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Pension Insurance Corporation Holdings LLP

Members’ report for the year ended 31 December 2009

The members present their annual report and thigedUthancial statements for Pension Insurance@mtion
Holdings LLP (“the Partnership” or “PICH”) for theear ended 31 December 2009.

Principal activity

The principal activity of PICH is to act as a holgl entity for the Pension Insurance Corporatiooupr (“the
Group”). The principal activity of the Group isetprovision of insurance solutions to pension atymuortfolios.

Business Review

PICH has two main trading subsidiary companies,s@ninsurance Corporation Limited (“PIC”) a limite
company registered in England and Pension Sedastyrance Corporation Limited (“PSIC”) a limitedrapany
registered in Guernsey.

PIC is authorised to write long term insurance hess by the Financial Services Authority. Its ppat product
is the provision of pension insurance and annuttdsdividuals, corporate pension schemes andr atiserance
companies. The principal trading activity of PSMhich is authorised by the Guernsey Financial Sewvi
Commission, is the underwriting of bulk annuitynm®irrance, principally from PIC.

In return for receipt of an insurance premium Pd€uies an insurance policy that provides annuityneays due
to pensioners. The premium received by PIC is lpueteived from a pension scheme acting on bedfaitfs

members. Typically, the pension scheme is provithegefits to its members as part of a defined liepefision
plan. The pension scheme trustees will purchasémi€urance policy either as part of an overalk rinitigation
programme, or to pass the scheme’s liabilitiesyftdl PIC. By so doing, the beneficiaries will bahé&fom the

enhanced protection that is offered by an insuraotiey.

During 2009 there has been a continued increag®inecognition of the benefits offered to pensgohemes by
purchasing annuity insurance (often referred tthag-ins” or “buy-outs”).

The financial market disruption in late 2008 andlye2009 had the effect of subduing the market danuity
insurance. Notwithstanding this, PIC wrote ten fasge contracts in 2009 with a total premium ofLBh.(2008:
five contracts with a total premium of £1.6bmhe schemes written during the year include aibwf part of the
Cadbury Pension Scheme, a buy-out of the Leylan& Béheme and a buy-out of the Food From Britairsipen
scheme, the first in the market involving a UK Gawaent “quango”.

As a result PIC continued to develop on the foundatlaid in 2008 and achieved leadership in thesjps risk
transfer market with an estimated market share)®8.3

During the year PIC reinsured £271.08008: £29.0m)f its liabilities with PSIC. This represented 5@¥othe
liabilities acquired in respect of seven of theesnks acquired in the first nine months of the year.

The members remain very positive about both the jizmmy and the Group’s financial position and thengho
potential of its market.

Results
The Group made a profit for the year before taxatib£42.1million(2008: loss of £66.2 million).

Further details are included in the Statement affp@hensive income.
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Pension Insurance Corporation Holdings LLP

Members’ report for the year ended 31 December 200@ontinued)
Members and the Board of Advisors
The following were Designated Members during theqake

Pension Corporation LLP (“PCLLP or the Manager”)
Pension Corporation LP Incorporated - Appointeddligust 2009

The following members sat on the Board of AdvidorsPension Insurance Corporation Holdings LLP wdlgithe
period and subsequently:

John Amato Sir Nicholas Montagu Ravi Sinha

John Coomber David Morgan Kari Stadigh

John Fitzpatrick John Narvell Edmund Truell

Ed Giera Nicholas Parker Sir Mark Weinberg
Sir Martin Jacomb Robert Scott

Tim Hanford Rob Sewell

Members Profit Allocation and Return of Capital

The terms of the Members Agreement state thatretuan of capital on winding up or an allocationpobfit or
otherwise, the Partnership’s assets availableifrildution among the Members shall be appliechmfollowing
order of priority:

» Firstly, to PCLLP in respect of amounts owing te Manager in relation to amounts drawn in advance
of the allocation of its entitlement to a priorfiyofit share;
* Any further surplus to be distributed pro rata amat holders of Ordinary Interests.

Members’ contributions

Equity commitments are pursuant to the guidelime¢®at in the Members Agreement.

Disclosure of Information to Auditors

The Members who held office at the date of appro¥ahis Members’ report confirm that, so far asytlare each
aware, there is no relevant audit information ofcliithe Group’s auditors are unaware; and eaclttdiref the
subsidiary companies has taken all the steps #hatulght to have taken as a director to make hinasedfre of
any relevant audit information and to establish tha Group’s auditors are aware of that infornatio

Creditors Policy

The Group’s policy in relation to its suppliers tis set the terms of payment at 30 days when agyegin
transaction and to abide by those terms, provitietl it is satisfied that the supplier has providee goods or
services in accordance with the agreed terms andittans. Where specific terms and conditions hbagen
agreed which vary from the Group’s standard payrtemts, it accepts responsibility to suppliersamply with
these.

Page 4 of 47



Pension Insurance Corporation Holdings LLP

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

Going concern

After making appropriate enquiries, the Members saer that the Group and Partnership have adequate
resources to continue in operational existencdherforeseeable future. They have therefore addpie going
concern basis in preparing the financial statements

Auditors

In accordance with Section 384 of the Companies2@66, a resolution for the re-appointment of KPM@&it
Plc as auditors of the Group is to be proposeleafdrthcoming Annual General Meeting.

Rob Sewell
On behalf of the Designated Members

30 April 2010
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Pension Insurance Corporation Holdings LLP

Statement of Members’ responsibilities in respectfahe Members' report and the financial
statement

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

The law relating to limited liability partnershigsLLPs") requires the members to prepare Group ahe
financial statements for each financial year. Urtthet law the members have elected to prepare tbapGand
LLP financial statements in accordance with Intéomal Financial Reporting Standards (“IFRSs”) degted by
the EU and applicable law.

Under Company law the members must not approvdirthacial statements unless they are satisfied tthayg
give a true and fair view of the state of affaif¢bee Group and of the profit or loss of the Grdapthat period.
In preparing these financial statements, the mesnéer required to:

. select suitable accounting policies and then agyn consistently;
. make judgments and estimates that are reasonatleradent;
. state whether they have been prepared in accorddticé-RSs as adopted by the EU; and

. prepare the financial statements on the going eonlsasis unless it is inappropriate to presume that
the company will continue in business.

Under the Limited Liability Partnerships Regulago@001, the members are responsible for keepingepro
accounting records that disclose with reasonaldaracy at any time the financial position of theFLand enable
them to ensure that its financial statements comlly those regulations. They have general respditgifor
taking such steps as are reasonably open to thesaféguard the assets of the Group and to prevehtetect
fraud and other irregularities.
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Independent auditors' report to the members of Perien Insurance Corporation Holdings
Limited Liability Partnership

We have audited the financial statements of Pensimurance Corporation Holdings Limited Liability
Partnership for the year ended 31 December 2008hadomprises the Statement of comprehensive inctree,
Statement of changes in equity, the Statementnaihiial position, the Statement of cash flows ddrelated
notes. These financial statements have been prepader the accounting policies set out therein.

This report is made solely to the members of thnitdid liability partnership (LLP), as a body, incacdance with
section 495 of the Companies Act 2006, as requiredRegulation 39 of the Limited Liability Partneigh
(Accounts and Audit) (Application of Companies A2006) Regulations 2008. Our audit work has been
undertaken so that we might state to the LLP's neesnthose matters we are required to state to ftheam
auditors' report and for no other purpose. To thkedt extent permitted by law, we do not acceptassume
responsibility to anyone other than the LLP andlthE's members, as a body, for our audit work tfis report,

or for the opinions we have formed.

Respective responsibilities of members and auditors

The members' responsibilities for preparing thearicial statements in accordance with applicable s
International Financial Reporting Standards (IFR&sadopted by the EU and for being satisfiedttieafinancial
statements give a true and fair view are set othieérStatement of Members' Responsibilities on fgage

Our responsibility is to audit the financial statnts in accordance with relevant legal and regolato
requirements and International Standards on AwglifldK and Ireland). We report to you our opinion tas
whether the financial statements give a true aid/faw, have been properly prepared in accordavite IFRSs
as adopted by the EU and have been prepared indacwe with the Companies Act 2006.

We also report to you if, in our opinion, the LLRshnot kept adequate accounting records, if we mate
received all the information and explanations weuie for our audit, or if certain disclosures oembers'
remuneration specified by law are not made. Wd tba Members' Report and consider whether it isistent

with the audited financial statements. We consttierimplications for our report if we become awafeany

apparent misstatements or material inconsistemgtesthe financial statements.

Basis of audit opinion

We conducted our audit in accordance with Inteamati Standards on Auditing (UK and Ireland) issbgdhe
Auditing Practices Board. An audit includes exartiorg on a test basis, of evidence relevant taatheunts and
disclosures in the financial statements. It alsduides an assessment of the significant estimatggualgments
made by the members in the preparation of the @iaaistatements, and of whether the accountingcigsliare
appropriate to the LLP's circumstances, consistaqplied and adequately disclosed.

We planned and performed our audit so as to olaihithe information and explanations which we cdaséd
necessary in order to provide us with sufficieritlerce to give reasonable assurance that the falastatements
are free from material misstatement, whether cabyddaud or other irregularity or error. In forngirour opinion
we also evaluated the overall adequacy of the ptagen of information in the financial statements.
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Independent auditors' report to the members of Perien Insurance Corporation Holdings
Limited Liability Partnership

Opinion
In our opinion the financial statements:
e give atrue and fair view of the state of aaif the LLP as at 31 December 2009 and of itstdiafthe
year then ended,;

* have been properly prepared in accordance WSk as adopted by the EU; and
* have been prepared in accordance with the Coiepéat 2006.

Philip Smart(Senior Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

London

April 2010
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Pension Insurance Corporation Holdings LLP

Group statement of comprehensive income

Year ended 31 December

Note 2009 2009 2008 2008
£000's £000's £000's £000's
Revenue
Gross premiums written 1,089,426 1,571,759
Outward reinsurance premium (4,475) (842)
1,084,951 1,570,917
Net premiums revenue earned
Investment return 2 186,588 83,179
Commision receivable on reinsurance placed - 186,588 - 83,179
Total revenue (net of reinsurance premiums) 1,271,893 1,654,096
Expenses
Claims incurred
Claims paid
Gross claims amount (107,325) (15,965)
Reinsurers share of claims paid 1,766 (105,559) - (15,965)
Change in insurance liabilities
Gross amount (1,105,511) (1,818,957)
Reinsurers' share 17,689 (1,087,822) 134,413 (1,684,544)
Acquisition expenses 3 (14,439) (11,821)
Other operating expenses 3 (21,593) (36,032) (7,934) (19,755)
Total claims and expenses (1,229,413) (1,720,264)
Profit / (loss) before tax 42,126 (66,168)
Income tax 6 9,302 9,300
Profit / (loss) for the year 51,428 (56,868)
Other comprehensive income - -
Total comprehensive incom 51,428 (56,868

The amounts shown above are in respect of continyirerations.

The accounting policies and notes on pages 16 forA7 an integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Group statement of changes in equity

Members' Other Loans and othel Total
Year ended 31 December 2009 Capital Reserves debts due fronm
members
£000's £000's £000's
Balance at 1 January 2009 423,311 (79,079) (20,622) 323,610
Total comprehensive income - 51,428 - 51,428
Amounts due from members (12,000) (12,000)
At 31 December 200 423,311 (27,651 (32,622 363,038
Members Other Loans and othe Total
Year ended 31 December 2008 Capital Reserves debts due froi
Member:
£000's £000's £000's
Balance at 1 January 2008 50,000 (22,211) (3,007) 24,782
Total comprehensive incot - (56,868 - (56,868
Capital introduced by memb 373,311 - - 373,311
Amounts due from members - - (17,615) (17,615)
At 31 December 20( 423,311 (79,079 (20,622 323,610

The amount shown in loans and other debts due frmmbers is net of an amount of £15,020,72408:
£3,020,141) which represents advance drawings made by PClgaihst their entitlement to a priority profit
share as a member of PICH under the terms of thiegrahip agreement.

The accounting policies and notes on pages 16 forf7 an integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Partnership statement of changes in equity

Members' Other Loans and othel Total
Year ended 31 December 2009 Capital Reserves debts due from
members
£000's £000's £000's £000's
Balance at 1 January 2009 423,311 (12,033) (20,622) 390,656
Total comprehensive income - 22,557 22,557
Amounts due from members (12,000) (12,000)
At 31 December 200 423,311 10,524 (32,622 401,213
Loans and othe
Year ended 31 December 2008 Members Other  debts due froi
Capital Reserves members Total
£000's £000's £000's £000's
Balance at 1 January 2008 81,492 (11,798) (2,835) 66,859
Total comprehensive incot - (235 (235
Capital introduced by membx 341,819 - - 341,819
Amounts due from members (17,787) (17,787)
At 31 December 20( 423,311 (12,033 (20,622 390,656

The accounting policies and notes on pages 16 for47 an integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Group statement of financial position as at 31 Deceaber

2009 2008
Note £000’'s £000’s

ASSETS
Intangible asse 7 - 28
Equipmen 8 - 100
Reinsurers share of insurance liabili 9 152,102 134,413
Deferred tax asse 10 18,602 9,300
Receivables and other financial as 11 73,615 49,445
Prepaymen 3,250 8,580
Financial investmen 11 3,667,88¢ 2,141,92¢
Cash and cash equivale 11 28,429 8,430
TOTAL ASSETS 3,943,88¢€ 2,352,22¢E
MEMBERS' OTHER INTERESTS
Members' capiti 423,311 423,311
Other reserve (27,651 (79,079
TOTAL EQUITY 395,660 344,232
LIABILITIES
Gross insurance liabiliti 9 2,924,46¢& 1,818,957
Derivative liabilities 12 596,957 184,620
Insurance and other payables 11 4,798 2,486
Accruals 11 22,003 1,930
TOTAL LIABILITIES 3,548,226 2,007,993
TOTAL EQUITY AND LIABILITIES 3,943,88¢ 2,352,22¢
MEMBERS' OTHER INTERESTS
Members' Capiti 423,311 423,311
Other Reserve (27,651) (79,079)

395,660 344,232
TOTAL MEMBERS' INTERESTS
Members' other intere: 395,660 411,278
Amounts due from Membe (32,622) (20,622

363,038 390,656

The accounting policies and notes on pages 16 foréY an integral part of these financial stateraent

The financial statements were approved by the mesrde30 April 2010 and were signed on its behglf b

Rob Sewell
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Pension Insurance Corporation Holdings LLP

Partnership statement of financial position as at 8 December

2009 2008
Note £000's £000's
ASSETS
Investments in subsidiaries 395,784 395,784
Receivables and other financial as 11 32,622 20,622
Prepaymen 59 54
Cash and cash equivale 11 13,777 11
TOTAL ASSETS 442 242 416,471
LIABILITIES
Insurance and other payak 11 8,377 5,147
Accruals 11 30 46
TOTAL LIABILITIES 8,407 5,193
NET ASSETS ATTRIBUTABLE TO MEMBERS 433,835 411,278
REPRESENTED BY:
MEMBERS' OTHER INTERESTS
Members' Capit: 423,311 423,311
Other Reserwvt 10,524 (12,033
433,835 411,278
TOTAL MEMBERS' INTERESTS
Members' other intere: 433,83E 411,278
Amounts due from Membe (32,622 (20,622
401,213 390,656

The accounting policies and notes on pages 16 for47 an integral part of these financial stateraent

The financial statements were approved by the mesrdre30 April 2010 and were signed on its behglf b

Rob Sewell
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Pension Insurance Corporation Holdings LLP

Group statement of cash flows

Year ended Year ended
31 December 2009 31 December 2008

Note £000’s £000's
Cash flows from operating activitie:
Profit / (loss) for the year 51,428 (56,868)
Profit / (loss) for the year comprises:
Interest Income 82,017 9,302
Other operating activities (30,589) (66,170)
Depreciation of equipment 8 54 221
Net amortisation of intangible assets 7 28 425
Operating profit / (loss) before changes in operatg assets and liabilities 51,510 (56,222)
Increase in provision for deferred tax asset 10 (9,302) (9,300)
Increase in receivables and other financial assets (24,172) (44,376)
Increase in financial investments (1,525,911) (2,014,542)
Decrease / (increase) in prepayments 5,330 (7,899)
Increase in reinsurance assets (17,689) (134,413)
Increase in insurance liabilities 1,105,511 1,818,957
Increase in financial liabilities 412,337 103,965
Increase / (decrease) in insurance and other peg/abl 2,312 (605)
Increase in accruals and deferred income 20,073 1,700
Cash inflow / (outflow) generated from operating ativities 19,999 (342,735
Cash flow from investing activities
Proceeds from sale of intangible assets - 4,181
Purchase of equipment 8 - (64)
Purchase of intangible assets 7 - (411)
Net cash from investing activities - 3,706
Cash flows from financing activities
Proceeds from the issue of ordinary shares - 341,819
Net cash from financing activities - 341,819
Net increase in cash and cash equivalents 19,999 2,790
Cash and cash equivalents at 1 January 8,430 5,640
Cash and cash equivalents at 31 December 28,429 8,430

The accounting policies and notes on pages 16 foréY an integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Partnership statement of cash flows

Year ended Year ended
31 December 2009 31 December 2008

Note £000’¢ £000’¢
Cash flows from operating activitie:
Profit / (loss) for the year 22,557 (235)
Profit / (loss) for the year comprises:
Dividend received 13,750 -
Other operating activities 8,807 (235)
Operating profit / (loss) before changes in operatg 22,557 (235)
assets and liabilitie
Increase in receivables and other financial assets (12,000) (9,256)
(Increase) in prepayments (5) (54)
Decrease in insurance and other payables 3,230 3,163
Increase / (Decrease) in accruals and deferredriaco (16) 16
Cash inflow / (outflow) generated from operating 13,766 (6,366)
activities
Interest Received -
Net Cash inflow / (outflow) generated from operatios 13,766 (6,366)
Cash flow from investing activities
Proceeds from sale of intangible assets -
Purchase of subsidiary investments - (335,584)
Purchase of intangible assets 7 -
Net cash from investing activities - (335,584)
Cash flows from financing activities
Members capital received - 341,819
Net cash from financing activities - 341,819
Net increase in cash and cash equivalents 13,766 (132)
Cash and cash equivalents at 1 January 11 143
Cash and cash equivalents at 31 December 13,777 11

The accounting policies and notes on pages 16 for47 an integral part of these financial stateraent
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009

1. Accounting Policies

@)

(b)

i)

Basis of preparation

The financial statements have been prepared inrda&coe with the International Financial Reporting
Standards (IFRS) as adopted by the European Urttl) énd those parts of the Companies Act 2006
applicable to companies reporting under IFRS. Thankial statements also comply with the Statenoént
Recommended Practice on Accounting for Insurancar®ss (issued by the Association of British Insre
in December 2005, as amended in 2006) in so fHres® requirements do not contradict IFRS requirgsne

The Group has applied all IFRSs and interpretatiathspted by the EU at 31 December 2009, with the
exception of the following, which are not yet matuig;

Amendment to IFRS 1 First-time adoption of Intéioreal Financial Reporting Standards — Additional
Exemptions for First-time Adopters — effective auky 2010.
Amendment to IFRS 2 —Group Cash — setflbdre based payments — effective 1 January 2010
Amendment to IFRS 3 — Business Combirsaticffective 1 July 2009
Amendment to IAS 27 — Consolidated and SeparaenEial Statements — effective 1 July 2009
Amendment to IAS 39 — Financial Instruments: Reitiognand Measurement (eligible hedged items) —
effective 1 July 2009

The Group believes the adoption of the above ActiogrStandards and Amendments to existing standards
will not materially impact the results of the Group

In publishing the parent company financial statetméere together with the Group financial statement
Pension Corporation has taken advantage of thegi@min section 408(3) of the Companies Act 2006 n
to present its individual income statement andteelaotes that form a part of these financial stetgs.

Changes from previous accounting basis and reconigtion to previously published 2008 results on
first-time adoption of IFRS

The Group has adopted IFRS and restated its UK Gi#dPicial statements for the year ended 31 Decembe
2008, to be compliant with a first time adoptionBRS. All comparative figures in these financi@tements
are stated in accordance with the (IFRS compliantpunting policies detailed below.

There are no significant changes in accountingcgaksulting from the adoption of IFRS and consetlye
the retained loss for 2008 and total equity aslabD8cember 2008 are unchanged from those repontger u
UK GAAP.

There are a number of presentational and discloshaiages that arise from the conversion from UK GAA
to IFRS. The primary differences are:

Statement of comprehensive income

The Statement of comprehensive income preparedr UR&RS incorporates the entire trading result @& th
Group which combines the Technical and Non-techrtatement of profit and loss accounts which were
shown separately under UK GAAP.

Statement of financial position

The presentation of individual classes of assehillty and equity prepared under IFRS differs fra
GAAP as follows:

Computer software purchased by the Group is rgdated from tangible to intangible fixed assets;

Assets and liabilities have been reordered inrading order of their liquidity;
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)

(b)

i)

(©

(d)

Changes from previous accounting basis and reconition to previously published 2008 results on firs
-time adoption of IFRS (continued)

Statement of financial position (continued)
Certain lines under UK GAAP have been combined lmn face of the statement of financial position to

provide a wider ranging classification supportedfimther detail provided in the notes to the acdésum
accordance with IFRS. A number of asset and ligtilasses have also been renamed as follows:

UK GAAP disclosure IFRS disclosure
Debtors Receivables and other financial assets
Prepayments and accrued income Prepayments are Separately whilst

accrued income is incorporated within
financial investments

Other financial investments Financial investments
Assets held to cover linked liabilities

Technical provisions Gross insurance liabilities
Technical provisions for linked liabilities

" Creditors Insurance and other payables

Recognition and derecognition of financial instrumets

A financial instrument is recognised if the Groupcbmes a party to the contractual provisions of the
instrument. Financial assets are derecognisedeifGhoup’s contractual rights to the cash flows frima
financial assets expire, or if the Group transfhesfinancial asset to another party without rétgjrcontrol, or

if substantially all risks and rewards of the assettransferred to another party. Regular purchasd sales of
financial assets are accounted for at date ofrigadtinancial liabilities are derecognised when @reup’s
obligations specified in the contract expire ordiseharged or cancelled.

Contract Classification

Insurance contracts are defined in IFRSIdstirance Contracts’as those contracts containing significant
insurance risk if, and only if, an insured eventldocause an insurer to make significant additiggaaiments

in any scenario, excluding scenarios that lack censial substance, at the inception of the contrf@ath
contracts remain insurance contracts until alltsgind obligations are extinguished or expire. Aogtracts
outside this definition are classified as investtreamtracts.

The Group has not entered into any contracts wdnieldefined as investment contracts during the greaéed 31
December 2009.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)

1. Accounting Policies (continued)

(e)

®

()

(h)

Premiums

Premiums written are valued on the day risk is pisgk Estimates are made at the end of each falayear to
recognise retrospective adjustments to premiumsoonmissions where required. Outward reinsurance
premiums are accounted for in the same accoungniggas the premiums for the related direct insteaor
inwards reinsurance business.

Premiums reported exclude any taxes or duties l@asedemiums.

Acquisition Costs

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

A deferred acquisition cost asset has not beeblisttad in the Statement of financial position. Thaority of
acquisition costs incurred are not directly relatedndividual sales and the amount of directlyilatitable
acquisition costs, that would be deferrable, iscooisidered to be material.

Claims

Claims paid reflect the cost of all claims arisithgring the year. Claims on insurance contractschegged
against revenue when due for payment. Reinsurawsveries are accounted for in the same periodheas t
related claim.

The Group has entered into a number of longevitgpseontracts with reinsurers under which it comrtots
pay the reinsurer in accordance with an expectefil@i(“the fixed line”) for each scheme and thénszirer
reimburses the actual cost of claims to the Comp&attlement of the contract is on a net basisaandunts
receivable or payable from/to reinsurers are inetlth the appropriate heading in receivables aherot
financial assets or insurance and other payables.

The members are of the opinion that, at this nethfi early stage of the contracts, there is no riate
difference between the fixed line and actual clgmail. Consequently no asset or liability in respé¢hese
contracts has been recognised as at 31 Decemb@@P@d(claims have been recorded at the amounts paid
Investment Return

Interest income is calculated using the effecthteriest method.

Dividend income is recognised when the related strment goes “ex-dividend” and is grossed up where
appropriate by the imputed tax credit.

Realised gains or losses represent the differeatveelen net sales proceeds and purchase pricetloe tase
of investments valued at amortised cost, the la@sying value prior to the date of sale.

Unrealised gains and losses on investments measharesfference between the current value of inmestts
held at the end of each financial year and theiclpase price. The net movement reflects both uiseshl
gains and losses recognised during the year adjdisteany prior period unrealised gains and losskigh

have been realised in the current accounting period
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)
1. Accounting Policies (continued)
(i) Investment expenses and charges

Investment expenses comprise:

» fees payable to investment managers for advisowcss including performance related fees, and;
» transaction costs on financial assets at fair veleugh profit or loss.

Fees payable to investment managers are recogmisad accruals basis.

Certain investment performance fees are payabtargets based over a number of financial periodsodnts
accrued within the financial statements to 31 Ddmm?2009 reflect the payment which the Group exptxt
pay within the next financial year, based upongrenfince to the end of the current financial yearpkbvision
is made for fees due on future performance witkisteg contracts on the basis of uncertainty.

(j) Financial Instruments

All financial assets and financial liabilities, withe exception of cash and cash equivalents|assified as fair
value through profit or loss.

Financial assets and financial liabilities are gatesed as faivalue through profit or loss either at inception or
when held for trading. A financial asset or lidlyilis classified as held for trading if acquirednpipally for

the purpose of generating a profit from short tdhactuations in price or if it is part of a portfol of
investments that are managed with a view to shesrh tprofit taking. The Group generally manages its
investments in accordance with its liability prefiand consequently takes a long term view. No firgn
assets are currently designated as held for trading

Financial instruments at fair value through profitioss are initially recognised and subsequentiasared at
fair value in the Statement of financial positioithtransaction costs taken directly to profitosd. All changes
in fair value are recognised in profit or loss witlthe ‘Investment return’ category as explainedNite 1(h)
above.

The internal reporting and performance of all ficiahassets and liabilities is measured on a faiues basis.
Note 11 sets out the amount of each class of finhasset and liability that has been designatddiavalue
through profit or loss. The methodology for deterimy the fair value for financial assets and litib# is set
out in Note 11.

(k) Offsetting Financial Instruments
Financial assets and liabilities are offset andrteeamount reported in the Statement of finangiaition
only when there is a legally enforceable right ffset the recognised amounts and there is an iotetd

settle on a net basis, or to realise the assesettlé the liability simultaneously.

(I) Intangible Assets

Intangible fixed assets are capitalised at origioast. Intangible fixed assets are amortised inakqu
instalments over their useful economic lives ofdsatn 2 and 5 years according to the nature ofgbeta
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)
1. Accounting Policies (continued)

(m) Tangible Assets

Depreciation is provided to write off the cost léks estimated residual value of tangible fixedetsdy
equal instalments over their estimated useful econtives as follows:

Furniture & Fittings - 2 years
Computer Hardware - 2 years

(n) Cash and Cash Equivalents

Cash and cash equivalents consist of cash balanckgjing any overdrawn balances, and deposits dietall
with banks with less than 90 days maturity fromedatacquisition.

(o) Foreign currencies

The Group’s financial statements are presente@imgs sterling. Assets and Liabilities denominatednly

in a foreign currency are translated into poundsliafy at the foreign exchange rate ruling at thd ef the
financial year. All revenue and expense items aflected in the Statement of comprehensive incosiregu
average rates for the period in which the transadtiok place.

(p) Taxation
Current taxation is provided on taxable profitshet corporation tax rate ruling in the year they @arned.

Deferred tax is provided on temporary differencesmeen the carrying amounts of assets and liagslifibr
financial reporting purposes, and the amounts uUsedaxation purposes. The amount of deferred tax
provided is based on the expected manner of réalisar settlement of the carrying amount of assetd
liabilities, using tax rates ruling at the end atk financial year.

A deferred tax asset is recognised only to thergxteat it is probable that future profits will laeailable
against which the asset can be utilised.

(q) Leases

The rental costs relating to operating leases haeged to the Statement of comprehensive incomeuatc
on a straight line basis over the life of the lease

(r) Insurance Liabilities

Insurance Liabilities are determined using methadd assumptions determined by the directors of each
relevant entity in accordance with the rules prawgiin the local jurisdiction after consideringvace from

the Actuarial Function Holder (“AFH") and using ogmised actuarial methods with due regard to the
actuarial principles laid down in Directive 2002/B8. Where relevant they are calculated initially @
Statutory Solvency Basis to comply with the repaytiequirements under the Financial Services andkdts

Act 2000. The valuation provisions are then medifto remove certain contingency and other reserves
required by the Prudential Sourcebook issued byFthancial Services Authority (“FSA”) or other rgbnt
regulatory body which are not required to be re¢sgphas insurance liabilities under IFRS 4.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)
1. Accounting Policies (continued)
(n) Insurance Liabilities (continued)

Insurance liabilities comprise the discounted vabfeestimated future claims payments, adjusted for
investment expenses and future administration c@&éms payments allow for the effects of mortalit

line with the bases set out in note 9. These baaes been derived from an analysis of recent @joul and
internal mortality experience obtained from eacmgien scheme administrator and make allowance for
improvements in mortality in the future.

The interest rate used for discounting claim paysénderived from the yield on the assets heldraalles
allowance for the risk, including credit risk, asisded with these assets. The calculation of theat@n rate
of interest (“VRI") complies with the relevant rdgtions in each jurisdiction (INSPRU 1.2.33R anc&SPRU
3.1 in the UK).

The Group makes an assessment at each reportiagslad whether the recognised insurance liatsildie
adequate, using current estimates of future casVvsflIf the assessment indicates that the cargymgunt of
liabilities (less related assets) is insufficigthie deficiency is recognised in the Statement ofip@hensive
income by making an additional provision in thet&taent of financial position.

(s) Outward reinsurance premiums

Management fees paid in respect of longevity swaptracts are included under outward reinsurance
premiums.

(t) Critical accounting policies, estimates andydgements
Included in the financial statements are certaiticat accounting judgements as described below;
Insurance Liabilities
The Group is exposed to longevity risk. The Grougkes estimates of the expected number of deaths fo
each of the years that is it exposed to risk whedoutating the carrying amount of insurance lidigii and
the reinsurers’ share of these liabilities. Thesterates are reconsidered annually, and are basethodard

mortality tables, adjusted to reflect emerging eigree for the schemes acquired.

The Group has reinsured a proportion of its longyenisk through the use of swap contracts. Thecgated
effect of these contracts is reflected in the datoon of insurance liabilities.

The carrying value of insurance liabilities netrefnsurance at the end of the financial year i§'E2 billion
(2008: £1.685 billion). The assumptions used taldisth insurance contract liabilities and apprdgria
sensitivities relating to variations in these asgtioms are disclosed in Note 9.

Financial Instruments
Where an active market does not exist for a firgnicistrument, the Group uses financial modelling t
ascertain their fair value. The model considersathigcipated future cash flows expected to be @eriirom

the assets or paid in respect of the liabilitied discounts them to reflect the timing of paymeansl, for
debt assets, the likelihood of default given tHatiee seniority of the Group’s holding in orderrejpayment.
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Notes to the financial statements for the year ende31 December 2009 (continued)

2. Investment return
Total Total
2009 2008
£000 £000
Investment return
Interest income on cash depa 5,156 1,466
Dividend incom 12 79
Income from other investmel
- Debt securitie 75,428 11,035
- Collective investment schem 2,296 4,443
- Loans secured by mortgage 1,433 437
- Other asset backed securities 1,837 206
- Othe 4,192 (29)
Realised gains on Investments 62,442 697
Realised (losses) on Investments (16,589) (11,084)
136,207 7,250
Unrealised gains on Investments 144,850 115,043
Unrealised (losses) on Investments (94,469) (39,114)
Net unrealised gain 50,381 75,929
Total Investment return 186,588 83,179
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)

3. Acquisition expenses
2009 2008
£000's £000's
Acquisition Costs 14,439 11,821
Commisions - -
14,439 11,821

There are no commissions for direct insurance deguin acquisition cost2Q08: nil). The majority of
acquisition costs are not directly related to imdlial sales. No deferral of acquisition expenses been
made as the amount of directly attributable actjoisicosts that would qualify as deferrable, is not
considered to be material.

Pension Corporation LLP (“PCLLP”), a UK limited higity partnership is a provider of management, IT
and office services to the Group. All management staff who work for the Group are partners of, or
employed by, PCLLP. All directors’ services arscabprovided by PCLLP. Further details of these
transactions are explained in Note 16.

To the extent these services relate to the acguisif new business, they are included in the aitjoin
costs above. Services which relate to other aspétte Group’s activities are shown as other espsn
in the note below.

Other operating expenses

2009 2008

£000's £000's
Investment charges and related expenses 20,713 882
Other expenses 880 7,052
21,593 7,934

Included in Investment charges and related expemseamounts due at 31 December 2009 relating to
investment performance fees payable on targetdbags a number of financial periods. The amounts
included represent payments which the Group exgecpgy within the next financial year, based upon
performance to the Statement of financial positiate, rather than the amount payable over theeentir
contract.

4. Auditors’ remuneration

200¢ 200¢

£000's £000's

Audit of these financial statements 116 196
Other services pursuant to such legisla

Other services relating to taxation 82 115

All other service 21¢ 24

417 335
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)
5. Staff costs and headcount

The Group employs no staff and consequently hagafbcosts. All members, directors and staff are
employed by PCLLP which makes charges for sericegided as set out in Note 3 above.

6. Income Tax
2009 2008
£000's £000's
Current Taxation
Income tax receivable / (payable) for current year - -
Adjustments in respect of prior years - -
Total current tax - -
Deferred Taxation
Origination and reversal of temporary differences (9,302) (9,300)
Total deferred tax credit (9,302) (9,300)
Income tax credit (9,302 (9,300
Reconciliation of total income to the applicable tate
2009 2008
£000's £000's
Income tax at 28% (2008: 28.5% 4,901 (16,702
Adjustments for effects of:
Disallowable expenses - -
Adjustment in respect of prior years - currigxt - -
Tax losses not recognised - 7,402
Reserves on an FSA regulatory basis 398
Disallowed expenditure 140 -
Utilisation of tax losses briught forward (5,439)
Recognition of deferred tax asset in respeptior year losses (9,302) -
Income tax credit (9,302 (9,300

Factors that may affect future tax charges
The Group has the following timing differences whinay give rise to reduced tax charges in the éutur

Tax losses as at 31 December 2009 amounted to @HOAD (£18,601,000 tax valu€}l December
2008: £85,861,000, £24,041,000 tax valdéje losses are all classed as trading losses analvailable

to offset future taxable profits arising from thanse trade. The Group’s projections suggest that
sufficient taxable profits will arise in the nekirée financial years to utilise these losses. Cuuresaly

the Group has recognised a deferred tax assetBpd@2,000 (see note 10).
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Notes to the financial statements for the year ende31 December 2009 (continued)

7. Intangible assets
Computer
Software
£000's
Cost
Restated opening balance 76
Additions in year -
Disposals -
At end of year 76
Amortisation
Restated opening balance (48)
Charge for year (28)
On disposals -
At end of year (76)
Restated Net Book Value
At 31 December 200 -
At 31 December 20( 28

The restated opening balance figures comprisesasbéth had previously been classified as Equipnaent
required IFRS (IAS 38Intangible Assets).

All assets were acquired externally.

8. Equipment
Computer Furniture
Hardware and Fittings Total
£000's £000's £000's

Cost
Restated opening balance 470 46 516
At end of year 470 46 516
Depreciation
Restated opening balance (374) (42) (416)
Charge for year (96) (4) (100)
At end of year (470) (46) (516)
Restated Net Book Value
At 31 December 200 - - -
At 31 December 20( 96 4 100

The restated opening balance figures exclude campoftware which has been reclassified as Intémgib
Assets, as required by IFRS (IAS 38) (see Note 7).

There are no assets held under finance leases.
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Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)

9. Insurance Contracts and Related Insurance liabities
2009
Gross Reinsurance Net
£000's £000's £000's
Future policyholders' benefits 2,924,468 152,102 2,772,366
2008
Gross Reinsurance Net
£000's £000's £000's
Future policyholders' benefits 1,818,957 134,413 1,684,544

The gross insurance liabilities shown above ar¢éedtéan accordance with the Group’s accounting
policies as set out in note 1. The figures excleehtain reserves which are required for the catimneof
statutory solvency but which are considered toadkeht to occur, and therefore are not included in
insurance liabilities under IFRS 4.

The reinsurance liabilities include externally cgdengevity swap arrangements and a tranche ofedsu
Delta annuities.

a) Termsand conditions of insurance contracts

The Company’s liabilities represent contracts thatvide individual and bulk immediate annuities for
current pensioners and deferred annuities for mesnvbo have not yet reached pensionable age. Both
annuities in deferment and in payment can be levedubject to fixed increases or increases linked t
RPI.

Insurance liabilities are calculated as the presahie of future annuity payments and expensee Th
principal assumptions used in the calculation atesat below:

b) Principal assumptions used in preparation of insurance liabilities
Mortality assumptions

The mortality tables used for each scheme are djugrsions of the following standard tables:

Scheme Base Mortality Table

Thorn PCMLOO & PCFLOO (for current pensioners)
PNMLOO & PNFLOO (for deferred pensioners)
Panasonic, Cadbury & Liberty S1PMA & S1PFA

All other Schemes PCMAO0 & PCFA00
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Notes to the financial statements for the year ende31 December 2009 (continued)

9.

Insurance Contracts and Related Reinsurance (comtued)
b) Principal assumptions used in preparation of insurance liabilities (continued)

The adjustments applied to these tables vary aswptd gender, age and geographical location. The
adjustments also allow for improvements in monaidtes up to 31 December 2009.

An allowance for future mortality improvements fr@&h December 2009 has been made by applying
bespoke sets of reduction factors.

Valuation discount rate of interest (“VRI”)

The methodology supporting the calculation of tHl Yomplies with the requirements of Rule 1.2.33R
of INSPRU, the Prudential Sourcebook for insurers.

Inflation

Assumptions for expected future inflation are basedthe available prices of inflation-linked swap

contracts. The difference between the swap rateirfimrest-rate swap contracts and the swap rate
applying on real-rate swaps is used to calculatbreakeven’ inflation assumption. The breakeven
inflation curve increased significantly over theay¢o 31 December 2009.

Other Assumptions

The Company’s cost base is factored into the calicid of liabilities by adding an allowance for

expenses, including investment management experbkescosts of acquiring new business and
maintaining the current insurance book.
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Notes to the financial statements for the year ende31 December 2009 (continued)
9. Insurance Contracts and Related Reinsurance (ctinued)
Insurance liabilities (continued)

¢) Movements

Gross Reinsurance Net
£000's £000's £000's
31 December 2009
Carrying amount
At 1 January 2009 1,818,957 (134,413) 1,684,544
Increase in liability from premiums 1,034,623 (16,913) 1,017,710
Release of liability due to claims (107,325) 4,432 (102,893)
Changes in economic assumptions 51,462 (284) 51,178
Changes in non - economic assumptions 16,786 (9,363) 7,423
Other movements including net investment return a96m, 4,439 114,404
At 31 December 2009 2,924,468 (152,102) 2,772,366
31 December 2008
Carrying amount
At 1 January 2008 - - -
Increase in liability from premiums 1,834,922 135,197 1,699,725
Release of liability due to claims (15,965) (784) (15,181)
At 31 December 2008 1,818,957 134,413 1,684,544

Changes in Assumptions

The movements during the year relating to econamnit non-economic assumptions, as shown in the
above table, comprise the following items:

The primary economic assumption changes duringehe are the increase to the VRI and an increase in
future inflation assumptions.

The decrease in liabilities caused by the incréasthe VRI was more than offset by an increase in
liabilities caused by an increase in future inflatessumptions.

There have been a number of changes to the noneeto assumptions over the year, including:

» Updated per-policy and investment management epassumptions
* Change from RPI to LPI inflation curves
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Notes to the financial statements for the year ende31 December 2009 (continued)

9.

Insurance Contracts and Related Reinsurance (ctinued)
Insurance liabilities (continued)
d) Analysisof expected maturity of insurance contract balances

The table below indicates the insurance contratdnoas analysed by duration, taking into account
payments in proportion to the policy cash flowsreated to arise during that period.

31 December 2009 Within 1 year 1-5years 5-15 years QS years Total
£000's £000's £000's £000's £000's
Assurances and deferred annuities
Gross 10,242 38,908 154,269 420,928 624,347
Reinsurance (1) 8 50 (7,909) (7,852)

10,241 38,916 154,319 413,018 616,495

Vested annuitie
Gros 140,331 510,896 906,397 742,497 2,300,121
Reinsurance (210) (4,986)  (34,338) (104,715) (144,250)
140,121 505,909 872,058 637,782 2,155,871

€) Sensitivity analysis

In accordance with IFRS 4 the members have coregidibie effect on assets and liabilities resulthogf
changes in a number of key assumptions. The imgfatitis sensitivity analysis is set out in the &bl
below:

Interest Interest Inflation  Inflation Longevity Expenses Credit Credit
31 December 2009 Rates Rates Rate Rate Spread Spread
+1% -1% +.5% -5% (see below)  (see below) +1% -1%
£000's £000's £000's £000's £000's £000's £000's £000's
Gross 79,491  (108,719)  (34,893) 33,752 (142,343) (6,221) (79,593) 58,895
Reinsurance (30,258) 41,007 1,383 (1,160) 91,288 27 (1,069) 2,984
49,233 (67,712)  (33,510) 32,592 (51,055) (6,194) (80,662) 61,879

Parameters for longevity and renewal expense deitigs

The longevity sensitivity is measured at 50% of ¢ffect of a 15% decrease in the base mortaligsrat
and a 1% increase in the mortality improvementrfloo

The renewal expense sensitivity is based on ae&serin annual renewal expenses of ¢.15%.
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Notes to the financial statements for the year ende31 December 2009 (continued)

9.

Insurance Contracts and Related Reinsurance (ctinued)
Insurance liabilities (continued)

€) Sensitivity analysis (continued)

The key assumptions, methodology and limitationseufsitivity analysis are as follows:

» The effects of the specified changes in factorsdatermined based on the year end financial
instrument values. The level of movements in maféetors which the sensitivity analyses are
based were determined based on economic forecadthistorical experience of variations in
these factors. The sensitivities used are basedndrthe core assumptions in the financial
statements rather than considering more extrenm&sos.

» The sensitivity table demonstrates the effect change in a single key assumption while other
assumptions remain unchanged. However, the ocaereha change in a single market factor
will often lead to changes in other market factassa result of correlations. In particular the

Group’s use of derivatives is designed to ensuakith exposure to market risk is hedged.

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

f) Reinsuranceresults

Reinsurance premiums ceded
Reinsurers' share of claims paid

Changes in Reinsurers' share of liabilities
Effect of Reinsurance on Income Stateme
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Pension Insurance Corporation Holdings LLP
Notes to the financial statements for the year ende31 December 2009 (continued)

10. Deferred tax asset

Asse Liability Total
£000's £000's £000's
31 December 2009
Unutilised tax losses 18,602 - 18,602
The movement in the deferred tax balance was bs\s]
2009
£000's
Net balance at 1 January 2009 9,300
Amount credited to comprehensive income statet 9,302
Net balance 31 December 20! 18,602

Deferred tax assets are recognised to the extanttiby are regarded as recoverable, that is textent
that, on the basis of all available evidence, it ba regarded as more likely than not that sufficfature
taxable profits will arise from which the underlgitemporary differences can be deducted. The Group
has made projections which forecast the profitsiragifrom the current business portfolio which gale

that sufficient taxable profit will arise in thexiethree financial years to utilise the £66.4m kasses
arising in prior periods.

Consequently the Group has recognised a deferredstset of £18.6m based on these projections. The
amount recognised in the current financial yeahuides the value of tax losses incurred in priorryea
which, based on the Company’s projections, are cmwsidered recoverable within three years.
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Notes to the financial statements for the year ende31 December 2009 (continued)

11. Financial assets and financial liabilities
GROUP
Financial Loans and Financial
investments receivables liabilities

31 December 2009 at fair value meagured at

through amortised cosil

profit and

loss
£000 £000 £000

Financial Asset:
Debt securities 2,444,849
Shares and units in unit trusts 20,720
Loans secured by mortgages 87,207
Deposits with credit institutions 22,272
Participation in investment schemes 259,117
Other asset backed securities 86,518
Other loans 120,000
Derivative assets 627,205
Total Financial Investments 3,667,888
Debtors arising out of direct insurance operati 5,407
Other Debtors 32,623
Accrued Interes 35,585
Total receivables and other financial assetl 73,615
Cash & cash equivalents 28,429
Total Financial Assets 3,667,88¢ 102,044
Financial Liabilities
Derivative liabilities 596,957
Creditors arising out of reinsurance operations 1,124
Other Creditors 3,674
Insurance and other payables 4,798
Accruals 22,003
Total Financial Liabilities 596,957 26,801

All amounts relating to receivables and other fiahassets and creditors and accruals are exp¢cted
settled within one year.
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Notes to the financial statements for the year ende31 December 2009 (continued)

11.

GROUP (continued)

Financial assets and financial liabilities (contined)

Included within other loans is a loan of £120,000,@0 Pension Corporation Investments LP Inc (“BC&
limited partnership based in Guernsey. The Compangives interest on the loan at a rate of LIBORspl
2.25%. The loan is due for full repayment on orbbefDecember 2011. The directors have performediaw
of the assets and security supporting this loanhevé concluded that the fair value at the endheffinancial
year is £120,000,000 as PCl is expected to betabteet all obligations.

Financial Loans and Financial
investments receivables liabilities
31 December 2008 at fair value measured at
through amortised cost
profit and
loss
£000 £000 £000
Financial Assets
Debt securities 1,394,062
Shares and units in unit trusts 2,134
Loans secured by mortgages 68,700
Deposits with credit institutions 23,546
Participation in investment schemes 223,411
Other asset backed securities 49,961
Other loans 123,185
Derivative assets 256,930
Total Financial Investments 2,141,929
Debtors arising out of direct insurance operations 6,114
Other Debtors 20,622
Accrued Interest 22,709
Total receivables and other financial assets 8 pa
Cash & cash equivalents 8,430
Total Financial Asset 2,141,92¢ 57,875
Financial Liabilities
Derivative liabilities 184,620
Creditors arising out of reinsurance operations 842
Other Creditors 1,644
Insurance and other payables 2,486
Accruals 1,930
Total Financial Liabilities 184,620 4,416
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Notes to the financial statements for the year ende31 December 2009 (continued)

11. Financial assets and financial liabilities (contined)

PARTNERSHIP

Financial Loans and Financial
investments receivables liabilities
31 December 2009 at fair value meagured at
through amortised cosi
profit and
loss
£000 £000 £000
Financial Assets
Other loans 32,622
Total Financial Investments 32,622
Cash & cash equivalents 13,777
Total Financial Assets 32,622 13,777
Financial Liabilities
Other Creditors 8,377
Insurance and other payable: 8,377
Accruals 30
Total Financial Liabilities 8,407

Page 34 of 47



Pension Insurance Corporation Holdings LLP

Notes to the financial statements for the year ende31 December 2009 (continued)

11. Financial assets and financial liabilities (contined)

PARTNERSHIP (continued)

Financial Loans and Financial
investments receivables liabilities
31 December 2008 at fair value measured at
through amortised cost
profit and
loss
£000 £000 £000
Financial Assets
Other loans 20,622
Total Financial Investments 20,622
Total receivables and other financial assets -
Cash & cash equivalents 11
Total Financial Asset 20,622 11
Financial Liabilities
Other Creditors 5,147
Insurance and other payables 5,147
Accruals 46
Total Financial Liabilities 5,193
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Notes to the financial statements for the year ende31 December 2009 (continued)
11. Financial assets and financial liabilities (cdimued)

The following summarises the significant methodd assumptions used in determining the values @ifiral
instruments reflected in the table above.

a) Investments in shares, debt securities, unit tats and participation in investment schemes

The fair value of shares and debt securities ierdehed by reference to their quoted bid pricehat t
reporting date. Fair values for unlisted shares\arihble yield schemes are estimated using apgéca
price/earnings or price/cash flow ratios or otherasures refined to reflect the specific circumstaraf
the issuer. Fair values for unlisted debt se@asitire estimated as the present value of fututeftass,
discounted at the market rate of interest at thertang date.

b) Derivatives

The fair value of forward exchange contracts fuduaed swaps are based on listed market pricesewher
available. For those forward exchange contractsfaiudes where a listed market price is not avédab
fair value is estimated by discounting the differerbetween the contractual forward price and the
current forward price for the residual maturitytbé contract using an appropriate risk-free interate
(based upon the rate applicable to government bohdssimilar duration). For those swaps where a
listed market price is not available, then fairuels determined bysing composite curves, which are
derived from a number of market counterparties.

The Group has entered into a number of forwardfahde agreements in 2009. The Group enters into
such transactions for efficient portfolio managetmmrposes. The Group has also entered into a numbe
of inflation and interest rate swap agreementsngu2009 for the purpose of asset and liability rinizig.

c) Loans secured by mortgages

The fair value of loans secured by mortgages isrdehed by reference to their listed market pridee
loans are not expected to be recovered within 18thsoof the end of the financial year.

d) Other assets backed securities

The fair value of other asset backed securitiedetermined by reference to their listed marketepric
The assets are not expected to be liquidated withimonths of the end of the financial year.

e) Deposits with credit institutions

The fair value of deposits held with credit ingdiibns represents their cash value in current teftis.
deposits are redeemable within three months ansecprently no discounting adjustment has been made
at the period end.

f) Other Loans

The value of other loans is an amortised cost basssany impairment made. In determining the vatue

the Statement of financial position date, the doexconsider the specific circumstances surrounttie
value of each loan on an individual basis.
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Notes to the financial statements for the year ende31 December 2009 (continued)

11. Financial assets and financial liabilities (attinued)

The following table analysis the Company’s finahénvestments in accordance with the AmendmetfERS 7
“Financial Instruments’ This Amendment is only applicable to financiahg&ecommencing on or after 1 January
2009. Comparative information for the previous ficial year is not required..

Financial investments are analysed as follows;

31 December 2009

Level 1 Level 2 Level 3 Total

£000s £000s £000s £000s
Debt securitie: 1,084,898 1,359,937 - 2,444,835
Shares and units in unit trus 18,861 1,859 - 20,720
Loans secured by mortgac - 87,207 - 87,207
Deposits with credit institutior 22,272 - - 22,272
Participation in investment schern 64,878 194,253 - 259,131
Other asset backed securit - 86,518 - 86,518
Other loans - - 120,000 120,000
Derivative assets (ne 10,909 19,339 - 30,248

1,201,818 1,749,113 120,000 3,070,931

Level 1 assets are those assets for which thevidite has been measured using quoted prices, withou
adjustment, in an active market.

Level 2 assets are those assets for which the/dhie has been measured using other observablatizais such
as unquoted prices, interest rates, adjusted qyoiees or quoted prices in an inactive market.

Assets classified as Level 3 are those assetsHmhwio observable data exists. The fair value omreasent has
been made by the application of internal valuasgstems. All assets within Level 3 relate to loaith other
entities within the Pension Corporation group.

Movements relating to Level 3 assets during thentapg period are analysed as follows;

Total

£000s
Level 3 asset value 1 January 2009 123,185
Adjustment relating to impairment of Investment (3,185)
Level 3 asset value 31 December 2009 W

The adjustment indicated above relates to an imest held by the Group in Pension Corporation Itnaest No
3 LP Inc.
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Notes to the financial statements for the year ende31 December 2009 (continued)
12. Derivative Financial Instruments

The Group enters into a number of inflation ratd amerest rate swap agreements during the ordicauyse of
business as part of its risk management stratediatibn swaps protect the Group against the adveffects of
inflation over a period of time. Interest rate gwagreements involve the exchange of fixed andtifiga
payments over the life of the agreements withoutxchange of the underlying principal amount. Greup
enters into interest swap transactions to assisiaitthing investment assets to contractual liadslit

Fair Value
Assets Liabilities
£000's £000's
At 31 December 2009
Interest Rate Swaps 54,152 (40,166)
Inflation Swaps 43,059 (36,567)
Credit Default Swaps - (401)
FX Forwards 519,082 (519,820)
Futures 10,912 3
627,205 (596,957)
At 31 December 2008
Interest Rate Swaps 135,282 (46,326)
Inflation Swaps 43,937 (55,049)
FX Forwards 76,694 (82,818)
Futures 1,017 (427)
256,930 (184,620)

13. Risk Management

As a provider of insurance solutions to defined dfigrpension schemes, the Group’s business involhies
acceptance and management of risk.

A number of risk factors affect the Group’s opergtresults and financial condition. The financiakrfactors
affecting the Group include the effects of marksk,rcredit risk and liquidity risk. The Group iksa exposed to
longevity risk and operational risk.

Managing the Group’s risks is a significant focugsaafor management as an uncontrolled and unmanaged
development in various risks may affect the Groymesformance and capital adequacy. The Group adapt
integrated view to the management and qualitatssessment of risk and aims to minimise its exposore
unwanted risks. These risks are those which aractotely sought, such as longevity risk, intemede risk and
inflation risk, and which carry no reward for theoBp. Such risks are managed and mitigated toxtemethat it

is cost effective to do so.

The Group uses derivatives for the purpose of iefficportfolio management or to reduce risk, inezsp of the
Group’s investment activities such as the implemgon of tactical asset allocation changes arotedstrategic
benchmark, the hedging of cash flows, and the obaofrthe risk profile of an identified strateg¥he Group uses
forward exchange contracts and futures for thespgses. It also uses interest and inflation ratepsafor the
purpose of matching assets and liabilities.
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13.

Risk Management (continued)

Derivative financial instruments used to facilitaféicient portfolio management and for investmputposes are
carried at fair value with changes in fair valueChanges in fair value are included in the Statenwdnt
comprehensive income. The members have chosem apiply hedge accounting to the Group’s derivatiiése
Group monitors its exposure to risks through reguaiews of its portfolios of assets and liabdtiand their
underlying characteristics.

a)

b)

Market risk

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

The primary market risk that the Group faces isrest rate risk to the extent that the value odésets is
not matched by changes in the value of its liabgit This risk is largely hedged by the use of\ddives.

Interest rate risk and inflation risk with regan liabilities are hedged, primarily through the wdfe
relevant swaps. Currency risk in the assets diutie or mandate level is at least 95% hedged.
Credit risk

Credit risk is the risk of loss due to another péailing to meet all or part of their obligations.

The Group manages exposure to credit risk by pdalimits on exposures to individual counterparties
and limits on exposures within individual crediting levels.

Certain over-the-counter derivatives contain aitmesk element that is controlled through estaifient
of collateral agreements and master netting agreenos interest rate and currency swaps.

During the year the members consider there have beesignificant concentrations of credit risk hse
on the maximum exposure to credit risk being regmesd by the carrying amount of each financialtasse
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13. Risk Management (continued)
b) Credit risk (continued)

Credit and counterparty risks for assets are lidnitcewithin the FSA INSPRU guidelines by minimising
the exposure to single counterparties as well aspgr of counterparties with the same charactesistic

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

AAA AA A BBB BB Unrated Total

£000 £000 £000 £000 £000 £000 £000
Loan and debt securities
Debt securities 1,194,671 172,490 602,524 351,083 32,619 91,461 2,444,848
Loans secured by mortgage 60,674 20,272 729 - - 5,632 87,207
Other asset backed securitie 36,969 11,556 35,336 2,658 - - 86,519
Other loans - - - - - 120,000 120,000
As at 31 December 2009 1,292,314 204,318 638,589 353,741 32,619 216,993 2,738,574
Other assets
Collateralised derivative asset - - - - - 627,205 627,205
Participation in investment scheme: - - - - - 259,117 259,117
Other receivables 8,099 4,051 14,202 7,035 765 1,433 35,585
Deposits with credit institutions - - 19,923 - - 2,349 22,272
Cash and cash equivalen - - 18,089 - - 10,340 28,429
As at 31 December 2009 8,099 4,051 52,214 7,035 765 900,444 972,608
Loan and debt securities:
Debt securitie: 808,340 116,098 336,230 87,475 8,068 37,851 1,394,06:
Loans secured by mortga 61,087 4,030 - - - 3,583 68,700
Other asset backed securities 13,251 15,890 16,947 3,873 - - 49,961
Other loans - - - - - 123,185 123,185
As at 31 December 2008 882,678 136,018 353,177 91,348 8,068 164,619 1,635,908
Other asset
Collateralised derivative ass - - - - - 176,592 176,592
Participation in investment schemes - - - - - 223,609 223,609
Other receivables 6,203 2,690 8,659 2,996 195 28,703 49,446
Deposits with credit institutions - - - - - 23,546 23,546
Cash and cash equivalents - - 4,929 - - 3,501 8,430
As at 31 December 2008 6,203 2,690 13,588 2,996 195 455,951 481,623

c) Liquidity risk

Liquidity risk is the risk that the Group may bealbite 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 appetie
maturities or rates. The Group’s liquidity managatq@ocedures are designed to ensure that, evesr und
adverse conditions, the Group has access to this fuecessary to cover its liabilities.
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13.

c)

d)

Risk Management (continued)
Liquidity risk (continued)

Liquidity risk is managed through an asset andilltgmanagement framework by modelling detailed
forecasts of cash requirements and by adjustingstmvent management strategies as appropriate to mee
these requirements. In most cases liquidity riskl Wwe avoided by holding sufficient assets in
investments which are readily marketable in a sigfitly short timeframe to be able to settle beaefs
they fall due.

The following table sets out the contractual maguanalysis of financial liabilities:

As at 31 December 2009
Within 1 5-15 Over 15

year 1-5years years years Total
£000 £000 £000 £000 £000

Creditors arising out of reinsurance operation 1,124 - - - 1,124
Other creditors 3,674 - - - 3,674
Accruals 22,003 - - - 22,003
Derivative liabilities 520,112 17,275 28,970 30,600 596,957

546,913 17,275 28,970 30,600 623,758

All amounts due to group undertakings or other itoesl are expected to be paid in the next financial
period.

As at 31 December 2008

Within 1 Over 15
yeal 1-5year 5-15year year: Total
£000 £000 £000 £000 £000
Other creditors 2,386 100 - - 2,486
Accruals 386 1,544 - - 1,930
Derivative liabilities 83,244 18,570 44,008 38,797 184,619

86,016 20,214 44,008 38,797 189,035

Specific insurance risk

The Group operates in a specific market. Longendtly is the fundamental insurance risk that it asss
and represents the risk that the Group may notbbeta meet payment of its obligations as a restuilt
pensioners living longer than expected in the Camjsaprojections.

The Group seeks to reduce exposure to longevikythiough the use of longevity swaps when schemes
are acquired. In cases where this is not possthke,Group may look at assets that are positively
correlated to longevity to offset some of the intpac

The Group monitors the longevity profile of the urence pool regularly and actively sources
counterparties for reinsurance. Further, it al@mitors counterparty risks with all associated saners.
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13. Risk Management (continued)
d) Specific insurance risk- (continued)

Current mortality rates for pensioners are derifggtda case by case basis) using models that actaunt
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 btedexperience data exists, this is utilised to (a)
provide another view for the purposes above ando(bglibrate the above models against the expegien
results derived from a wide pool of schemes. Ashsappropriate adjustments to the mortality models
may be made periodically if justified by emergingerience.

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

The exposure to sensitivities in this latter asstionpcan be managed to an extent by ensuring lieat t
mix of business is suitably weighted towards curneensioners who are less exposed to long-term
improvements in mortality rates than younger def@npensioners. This exposure can be quantified to a
degree by calculating the increase in liabilitieattwould 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 eaxttsipner, which is broadly consistent with an iasee
in life expectancy of 1 year, would increase resstyy approximately 3%.

Whilst longevity risk is the fundamental risk réfef to the portfolio maintained by the Group, is@l
considers the following risks;

1. Concentration of risk within a particular industrigeographic, sociological or business segment
area,

The Group considers, as part of its risk managemmuess, how each new contract will impact its
concentration in any specific area.

2. Risk arising from a specific insurance contract,

The Group considers, as part of its risk managemetess, the risk attached to each new contract
accepted and the mitigation of such risk.

3. Exposure to unexpected changes in trends,
The Group considers, as part of its risk managenpeotess, the risk attached to unexpected
changes in trends relating to contracts held. Th&nrmsurance risk of the portfolio is related to
longevity. This risk has been mitigated by the plgof reinsurance treaties.

4. Exposure to changes in financial market conditions,

The Group prepares information based upon a sefigessible market conditions. The results of
this exercise are then considered with regardeffect on the current portfolio.
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13.

e)

14.

15.

Risk Management (continued)
Operational Risk

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

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

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

An outsourced Internal Audit function was put img# during the year to review specific businesasare
and to assist in ensuring risk is minimised by pheparation of documented business processesl|for al
material areas and through training..

Operating lease commitments

The Group has the following future commitments urafgerating leases:

2009 2008
£000's £000's
Other operating leases
Due within one year 7 22

Due within two to five years 7 11
Due over five yeal - -
14 33

Contingent Liability

On 22 December 2009 PIC entered into an agreemigmtHenderson Global Investors Limited under
which it provisionally agreed to place seed capittd a number of Henderson investment funds,sat it
own discretion. PIC will receive a notional credita rate of 5% per annum in respect of the funds
invested which will be used to remove PIC’s powntbligation to pay an additional £5.5m in
performance related management fees based onrmeetsperformance to September 2009.

At the date of signing these financial statementsuch investment had been made.
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16. Related party transactions

PCLLP is a provider of management, IT and officeviees to the Group and the Partnership and is a
partner in PICH. All management and staff who wimikthe Group are members of, or employed by, PC
LLP. Total charges for the services received by @reup during the year was £15,979,92D08:
£10,794,109) Included within this were following amounts paial members of the PICH Board of
Advisors and directors of subsidiary companiesl@HP(primarily PIC and PSIC).

2009 2008
£ £
PICH Advisory Board
Total Payments 2,814,431 2,571,465
Highest Paid Member 628,833 650,000
Other Subsidiary Board Directors
Total Payments 495,706 887,424

As at 31 December 2009 PC LLP had made advanceirdravof £15,020,7242008: £3,020,141)
against their entitlement to a priority profit seas a member of PICH under the terms of the pahiipe

agreement.

17. Additional information on subsidiaries
Subsidiary Undertakings Activity
Pension Corporation Holdings (Gibraltar) Limited Itiag 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
PSIC Holdings (Guernsey) Limited
Pension Security Insurance Corporation Limited

Insuranceefihed benefit pension schemes
Holding Company
BAiflnuity Reinsurance

PICH owns 100% of the ordinary share capital oftladl above companies either directly or indirectly
through the holding companies shown above.

All subsidiaries have been consolidated in the aoto Pension Corporation Holdings (Gibraltar)
Limited is incorporated, registered and operateSibraltar. PSIC Holdings (Guernsey) Limited and
Pension Security Insurance Corporation Limited laoth incorporated and registered in Guernsey and
operate there.

All other subsidiaries are incorporated in Greatdsn and registered and operate in England ande$val
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18.

Statement of Capital Resources

The Board’s policy is to maintain a strong capliake to protect policyholders’ and creditors’ ingts
and ensure compliance with the financial servieggilations which are relevant to certain subsidgari
whilst still creating shareholder value. Full distaf the Group’s capital resources are giverhia table
below.

The Group’s objectives in managing its capital are:

- to match the profile of its assets and liabilitieking account of the risks inherent in the
business;

« to maintain financial strength to support new basggrowth

- to satisfy the requirements of its policyholders] aegulators;

« toretain financial flexibility by maintaining stng liquidity and access to a range of capital
markets;

. to allocate capital efficiently to support growtmd

- to manage exposure to movement in exchange rates.

The Group currently has sufficient capital avaidatd meet all its present capital requirementsdoes
not utilise debt capital, financial reinsurancesecuritisation.

The regulated subsidiaries in the Group reviewrtlgapital resources on a monthly basis and have
complied with all externally and internally imposedpital requirements during the year. It remaires t
intention of management of both companies to enthatethere is adequate capital to exceed theantev
regulatory requirements. This is managed throughGhoup’s internal policy of maintaining capitalaat
level which exceeds the higher of its internal tapiequirement and the relevant regulatory capital
requirement plus a specified margin.
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18.

Statement of Capital Resources (continued)

Shareholders' funds outside fund
Shareholders' funds held in fund

Total shareholders' funds
Adjustments onto regulatory basis:

Adjustment to assets
Other adjustments

Other qualifying capital
Total available capital resources

31 December 2008

Shareholders' funds outside fund
Shareholders' funds held in fund

Total shareholders' funds
Adjustments onto regulatory basis:

Adjustment to assets
Other adjustments

Other qualifying capital

Total available capital resources
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The Group does not write any with profit or unitded business.

The total available capital resources for yeardathis the capital that is
capital requirements of the business.

Life Business ~ TOTAL
UK non - Shareholders' LIFE Other Group
participating  Overseas funds BUSINESS Activities Total
£000 £000 £000 £000 £000 £000
- 3,654 239,021 242,675 - 242,675
152,985 - 152,985 - 152,985
152,985 3,654 239,021 395,660 - 395,660
(13,463) - (2,534) (15,997) - (15,997)
(16,430) - - (16,430) - (16,430)
123,092 3,654 236,487 363,233 - 363,233
123,092 3,654 236,487 363,233 - 363,233
Life Business TOTAL
UK non - Shareholders' LIFE Other
participating ~ Overseas funds BUSINESS Activities Group Total
£000 £000 £000 £000 £000 £000
- 4,264 165,933 170,197 - 170,197
174,035 - - 174,035 - 174,035
174,035 4,264 165,933 344,232 - 344,232
- - (107,359)  (107,359) - (107,359)
(17,502)  (3,029) - (20,531) - (20,531)
156,533 1,235 58,574 216,342 - 216,342
156,533 1,235 58,574 216,342 - 216,342

available to meet theletgry
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18.

Statement of Capital Resources (Continued)

Group capital is generally subject to restrictimmstransfers between different parts of the Grdue
principal restriction is that the available surphedd in a life fund is attributable to members asubject
to meeting the regulatory requirements of that tess, this capital is available to meet requiresment

elsewhere in the Group.

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

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

2009 2008
£000's £000's
Members’ capital 423,311 423,311
Retained reserves (27,651) (79,079)
Group capital 395,660 344,232
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