefits as thdydiie.
Safeguards are in place to ensure that the liguidisition remains sufficient at all times.

The following table sets out the contwat maturity analysis for financial liabilities

GROUP Uptolyear 1-5years Overb5years Total
£000 £000 £000 £000
Amounts owed to group undertakings 100 - - 100
Other creditors 1,544 - - 1,544
Derivative liabilities 83,244 2,394 18,644 104,282
As at 31 December 2008 84,888 2,394 18,644 105,926

Amounts owed to group undertakings - - - -

Other creditors 3,091 - - 3,091
Derivative liabilities 317 - - 317
As at 31 December 2007 3,408 - - 3,408

4) Longevity risk

Longevity risk is the risk that a pension fundife Insurance Group takes on, due to the possilbhiat
the Group could pay out more than anticipated duedreasing life expectancy.

The Group has a low appetite for longevity riskus, the preferred option is to hedge out as much
longevity risk as possible when schemes are addjuile cases where this is not possible, the Groap
look at assets that are positively correlated hgéwity to offset some of the impact.

The Group monitors the longevity profile of theursnce pool regularly and actively sources
counterparties for reinsurance. Further, it al@mitors counterparty risks with all associated saners.
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17. Risk Management (continued)
4) Longevity risk (continued)

Current mortality rates for pensioners are deriigeda case by case basis) using models that acfaunt
age, gender, annuity amount and indicators of secamomic class. The output from each model is the
used to arrive at an overall consensus view.

Furthermore, for schemes where sufficient and btedixperience data exists, this is utilised to (a)
provide another view for the purposes above antb(bglibrate the above models against the expegien
results derived from a wide pool of schemes. Ahsappropriate adjustments to the mortality models
may be made periodically if justified by emergingerience.

The allowance for future improvements in mortaigtyeviewed periodically in the light of evolving
methodologies for these projections together wigws (from industry and professional bodies) on the
factors driving mortality change.

The exposure to (sensitivities in) this latter asption can be managed to an extent by ensuringtibat
mix of business is suitably weighted towards curpamnsioners who are less exposed to long-term
improvements in mortality rates than younger defépensioners. This exposure can be quantified to a
degree by calculating the increase in liabilitiesttwould result if rates of improvement at evegg &

each future calendar year were higher than thedstghate projection would imply.

The impact of a one year reduction in age of eattsipner, which is broadly consistent with an iasge
in life expectancy of 1 year, would increase ressiyy approximately 3%.

5) Operational Risk

Operational Risk is the risk of loss resulting froradequate or failed internal processes, people an
systems, or from external events.

The Group’s operational risks and control environtrege currently assessed with a view to ensuhiag t
necessary safeguards, controls and contingencpiplgn The extent of these risk assessments and
safeguards are balanced against the expensesireldte initiatives.

Emergency and business continuity plans have asa bstablished to counter external occurrences.

Risk is also being minimised by documented busipessesses for all material areas and through
training.
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18. Technical Provisions
Technical
Long term  provisions for
busines: linked
provision liabilities
£00C £00C
200¢
Gross 353,899 1,465,05¢
Reinsurance (28,428 (105,985
Net 325,471 1,359,07¢<
2007
Gross - -
(a) Rates of Interes 200¢ 2007
Assurances
Without Profit 4.55% n/a
Annuities
With Profit - deferred 0% 0%
Without Profit - deferred 4.55% n/a
- vest 4.55% n/e

(b) Mortality tables

Assurances and deferred annuities PCMAOO / PCFAQ0
Vested annuities PCMAOQO0 / PCFAO0

The Group’s liabilities represent contracts thatvte individual and bulk immediate and deferrediaties.

Annuities in deferment can be level or subjecixed increases or increases linked to RPI. Aneslith
payment can be level or subject to fixed increasaaeases linked to RPI.

The provisions are calculated as the present \@ltlee annuity payments and expenses. The prihcipa
assumptions used in the calculation are set oothel

Mortality

The mortality tables used are adjusted versiorikePXMAOO and PXFAOQO standard tables. The adjestm
applied to these tables vary according to gendgr aad geographical location. The adjustmentsallew for
improvements in mortality rates up to 31 DecemiB€&2

An allowance for future mortality improvements fr@&h December 2008 has been made by applying bespoke

sets of reduction factors. For ages between 9@ aAdhe improvement “floor” reduces linearly to@eThe
reduction factors are applied to both annuitiegapment and deferment.
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18. Technical Provisions (continued)
Interest Rate

The valuation interest rate complies with the regmients of Rule 1.2.33R of INSPRU, the Prudential
Sourcebook for insurers.

The valuation interest rate is adjusted to refleetrisk, including credit risk, associated witle tissets held to
match liabilities. The regulatory requirements (INBJ 3.1) state that the valuation interest rateishioe set at
97.5% of the risk-adjusted yield on the assetsibgdke liabilities, which gives a rate at the @fidecember
of 4.55%

Other Assumptions

An allowance is made for expenses, including irmesit management expenses, following an investigatio
into the Group’s costs.

19. Deferred tax asset

2008 2007

£000's £000's
At beginning of year - -
Movement in the year 9,300 -
At end of year 9,300 -

The amounts provided for deferred taxation ancatheunts unprovided are set out below:

2008 2007
Provided Unprovided Provided Unprovided
£000 £000 £000 £000

Tax on operating loss at standard rat
corporation tax of 28% 9,300 7,402 - 1,331

Difference between accumulated

depreciation and amortisation and
capital allowances - 316 - -
Expenses not deductible for tax purposes - 2) - -
Other timing differences

9,300 7,716 - 1,331

The Group has assessed the recoverability of defeéax by reference to the expected release ofusugver
four years from the in force book at 31 Decemb&&@T’he amount considered recoverable has not been
discounted.
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20. Creditors arising from reinsurance activities

GROUP
12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Other creditor 842 -
842 -
All creditors are payable within a period of onarye
21. Other Creditors
GROUP
12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Amounts owed to Pension Corporation L 100 1,775
Other creditor 1,544 1,316
1,644 3,091
PARTNERSHIP
12 months to 9 months to
31 December 2008 31 December 2007
£000 £000
Amounts owed to Pension Corporation L - 1,947
Amounts owed to Pension Insurance Corporatior 5,147 -
Other creditor - 37
5,147 1,984
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22.

Pension Insurance Corporation Holdings LLP

Reconciliation of movement in Members’ Other Iterests

a) Group
Loans anc
other debt:
due
Members Other to/(from)
capital reserves Total member: Total
£000 £000 £000 £000 £000
At 31 December 2007 81,492 (22,211) 59,281 (3,007) 56,274
Capital introduced by memb: 341,819 - 341,819 - 341,819
Loss for the financial perio
available for division amongst
members - (56,868) (56,868) - (56,868)
Amounts due to / from members - - - (17,615) (17,615)
At 31 December 2008 423,311 (79,079) 344,232 (20,622) 323,610
b) Partnership
Loans anc
other debt:
due
Members Other to/(from)
capital reserves Total member: Total
£000 £000 £000 £000 £000
At 31 December 2007 81,492 (11,798) 69,694 (2,835) 66,859
Capital introduced by memb: 341,819 - 341,819 - 341,819
Loss for the financial perio
available for division amongst
members - (235) (235) - (235)
Amounts due to /from members - - - (17,787) (17,787)
At 31 December 2008 423,311 (12,033) 411,278 (20,622) 390,656

The amount shown in Loans and Other Debts dugdailfmembers is net of an amount of £3,510,3197200
£6,941,000), which represents amounts due to PCurider the terms of a contractual agreement to R@d
LLP’s expenses incurred during the period.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

23. Members remuneration and numbers
The average number of members of the partnershipgithe period was two.

No remuneration was paid to members during theogeri

24, Operating lease commitments - Group

2008 2007
£000's £000's
Other operating leases
Due within one year 22 909
Due within two to five years 11 35
Due over five years - -
33 944

Operating leases that the Group have enteredeéfdterto items of office equipment.

Page 40 of 45



Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

25.

Related party transactions
a) Transactions with subsidiaries

The partnership has paid £21,109 (2007: £30,500psifs on behalf of its subsidiaries during theqaer As at
31 December 2008 the partnership was owed £10,20@2D07: £16,784,000) from its subsidiaries.

b) Transactions with Pension Corporation Investment4.P Inc

The Group made a loan on commercial terms, repayaithin three years, of £160,000,000 to Pension
Corporation Investments LP Inc during the year3AtDecember 2008 £120,000,000 remained due to the
Group.

¢) Transactions with Pension Corporation LLP

The Group and the Partnership have a related paetionship with Pension Corporation LLP, whicloyides
various management services on behalf of the GrdRgmuneration to certain key management persafnel
the Group is incurred by PC LLP, part of which washarged as a management fee to Pension Insurance
Corporation Limited (‘PIC’) and Pension Securitglmance Corporation Limited (“PSIC").

Management, advisory and directors services pravitte PIC and PSIC during the period amounts to
£10,794,109 (2007: £984,000). Included within thigre amounts paid to John Coomber, Graham Cooper,
John Fitzpatrick, Richard Priestley, Rob Sewellmiadd Truell, Malcolm Thomson and Sir Martin Jacomb
who are directors of Pension Insurance Corpordtfi€C’) and partners of PC LLP.

The total amount of profit and loans received bgsth directors were £2,377,761 (2007: £1,343,6163hwh
includes amounts paid for part of the period onheve those directors commenced employment duriag th
period.

The emoluments of the highest paid director of REZe £650,000 (2007: £512,500). All directors &€ Rre
indirect investors of Pension Insurance Corporattiofdings LLP

As at 31 December 2008, PICH was owed £3,020,1R®YLP (2007 PICH owed: £1,946,858), representing

funding by PICH under the terms of a contractuatament to fund the PC LLP expenses incurred duhiag
period.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

26.

Statement of Capital Resources

The Board’s policy is to maintain a strong caplitase to protect policyholders’ and creditors’ iagts and
satisfy regulators whilst still creating shareholdalue.

The Group’s objectives in managing its capital are:

- to match the profile of its assets and liabi$ititaking account of the risks inherent in the bess;

- to maintain financial strength to support newibess growth

- to satisfy the requirements of its policyholdensd regulators;

- to retain financial flexibility by maintainingrstng liquidity and access to a range of capitalkeis;

- to allocate capital efficiently to support groywsnd

- to manage exposure to movement in exchange rates.

The Group currently has sufficient capital avaidetd meet all its present capital requirementsdes not
utilise debt capital, financial reinsurance or s#isation.

The Group is required to hold sufficient capitahteet the FSA'’s capital requirements. The capital
requirement is calculated on the statutory badichwvis based on EU Directives. For all regulatesdirance
business, account is also taken of the Individwgital Assessment which considers certain businglss not
reflected in the statutory and realistic bases.

The available capital is subject to certain resits as to its use. In particular, no transfessiflong-term
funds can take place without an up to date actiunealaation.

The majority of surplus can be distributed to shalgers subject to meeting the requirements obtisiness.

The capital held within the members’ funds is gatiglavailable to meet any requirements. It reradire
intention of management to ensure that there igute capital to exceed the Group’s regulatoryirequents.

The capital held by the insurance business is cainsd by regulatory requirements.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

26. Statement of Capital Resources (Continued)

Available Capital Resources
Life Business

UK non- Shareholders' TOTAL LIFE Other Group
participating ~ Overseas funds BUSINESS activities  Total
£000 £000 £000 £000 £000 £000
Shareholders funds outside fi - 4,264 165,933 170,197 - 170,197
Shareholders funds held in ft 174,035 - - 174,035 - 174,035
Total shareholders' funds 174,035 4,264 165,933 344,232 - 344,232
Adjustments onto regulatory basis:
Adjustment to assets - - (107,359) (107,359) - (107,359
Other adjustments (17,502) (3,029) - (20,531) - (20,531
156,533 1,235 58,574 216,342 - 216,342
Other qualifying capital: -
Total available capital resources 156,533 1,235 58,574 216,342 - 216,342

The Group does not write any with profit or unitded business.

The total available capital resources for each@edf the statement show the capital on a reguoldiasis that
is available to meet the regulatory capital requigats of that part of the business.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

26.

Statement of Capital Resources (Continued)

Such Group capital is generally subject to restis as to its availability to meet requirements drise
elsewhere in the Group. The principal restricithat the available surplus held in a life fuaditributable to
members and, subject to meeting the regulatoryirempents of that business, this capital is avadlablmeet
requirements elsewhere in the Group.

For the UK Life fund the Group is required to heldficient capital in the life company to meet #®A
requirements, based on the ‘capital resourcesnament’ (CRR) determined in accordance with the BSA
Statutory Solvency rules, together with the IndindtCapital Assessment (ICA). Management intends to
maintain surplus capital in excess of the CRR @A &nd to maintain an appropriate additional maoyiar
this to absorb changes in both capital and cagEtplirements.

The relevant capital requirement is the minimunveoty requirement determined in accordance with’5SA
Statutory Solvency regulations. At 31 December8B@ available capital was 232% (2007: 1533%hef t
capital requirement of £86.2 million (2007: £2.2lion).

It is the Group’s policy to hold the higher of itdernal capital requirement and the FSA capitquireement
plus a specified margin over this to absorb chaigesth capital and capital requirements.

There have been no material changes in the Granasagement of capital during the period.

Capital composition
The Group’s capital comprises total members’ equity

2008 2007

£000's £000's
Members capital 423,311 81,492
Retained reserves (79,079) (22,211)
Group capital 344,232 59,281

The Group has complied with all externally andiingdly imposed capital requirements throughoutglieod.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2008 (continued)

27. Additional information on subsidiaries
Subsidiary Undertakings Activity
Pension Corporation Holdings (Gibraltar) Limited ltHag Company
Pension Holding Company (UK) 1 Limited Holding Coamy
Pension Holding Company (UK) 2 Limited Holding Coamy
Pension Holding Company (UK) 3 Limited Holding Coamy
Pension Insurance Corporation Limited Insuranceeafihed benefit pension schemes
PSIC Holdings (Guernsey) Limited Holding Company
Pension Security Insurance Corporation Limited BArfinuity Reinsurance

All subsidiary undertakings are owned as to 100%rdinary share capital.

All subsidiaries have been consolidated in the awot® Pension Corporation Holdings (Gibraltar) liedi is
incorporated, registered and operates in GibraR&C Holdings (Guernsey) Limited and Pension Sgcumsurance
Corporation Limited are both incorporated and rteged in Guernsey and operate there.

All other subsidiaries are incorporated in Greatdn and registered and operate in England andce®Val
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