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INTRODUCTION

This is the Solvency and Financial Condition Report for Sanlam Life and Pensions UK Limited (the
Company) based on the financial position as at 31 December 2018.

BUSINESS AND PERFORMANCE SUMMARY

The Company forms part of the Sanlam UK group whose vision is to be a leader in advice led wealth
management within the UK market. This includes ensuring that policyholders continue to receive the
promised benefits from their existing policies.

Sanlam UK is part of Sanlam Limited, an international financial services group headquartered in
South Africa. Sanlam Limited has a presence in 17 countries and is rated AA by Standard and Poor’s
in South Africa. It has a market capitalisation of £5.8bn.

The Company’s main role within Sanlam UK is that of life insurance and investment administrative
services provider. To deliver this the Company focuses on the provision of specialist investment
wrappers to affluent and high net worth clients through offering open architecture and self-investment
choice and the provision of ‘vanilla’ investment wrappers to affluent clients through Sanlam model
portfolios combined with its own investment platform, Sanlam Portal. Ongoing investment continues
to be made in enhancing the Company’s products, systems and service.

The Company’s underwriting and investment performance can be found in sections A.2 and A.3
respectively.

SYSTEM OF GOVERNANCE SUMMARY

Overview of the Board and Sub Committees

Sanlam Life and

Pensions Limited

Board
1

Executive
Board sub-
committees Management
Commitee

Audit and Risk

Committee

Human Resources
aad2nd Remuneration|
Committee

Investment
Committee

Balance Sheet
=1 Management
Committee

The Company uses the ‘three lines of defence’ governance model. This model separates out the
tasks of risk management, risk oversight and risk assurance, calling them respectively the first,
second and third lines of defence.
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First line of defence: Risk management

This is the primary responsibility of front line managers and the Executive Committee rather than the
Risk Function. Front line managers are responsible for identifying and evaluating risks to the
business and the customer and for designing and operating suitable controls in line with the agreed
risk limits set by senior management.

Second line of defence: Risk oversight

Risk oversight is performed by the Risk Function, which provides oversight for business and
operational risks, and the Compliance Function, which provides oversight for regulatory and conduct
risks.

Risk and Compliance are independent of the first line.

Third line of defence: Risk assurance

This is the independent assurance from ‘neutral’ parties that the risk management framework is
operating effectively. This is provided by the Board, and its sub-committees, assisted by internal audit.

The Company’s key risks can be found in section C.

RISK PROFILE SUMMARY

The Company currently uses the Standard Formula to calculate its solvency capital requirement
(SCR).

The components of the Company’s SCR as at 31 December 2018 are illustrated in the following chart.

Risk Profile (SCR after
diversification) (Em)

Operational
risk, 2.9

Market risk,
15.3

Life
underwriting
risk, 18.9

Credit risk, 5.1
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Note: credit risk is made up of the standard formula spread risk and counterparty default risk sub-
modules.

VALUATION FOR SOLVENCY PURPOSES
SUMMARY

An analysis of the valuation of assets and liabilities per the Solvency Il balance sheet
[S.02.01.02.C0010] are provided in the report in sections D.1 and D.3 respectively. A comparison
between IFRS and Solvency Il valuation methodologies and results is included in section D.

There have been no significant changes to the valuation methodologies applied under IFRS or
Solvency Il during 2018.

Section D.2 provides a detailed explanation of the methodology for calculating technical provisions for
the Company’s various lines of business, including the key assumptions used in these calculations.
Please note that no matching adjustment or volatility adjustment has been used in the calculation of
the Company’s technical provisions. No transitional measures are applied in the calculation of the
Company’s technical provisions and SCR.

CAPITAL MANAGEMENT SUMMARY

As at 31 December 2018, the Company’s SCR is £42.2m while the Minimum Capital Requirement
(MCR) is £18.9m. The Company’s own funds stand at £59.8m all of which is classified as unrestricted
Tier 1 capital. This gives a SCR coverage ratio of 141.8%.

The objectives of the own funds management are set out in the Company’s capital management
policy. The Company aims to maintain, at all times, sufficient own funds to cover the SCR and MCR
together with an appropriate buffer.

The acceptable target range for the Pillar 1 CAR (ratio of eligible own funds over SCR) is 130% to
170%. The Company regularly monitors the Pillar 1 CAR and the capital management policy sets out
the process to follow to restore the CAR if it falls outside the target range.

The Company has complied with both the SCR and MCR throughout 2018.
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

We acknowledge our responsibility for preparing the SFCR in all material respects in accordance with
the PRA Rules and the Solvency Il Regulations. We are satisfied that:

a) Throughout the financial year in question, the insurer has complied in all material respects
with the requirements of the PRA Rules and the Solvency Il Regulations as applicable and;

b) It is reasonable to believe that, at the date of the publication of the SFCR, the insurer
continues so to comply, and will continue so to comply in future.

Nick Parry
Chief Executive Officer

16 April 2018

A BUSINESS AND PERFORMANCE
A.1 Business

The principal activity of the Company is the transaction of life assurance and pensions business.

The Company forms part of the Sanlam UK group whose vision is to be a leader in advice led wealth
management within the UK market.

The Company’s main role within Sanlam UK is that of life insurance and investment administrative
services provider. To deliver this, the Company focuses on:

e the provision of specialist investment wrappers to affluent and high net worth clients through
offering open architecture and self-investment choice

e the provision of ‘vanilla’ investment wrappers to affluent clients through Sanlam model
portfolios combined with the Sanlam Portal. Investment continues to be made in enhancing
the Company’s products, systems and service.

The Company is incorporated in the United Kingdom and is a company limited by shares. The
address of the registered office is:

St Bartholomew’s House
Lewins Mead

Bristol

BS1 2NH

REGULATOR

The Group supervisor can be contacted as follows:

Prudential Regulation Authority
20 Moorgate
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London
EC2R 6DA
0207 601 4878

AUDITORS

The External Auditor for Sanlam Life & Pensions UK Limited for the reporting period was Richard
Page, Senior Statutory Auditor, for and on behalf of Ernst & Young LLP, The Paragon, Counterslip,
Bristol, BS1 6BX, United Kingdom. NB. The SFCR has not been audited for the year ended 31
December 2018 as it is below the threshold which requires an external audit.

GROUP STRUCTURE

The company is wholly owned by Sanlam UK Limited. Its ultimate controlling party is Sanlam Limited,
a company registered in the Republic of South Africa. A simplified organisational structure chart is
shown below.

Sanlam Limited
((RETA]

SEQIET]
Investment

Holdings UK
Limited

Sanlam UK
Limited
|
1

I
ERIER Sanlam Private Sanlam Wealth anlam Life Sanlam FOUR
Gr’SIlTCI?SUE?O/) Partnerships Wealth Planning and Pensions 0 Hucrirgfzrg[;)
P (56% Limited (96.59%) (99.3%) Sk Limited ~ :

1
Sanlam Financial Sanlam Trustee
Services UK Limited Services Limited

For the purposes of this document, “the Group” is defined as Sanlam Investment Holdings UK Limited
(SIH) and its subsidiaries.

Since the Group operates a vertically integrated business model, there are many areas in which the
activities of the Company are impacted by other entities within the Group.

The entity’s proposition is distributed through two structures.

1. Sanlam Wealth Planning incorporating Sanlam Wealth Planning UK Limited and English
Mutual Limited. This is a focused, advice-led, vertically integrated Wealth Management
business in retail financial services. It operates a Sanlam restricted proposition in respect of
investment and product solutions to retail clients in the United Kingdom subject to client
suitability and focussing on positive client outcomes.
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2. Sanlam UK distribution, which sits within the Sanlam UK Limited entity, is an appointed
representative of the Company and engages with third party advisory and wealth
management businesses including the network of IFA firms within Sanlam Partnerships
Limited.

Management of the Company’s assets is carried out by Sanlam Asset Management Ireland (a wholly
owned subsidiary of Sanlam Investment Holdings UK Limited) and Sanlam Investments for the linked
asset portfolio and the shareholder portfolio and Cameron Hume for the non-linked portfolio.

From December 2012, the Company has been providing a version of its onshore bond product to the
Nucleus Group, a wrap platform specialist in which the Group has a significant interest. The
distribution and administration of this bond has been outsourced to Nucleus Financial Services
Limited which in turn has outsourced the administration of the bond to GenPact. Whilst the Group
holds 56% of the shares in Nucleus, it does not have control of this company since less than 50% of
the voting rights are held.

In addition, there are transactions between the Company and other entities within the Group in
respect of shared expenses. Administration and Compliance monitoring are undertaken by Group
functions on behalf of the Company.

Subsidiary undertakings

The Company owns 100% of the shares in Sanlam Financial Services UK Limited (SFS) and Sanlam
Trustee Services Limited (STS).

SFS

The principal activity of SFS is the provision of administration and client money handling services to
the Company, as well as other companies the Group. It also acts as the scheme administrator of the
Sanlam Personal Retirement Scheme, a personal retirement scheme established under a trust deed
in 1988.

STS

STS acts as trustees to pension schemes provided by the Company. This includes being the
custodian for certain assets of the current portfolio of trust based self-invested personal pensions.

A.2 Underwriting Performance

Since the Company prepares its financial statements in accordance with International Financial
Reporting Standards (IFRS), the performance information recognised in the statutory accounts
recognises premiums and claims only on insurance business as defined under IFRS. The vast
majority of the business written by the Company is investment business as defined by IFRS. As
required under Solvency Il, the underwriting performance information recognised below recognises
premiums and claims for both insurance and investment business.

Other life
insurance

Index-linked and unit-
linked insurance

2018
£°000

2017
£°000

2018

£000 £°000 £°000

Gross premiums written 203,912.6 | 203,886.5 430.0 676.6 | 204,342.6 | 204,563.1
Premiums ceded to

reinsurers 964.5 909.4 2.5 1.4 967.1 910.8
Net premiums written 202,948.0 | 202,977.2 427.5 675.2 | 203,375.5 | 203,652.3
Net claims incurred 22,445.6 24,102.6 5,434.1 5,566.6 27,879.6 29,669.2
Direct expenses incurred 27,799.0 25,656.4 574.3 512.2 28,373.3 26,168.6
Surrenders 197,993.3 | 194,395.3 0.0 0.0 | 197,993.3 | 194,395.3
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A.3 Investment Performance

2018 2017

£000 £°000
Investment income 41,015.0 48,705.6
Net gains on assets and liabilities at fair value through (124,858.1) 207 011.3
profit or loss e e
Investment management fees 18,474.8 17,340.2

Investment income is made up of dividends, interest income, and rental income from investment
properties.

The net losses on assets and liabilities at fair value through profit or loss is due to the fall in equity
markets towards the end of 2018. Unit linked assets accounted for the majority of this loss, and this is
therefore offset by a movement in unit linked liabilities.

A.3.1 Information about any gains and losses recognised directly in
equity

This is not applicable — all gains and losses are recognised in the income statement.
A.3.2 Information about investments in securitisations

The Company did not invest directly in securitised investments during the year ended 31 December
2018.

A.4 Performance of other activities

2018 2017

£000 £000
Fee income 15,740.2 16,367.6
Operating expenses (16,621.0) (16,133.0)
Finance costs (210.1) (350.9)
Taxation 6,412.1 (6,201.4)
Re-measurement of the net pension scheme liability 209.0 (667.0)

The 2018 total tax credit is primarily a reflection of the market downturn experienced during 2018
given that the company’s tax profile is driven by its investment assets’ performance. A tax loss of circa
£30m was suffered in connection with the pool of collective investments held. This had the combined
impact of significantly reducing the current year tax charge and the carried forward deferred tax
liabilities.

The main reasons for the movement in the pension scheme’s funding position are higher than
expected asset returns, a change in demographic assumptions and deficit reduction contributions
which have been slightly offset by a fall in AA corporate bond yields, an update in commutation
factors and worse than expected membership experience identified as part of the 31 July 2017
valuation.

A.5 Any other information

There is no further information to be disclosed in relation to business and performance.
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B SYSTEM OF GOVERNANCE

B.1 General information on the system of governance

The Company is governed by a Board, which currently comprises 3 non-executive directors and 3
executive directors, is responsible to the shareholders for the governance of the Company including
financial, operational and compliance controls and risk management processes. To support the
Board in meeting that responsibility, a governance structure has been established with clear operating
procedures, lines of responsibility and authority.

Sanlam Life and
Pensions Limited
Board

1
|
Board sub- Executive
committees Commitee
Bl Audit and Risk
Committee
Human Resources
aad2nd Remuneration|
Committee
n Investment
Committee

Balance Sheet
= Management
Committee

Board sub-committees
1. Audit, Actuarial and Risk Committee (AARC)

The Committee is chaired by a non-executive director. It meets on a quarterly basis and comprises 3
non-executive directors and management by invitation. Its purpose, with the assistance of
management where required, is to assist the Board in fulfilling its oversight responsibilities by:-

« Setting and overseeing the overall standards for financial and actuarial reporting, compliance,
risk management, internal controls and ethical conduct within the company;

« Monitoring the effectiveness of compliance and business risk management processes in the
Company, and monitoring that Conduct Risk principles and processes are embedded
throughout the company;

« Reviewing and assessing the quality of the work done by the professionals responsible for
financial and actuarial reporting, compliance and internal control;

« Engaging with the external and internal auditors on the quality and acceptability of the control
environment and reporting structures;

« Recommending appropriate follow-up action to the Board and
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« Reviewing and assessing the quality of the work done by the professionals responsible for
financial and actuarial reporting, compliance, Client Assets (CASS) and internal control.

2. Human Resources and Remuneration Committee

The Committee satisfied its requirements as part of the group level Sanlam UK Human Resources
Committee, is chaired by a non-executive director and is responsible for the Company’s intellectual
human capital and maintaining an effective management team. The committee is also responsible for
the remuneration strategy of the Company and determines the remuneration packages for members
of the Executive Management team.

3. Investment Performance Oversight Committee

The Investment Performance Oversight Committee is a sub-committee of the SIH Board. It meets
quarterly, is chaired by the Group CEO and includes the Chief Executive Officer and the Group
Finance Director. The Committee monitors the investment activities of the Company’s insured funds,
assists the Company to achieve its investment objectives and to fulfil its responsibilities to customers
through monitoring all applicable parties compliance with investment management agreements,
monitoring the competitiveness of the funds and model portfolios, reviewing mandates and
appointments and removals of investment managers, custodians and administrators.

4. Balance Sheet Management Committee

The Balance Sheet Management Committee meets on a quarterly basis with the aim to develop and
recommend a strategic framework for the management of the Company’s balance sheet. A dedicated
balance sheet management Actuary is employed to facilitate this forum.

This includes the following activities:

e Oversight of the management of assets in the shareholder portfolios and the policyholder
portfolios where the Company carries all the investment risks;

e Oversight of capital efficiency within SLP. This includes the management of required capital
within the boundaries of risk appetite; and the utilization and optimisation of returns on
discretionary capital;

e Oversight over Liability Driven Investment (LDI) portfolios, in particular Asset Liability
Management (ALM) over the non-participating policy holder portfolios;

e Working capital and liquidity management;

o SIP’s ‘estate’ portfolios i.e. portfolios where the shareholder carries all the investment risk.
This includes all shareholder capital portfolios as well as any policyholder liability portfolios
where the shareholder carries all investment risk;

e Oversight of the investment strategy of the defined benefit pension scheme of which the
Company is the sponsor (in conjunction with the Scheme’s trustees); and

e Carry out certain business relating to personal and private funds.

5. Executive Management Committee

The Executive Management Committee, chaired by the Chief Executive Officer, meets on a monthly
basis to consider strategic, operational, projects and human resources issues. Significant projects
are also reviewed by the Group Executive Management Committee. The Executive Management
Committee also encompasses the previous Finance, Risk and Compliance Committee for the purpose
of reviewing monthly management information, monitoring new and existing risks, and considering
any compliance, prudential, legal and regulatory issues with appropriate support from the Assurance
Committee.

The Company also meets periodically with its distribution partners, Sanlam UK Distribution and
Sanlam Wealth, to assess the performance of its distribution and marketing activities.

10
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This activity is further supported by a monthly meeting of the Sanlam UK Proposition and Client
Interest Committee which is a sub-committee of the Sanlam UK Executive Committee, and the
Customer Interest Committee, a sub-committee of the SIH Board.

A Statement of Business Principles is in place to provide guidance as to the standards expected when
acting on behalf of the Company. These aim to ensure that the Company conducts its business in full
compliance with the law and its regulatory obligations and adheres to the highest professional and
ethical standards.

Remuneration policy

Principles

e There is a balance between fixed and variable remuneration which allows the Company to
operate a flexible bonus policy.

e Variable remuneration should contain a substantial deferred component with a deferral period
of at least three years. However, there is a de minimis limit below which deferral is not
required and no Company executives have breached this minimum level;

e Performance metrics include both financial and non-financial performance measures, as well
as a downwards adjustment for exposure to current and future risks; and

e Variable remuneration for control functions (Risk, Compliance, Internal Audit and Actuarial
functions) is independent from the performance of the operational units and areas that are
submitted to their control.

Fixed remuneration

Base salaries plus add-on benefits are reviewed annually, at the start of each year. Any annual salary
increase is determined by factors such as Company performance, rate of inflation, prevailing local
marketplace trends, changes in responsibilities and individual performance. Under certain
circumstances an increase to base salary may occur during the year, usually due to promaotion.

Variable remuneration

Variable remuneration is determined with the support of a robust performance management
framework. This is based on ‘What’ employees do (Objectives) as well as 'How' they do it
(Behaviours). Employees’ performance is measured against the achievement of objectives in line with
the expected Sanlam Behaviours.

The Company’s variable remuneration is made up of both long and short term incentives.

i) Short term

The Company implements discretionary bonuses. All such bonuses are based on two elements,
Personal Performance and Company Performance. The Personal Performance element is multiplied
with the overall Company Performance weighting achieved during the year to determine the bonus
award.

The Personal Performance element is based on an employee’s personal performance which is
reflected in a year-end performance rating, measured on delivery against objectives and behaviours.
Company performance is based on a set of KPIs that includes both financial and non-financial
elements.

i) Long term
Growth Shares: Selected members are offered the opportunity to subscribe for Growth Shares in
Sanlam UK Limited. The ownership of the Growth Shares will give them the opportunity to participate

in the value of the Company above a set threshold. Shares are eligible for participation subject to
achievement of KPI's, although no KPI's have been set for the shares currently in issue.

11
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Supplementary pension or early retirement schemes for the members of the administrative,
management or supervisory body and other key function holders

The Company offers all staff the choice of making contributions into a defined contribution pension
scheme, which the company will match up to a limit. The Company has £48.4m of defined benefit
pension scheme liabilities. The scheme has been closed to new accruals since 2013.

B.2 Fit and proper requirements

The Approved Persons Guide is available to all staff on the intranet. The procedure for appointing a
new approved person includes undertaking a fit and proper person test and seeking approval from the
Board and Regulator. No individual can undertake such responsibilities without first obtaining
approval and passing this test.

Before appointing an individual, the Company must be satisfied that the person has the personal
characteristics (including being of good repute and integrity), possesses the required level of
competence, knowledge and experience, has the relevant qualifications, and has undergone, or is
undergoing, training required in order for them to perform their key function effectively and in
accordance with any relevant regulatory requirements.

The ongoing fithess and propriety of Approved Persons is assessed through the Company’s
Performance Management structure, with progress reviews being carried out no less than annually.

Progress reviews for all executive Approved Persons other than the Chief Executive will be carried
out by the Chief Executive. The Chairman will carry out a progress review in respect of the Chief
Executive. The performance of the Board will be reviewed annually on a self-assessment basis and
this will be facilitated by the Company Secretary in conjunction with the Chairman and the Chief
Executive.

The Approved Persons are also required to complete an annual self-certification to confirm that they
remain fit and proper to carry out their role.

Once an individual is an Approved Person they are made aware that they must abide by strict
standards of conduct — and that they become personally accountable to the regulator.

B.3 Risk Management System including the Own Risk and Solvency
Assessment

The Company uses the Standard Formula without Undertaking-Specific Parameters to assess the
solvency capital requirements. SLP does not have approval for a full or partial internal model.

The Company has developed a comprehensive set of risk policies, frameworks and guidelines to
ensure that adequate process and procedures are in place to manage all types of risk. These
documents are aligned with the current regulatory requirements under the Solvency Il regime and
adopted by the PRA and FCA.

The company uses a group-wide risk management software platform (BWise) for incident
management and to record and report on business risk.

The company operates under and is subject to the Sanlam Investment Holdings Ltd (SIH) Risk
Management Policy.

The SIH’s risk management framework uses the ‘three lines of defence’ model. This model separates

out the tasks of risk management, risk oversight and risk assurance, calling them respectively the
first, second and third lines of defence.

12
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First line of defence: Risk management

Risk management is the primary responsibility of front line managers and senior management. Front
line managers are responsible for identifying and evaluating risks posed to the business and its
customers within their areas of responsibility, and for designing and operating suitable controls in-line
with the agreed risk limits set by senior management.

In the execution of this responsibility, SIH must comply with all requirements set by Sanlam Group. In
particular, escalation of risks must comply with the SIH Risk Escalation Matrix. This is the first line of
defence.

Second line of defence: Risk oversight

Risk oversight is performed by independent, specialist functions that are responsible for oversight of
the risks (e.g. how well are they being managed?). They achieve this by setting policy, monitoring the
systems and controls the first line has in place to manage the risks and by challenging the first Line
on the effectiveness of controls. The Risk Function provide oversight for business and operational
risks and the Compliance Function provide oversight for regulatory and conduct risks.

Whilst Risk and Compliance are independent from the first line, they can provide advice and support
to the first line to help them develop effective controls. The second line functions however, are not
involved in operating the controls, first line remains the owner of the risks in question and designing
and operating suitable controls.

Third line of defence: Risk assurance

Risk assurance is the independent assurance provided by “neutral' parties that the risk management
framework is operating effectively. This is provided by the Internal Audit Function, who undertake
reviews on the control environment and report to the Board, and its sub-committees. The risk
management process entails the planning, arranging and controlling of activities and resources to
minimise the impacts of all risks to levels within the risk appetite. As the management of risk is
integral to how the company is run, the risk management process is embedded in the normal
management processes of the company; for example, risk and its impact on risk capital is considered
whenever key business decisions are made.

Risk Management

"

* Risk management is driven by the individual businesses Excos and the
operational functions

1st line ERiEESIne identify, own, and manage risks

r
Operations Risk Oversight
~
v * Risk and Compliance Functions provide independent oversight of risks
* Risk and Compliance provide set policy, and monitor risks and
v13ls 0 [13]=)| challenge and support the 1st line
v

Risk &
Compliance

Risk Assurance

* Independent Assurance that the Risk Management process is working

* Performed by Internal Audit who report to the Board and its sub-
committees

Internal Audit

v

13



Sanlam Life and Pensions UK Limited | Solvency and Financial Condition Report

There are a number of quite distinct stages involved in the risk management process that can be
summarised as follows. Within each stage there are a number of sequential steps that should be
covered as part of a comprehensive process.

a) ldentification - identify inherent vulnerabilities, exposures and sources of risk.

b) Assessment - assess/measure the identified risks from a severity and probability perspective to
determine their priority for remedial action and the need for further quantification.

b) Treatment - determine the appropriate course of action to address the risks identified — this may
be to avoid the risk (e.g. by exiting certain activities); reduce the risk through changes to every-
day business activities; transfer the risk (e.g. through reinsurance), or acceptance (no action
taken). Implement the actions identified through policies and procedures. This will involve
assessing the effectiveness of existing controls and improving them accordingly and/or
implementing new policies/procedures.

c) Monitoring - monitor the effectiveness of control activities through various techniques including
variance analysis and stress testing.

d) Reporting - report at each of the four sequential stages as it is a core part of driving decision
making in effective risk management.

Own Risk Solvency Assessment (ORSA)

The Company produces a ‘solo’ ORSA report to inform the Board of the outcome of the own risk and
solvency assessment and is prepared in line with the Prudential Regulatory Authority (PRA) ORSA
requirements. A group ORSA for Sanlam Investment Holdings UK Limited (which SLP is part of) is
also produced. Information is gathered from the SLP ORSA and the corresponding ICAAP’s and fed
in appropriately providing overarching assurance to the SIH Group.

The ORSA process for the Company is an assessment which considers and links a number of key
risk and capital processes, functions and activities operated throughout the Company. The Group
Risk Function produces an ORSA update report for the Board every quarter in line with the Board
meeting cycle. This report is designed to provide an update and assessment of the key risks that the
business is exposed to within the context of the stated risk appetite, and the current (and likely future)
solvency positions given these exposures to risk.

The ORSA is conducted in such a way that it supports and complements the Group and company’s
risk management and capital allocation activities in an efficient manner, by providing feedback loops
between the risk assessment, risk measurement and capital and business planning activities. The
ORSA describes how the capital management activities take into account its risk management
activities.

The following activities form part of the regular ORSA activity cycle:

e Annual review of risk management processes and results presented to the May Board
meeting;

e Quarterly quantitative assessment of current and forward looking risk and capital positions;

e Interim capital calculations as part of regular management information in June. Results used
to align risk management and capital calculations so that suitable up to date link exists for
budget process (September to November);

e Confirmation that risk management and capital calculations are still appropriate (or have been
appropriately adjusted) for business planning results flowing from the budget process in
November each year; and

e Main ORSA capital calculations (for reporting purposes) based on 31 December calibrations
and assumptions, in line with the annual process for updating assumptions for calculations of
technical provisions.

14
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The annual cycle is thus aligned with the budgeting process so as to support the use test. The yearly
cycle will, however, have to be supported by further on-going monitoring.

Any change in the risk profile or capitalisation of the SLP Group will be tested for significance against
the detail of relevant documented stress testing / scenario analysis.

A significant change in risk profile or capitalisation at business or entity may trigger an out-of-cycle
ORSA for the specific business or entity but may not require an out-of-cycle ORSA, provided there is
not a significant change in the overall SLP group risk profile.

Activities or events that may trigger an out-of-cycle ORSA include:

e macro-economic shocks

e asignificant shift in investment markets;

e significant M&A activity;

¢ significant changes to reinsurance programmes;

¢ major changes to the risk appetite or tolerances; and
e natural/man-made disasters.

In addition to the full ORSA and ORSA Reports to be performed on an annual and “out-of-cycle”
basis, SLP performs a selection of ORSA activities on a quarterly basis (partial ORSA). This is
required for purposes of interim reporting, management information, decision making, etc. for
ensuring on-going regulatory compliance. This includes;

e Review and update of risks faced by SLP;

e High level review of appropriateness of ORSA capital requirement calculations; and

e ORSA capital requirement calculations (technical provisions, SCR, MCR, ECR, whether
detailed calculations or estimations) and continuous compliance with the requirements of
regulatory capital and technical provisions, and the risks arising from these calculations.

Such activities will not include the completion and submission of an external ORSA Report to the
regulatory authorities, but will include those activities required to produce the necessary internal
ORSA management information, as required by the Board.

The ORSA process is designed so that it reveals potential areas for improvement so as to:

e Support the optimisation of risk and capital management processes; and
e Ensure that the intended level of comfort with regard to ongoing solvency is provided.

The annual SLP ORSA report is owned by the Board and reviewed by the Audit and Risk Committee.
The ORSA report is reviewed and approved at least annually by the Board and the latest SLP ORSA
report was submitted to the PRA in November 2018.

Review:

Independent review of the ORSA is carried out. The independent review principles have been
developed specifically to meet the EIOPA requirements, but also to take into account the Sanlam
Group requirements, where the Sanlam Group is subject to South Africa’s SAM regime. The SAM
regime includes a similar requirement for an independent review of the ORSA.

The review of the ORSA needs to be performed by party/parties independent of those responsible for
management and execution of the ORSA processes.

Therefore the independent review of the ORSA is performed by some or a combination of the
following parties (consistent with the Sanlam Group’s Combined Assurance Model):

e Risk Management
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e Compliance

e Internal Audit

e External Audit

e External Service Provider

Further detail is contained in the Sanlam Investment Holdings UK Limited ORSA policy.

B.4 Internal Control System

The Company’s internal control system is designed to provide reasonable assurance over the
effectiveness and efficiency of operation, the reliability of financial reporting and compliance with laws
and regulations. The Board is ultimately responsible for overseeing and maintaining the adequacy
and effectiveness of the risk management and internal control systems.

There are various policies in place that provide details of the procedures to be followed to ensure that
internal controls are sufficient to allow the Company to operate within its defined risk appetite. These
include the Group Risk Policy and its sub policies, Internal Audit Policy, Compliance Function Risk
Management Policy, Outsourcing Policy, Capital Management Policy, and the Corporate Governance
Manual. All policies are reviewed at least annually.

The Company has a Data Quality Policy that sets out the principles around data quality and the
processes to be applied in order to ensure that this is maintained. These processes include regular
analysis of the financial results to ensure that these are well understood, reconciliation of data
sources with other internal and external data and the investigation of any discrepancies and review of
the financial results on a regular basis by the Executive Committee. All of these activities are carried
out as part of business as usual processing.

The Company has a Combined Assurance Model in place. This aims to optimise the assurance
coverage obtained from management, internal assurance providers and external assurance providers
on the risk areas affecting the company.

The audit committee is responsible for monitoring the appropriateness of the company’s combined
assurance model and ensuring that significant risks facing the company are adequately addressed.

The combined assurance provided by internal and external assurance providers and management
should be sufficient to satisfy the audit committee that significant risk areas within the company have
been adequately addressed and suitable controls exist to mitigate and reduce these risks.

External assurance providers may include the external auditor, regulators or any other external
assurance providers. The relationship between the external assurance providers and the company is
monitored by the audit committee.

By providing an effective counterbalance to the executive management, the ARC upholds the
independence of internal and external assurance providers, thus helping to ensure that these
functions are carried out effectively.

The IFRS financial statements are also subject to rigorous controls in the production and review
leading up to publishing. The actuarial liabilities are produced using best practice actuarial practices.
The statements are also subject to internal review and external audit review. They are presented to
the Board for sign-off prior to publishing.

The ARC annually reviews and approves the overall risk assurance coverage of high risk areas of the
business by considering the plans of the Risk Management Function, Internal Audit, external audit
and Compliance.

Operation of the Compliance function
The Compliance Function is an independent function within the Company which is responsible for

ensuring that compliance with the appropriate financial services regulatory bodies’ regulations and
requirements is achieved. Due to the scope of regulation and the potential consequences of non-
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compliance, the Compliance Function provides the second line of defence for the primary compliance
and conduct risks that the Company is exposed to.

The Compliance Function’s role is:

e to provide guidance to the business on regulatory changes so that the business can build
appropriate controls

e to monitor the design and operational effectiveness of the controls put in place by the
business.

The Compliance Function is responsible to the Board for ensuring compliance risks are identified,
assessed, monitored, and reported.

To this end, the Compliance Function assesses the appropriateness of the Company’s compliance
procedures, processes, guidelines systems and controls, follows up identified deficiencies promptly
and makes appropriate recommendations for improvement as necessary.

The Compliance Function is responsible for producing and delivering against an annual compliance
plan (requiring Board approval) that ensures compliance and conduct aspects of the Company’s
activities are appropriately assessed in a manner that is proportionate to the risk exposure, the
ramifications of non—compliance, and commensurate with the regulatory risk appetite.

The Compliance Function Holder is the Group Head of Compliance, who reports to the Sanlam UK
CEO and is a member of Sanlam UK Executive Management Committee and attends meetings of the
SLP ARC and Board. This ensures that the Compliance Function is independent from the rest of the
business and can therefore provide an objective view on Compliance matters, without the risk of
outside influence.

The Compliance Function provides monthly reports to the Executive Committee on regulatory issues
that have arisen (both internally to the relevant firms and externally to the regulatory structure) and
progress against the Compliance plan. Similarly the Compliance Function also produces a quarterly
report to the ARC covering material issues.

B.5 Internal Audit Function

The internal audit function is an independent function within the Company which examines and
evaluates the functioning of the internal controls and all other elements of the system of governance
(including risk management), as it relates to the compliance of activities with internal strategies,
policies, processes and reporting procedures. As such, Internal Audit forms a key element of the
‘third line of defence’ in the risk management framework.

Internal Audit prepares an audit plan setting out the audit work to be undertaken in the upcoming
business year(s). The audit plan is based on a methodical risk analysis, taking into account all
activities and the complete system of governance, as well as expected developments of activities and
innovations. On the basis of the result of this risk analysis, an annual plan is established which
reflects the scale and complexity of activities. As part of the planning process, Internal Audit ensures
that all significant business processes are reviewed within a reasonable period of time (usually a
three-year cycle).

The findings and recommendations of any internal audits performed are reported to management and
to the ARC who then determine what actions are to be taken with respect to each of the
findings/recommendations and ensure that those actions are subsequently carried out within a
reasonable time period. Internal audit activities are complemented by a follow-up procedure designed
to keep track of remedial actions taken by management in areas where shortcomings have been
observed. Quarterly summarised reports are issued to the ARC and Senior Management.
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Internal Audit is independent from the organisational activities that it reviews and carries out its
assignments with impartiality. The principle of independence requires that Internal Audit only operates
under the functional oversight of the ARC and reports to this body.

B.6 Actuarial Function

The Actuarial Function within the Company supports the Chief Actuary in the provision of actuarial
advice to key stakeholders in the business. The role performed by the Company’s Actuarial Function
is set out in the Actuarial Function Terms of Reference document.

The key areas of responsibility of the Actuarial Function are:

e Coordinate the calculation of the technical provisions

e Assess the sufficiency and quality of the data used in the calculation of technical provisions
e Express an opinion on the overall underwriting policy and reinsurance arrangements

e Contribute to the effective implementation of the risk management system

e Experience investigations (expenses, mortality, morbidity, and persistency)

The Chief Actuary submits an annual report to the Board that includes:
¢ Documentation of all tasks that have been undertaken by the Actuarial Function and their
results
¢ Details of any deficiencies identified
e Recommendations as to how such deficiencies should be remedied.

In addition to those listed above the Actuarial Department has the following responsibilities:

e Contribute to the production of the ORSA

e Stress and scenario testing

¢ Financial projections for business planning

e Asset/liability matching

e Capital management

e Solvency monitoring

e Production of daily unit prices

e Variations in charges for benefits and expenses
e Embedded value reporting

B.7 Outsourcing
The Group has adopted an Outsourcing Policy which is intended to establish a prudent risk
management framework in relation to the management of the outsourcing arrangements and ensure

compliance with the relevant regulatory requirements.

Outsourcing is only implemented following an outsourcing control cycle that contains the following
steps.
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Assessment of
outsource options

Regulatory Establish outsource
compliance agreement

Management of
outsource
relationship & Risks

Board Governance &
oversight

B.7.1 Responsibilities

The Sanlam Investment Holdings Ltd (SIH) Board

The SIH Board delegates authority and accountability of the SUK Outsourcing Policy and
Framework to the Group Executive Management Committee.

The Group Executive Management Committee

Group Executive Management Committee is ultimately accountable for:
e The Outsourcing Policy;
e Approval of the Outsourcing Risk Management Framework (The Framework);

e Communicating information pertaining to material outsourcing risks to the SIH Board in a
timely manner;

The SLP Board

The SLP Board is ultimately accountable for:

e Undertaking regular reviews of outsourcing strategies and arrangements, including and
assessment of their continued relevance, safety and soundness.

e Evaluating the risks and materiality of all existing and prospective outsourcing arrangements
along with the governance and oversight that applies to such arrangements within their
business.

e Receiving reports from Executive Management to evaluate the risks of all significant existing
and prospective outsourcing and the contracts that apply to such arrangements.

The SIH Assurance Committee
The SIH Assurance Committee is responsible for:

e Evaluating the risks and materiality of all existing and prospective outsourcing, based on The
Framework approved by Group Executive Management Committee;

e Communicating information pertaining to material outsourcing risks to Group Executive
Management Committee in a timely manner;
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e Reviewing annually the effectiveness of policies and procedures related to outsourcing and
updating them as necessary; and

e Owning the outsourcing register.
Business Head or Relationship Manager

The business owner of an outsourcing arrangement is either be the head of a specific business
unit or an appropriate deputy. The role of the business owner of the outsourcing arrangement is
instrumental and is carefully defined. An appropriate stakeholder to fulfil this role is identified in
the early stages. Once identified, the business owner natifies the Group Risk Function of the new
outsourcing or service provider arrangement so that support and guidance can be provided from
outset. The business owner must be able to engage Group Executive Management Committee
and the Board through appropriate channels when required.

Where the outsourcing arrangement is of a confidential nature, the Business Owner assesses
whether there is a need for a Non-Disclosure Agreement (NDA) to be in place and if so, ensure
that all Sanlam employees involved including the Group Risk Function and the Subject Matter
Experts (SMEs) have signed an NDA accordingly.

Global Relationship Manager

Where there is an outsource arrangement that covers more than one part of the Sanlam Group, a
Global Relationship Manager is appointed to ensure that the arrangement is managed
consistently across the business.

All outsourcing arrangements must be evidenced by a written agreement. In the case of
outsourcing to a separate legal entity within or outside the Sanlam Group, the agreement must be
legally binding. Outsourcing within the same legal entity but between different businesses is
normally concluded via a board resolution and an appropriate service-level agreement.

Control Functions and Assurance

The Board and Group Executive Management Committee must require the most appropriate
control function/s to review any proposed outsourcing of a material business activity and the risk
function must regularly review and report to the Boards, SIH Audit & Risk committee and the SIH
Assurance committee on compliance with this Policy or the Outsourcing & Service Provider
procedures.

The auditor of SUK must provide assurance to the Group Executive Management Committee and
Board and any relevant regulator, if requested, that the Business Subsidiary complies with the
prescribed requirements.

An overview of the outsourcing of important operational functions for the Company is provided
below.

Name of Services provided Location

organisation
Curo Fund administration and unit pricing of South Africa
certain insured funds

Cofunds Certain aspects of the services offered United Kingdom N
under the Sanlam Portal (such as the
execution and transmission of orders and
the safekeeping and administration of
financial instruments) (Quarterly liaison)
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JP Morgan

Custody services in respect of equities
and bonds held in the main insured funds
and certain personal funds. Daily liaison
with company. Matters arising dealt with
on a day to day ad-hoc basis.

United Kingdom

Nucleus

Policy administration related activities for
the white labelled Nucleus onshore bond.
In turn, Nucleus outsources this to
Genpact.

United Kingdom

Sanlam Asset
Management Ireland

Investment management of certain
insured funds and asset-liability matching
advice on the Company’s non-linked
assets fund

Ireland

Sanlam Investments

Investment management of certain
insured funds

United Kingdom

Cameron Hume

Asset liability matching advice on the
Company’s non-linked assets fund

United Kingdom

Sanlam Limited
(RSA) internal audit

Internal audit function has been
outsourced to Sanlam Limited's Group
Internal Audit department

South Africa

Hubwise Platform and administration services United Kingdom

SPI Management of SFS CASS United Kingdom
arrangements

Genus Microfiche replacement software and | United Kingdom

scanning

Iron Mountain

Secure storage of paper files offsite

United Kingdom

B.8 Any other information

The system of governance is considered to be appropriate for the Company, taking into account the
nature, scale and complexity of the risks inherent in the business.

There is no further information to be disclosed in respect of the system of governance.

There have been no material changes to the system of governance over the reporting period.
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C RISK PROFILE

The purpose of this section is to describe the material risks to which the Company is exposed and the
techniques used to monitor and manage them.

There have been no material changes to measures used to assess the risks to which the Company is
exposed over the reporting period.

C.1 Underwriting risk

Underwriting risk as at 31 December 2018 represents around 47% of the Company’s undiversified
basic SCR. The material underwriting risks are described below.

Persistency risk

Persistency risk relates to all the Company’s business apart from annuities and represents around
28% of the Company’s undiversified basic SCR. Persistency risk relates to the loss of future charges
as a result of unfavourable persistency, potentially resulting in a significant reduction in the value of
future profits and therefore the Company’s own funds. However, in the event of unfavourable
persistency, the impact on solvency would be largely offset by a reduction in the capital requirement
(as evidenced by the sensitivity test results later in this section).

Adverse persistency will affect the solvency of the company. Lower than expected persistency on
policies with realistic reserves which are lower than their surrender values (i.e. policies which are
expected to produce future profits) will negatively impact the solvency of the company. Conversely
lower than expected persistency on policies with realistic reserves that are higher than their surrender
values will positively impact the solvency of the company.

Mitigation
Mitigants include proactive monitoring of emerging experience; on-going persistency initiatives;

product design and distributor relationship management. That said, persistency risk is by its nature
largely outside management’s control and therefore comes with a sizeable residual risk.

Longevity risk

Longevity risk represents around 11% of the Company’s undiversified basic SCR. If clients holding
annuities survive longer than anticipated in the reserving calculations, reserves will need to be
strengthened, which could significantly impact the Company’s solvency position.

Mitigation
A proof of existence exercise is carried out on an ongoing basis by monitoring death registrations to
ensure only genuine claims are paid. Emerging experience is regularly monitored at Board level.

Mortality risk

Mortality risk is a material risk for some legacy products with a material sum at risk, however it is
largely all mitigated by reinsurance arrangements that have been in place for many years. Therefore,
mortality risk only represents around 1% of the Company’s undiversified basic SCR after allowing for
reinsurance.

Mitigation

The reinsurance arrangements remain effective for these legacy products and these products are
gradually going off the books. The ongoing effectiveness of these reinsurance arrangements is
monitored by the Company’s Actuarial Function. If the Company decided to take on new mortality
exposures by selling new protection business, the possibility of mitigating the new mortality risk using
new reinsurance arrangements would be assessed.
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Mortality charges on protection business are variable, so the Company could consider increasing
mortality charges if mortality experience were to worsen significantly.

Expense risk

Expense risk represents around 7% of the Company’s undiversified basic SCR. The Company has a
good record of keeping its expenses within budget. However, a number of factors (such as the need
to recruit external consultants or increased statutory obligations) could force the Company to incur
additional expenses over the next twelve months.

While expenses by themselves are unlikely to cause a threat to solvency, since the expected surplus
over the next year is likely to be sufficient to meet any expense demands, they could contribute to the
insolvency of the Company if other adverse events occurred at the same time.

If the Company closed to new business, or was unable to continue to expand new business, there is a
risk that its solvency would be eroded over time by an expense overrun. An expense overrun occurs
when the actual expenses incurred exceed the expenses assumed in the reserving bases, and as a
result the surplus that emerges from the business is either reduced or becomes negative.

There is also a risk that expense inflation could be higher than expected in the reserving basis,
although such a rise could to some extent be met by an increase in charges, subject to TCF
considerations.

Mitigation
The key mitigant is proactive expense management through the budget setting and monitoring
processes together with the approval framework and authority guide.

Material underwriting risk concentrations

The Company has a reasonably diverse pool of underwriting risks which reduces its exposure to
underwriting risk concentrations. The Company makes use of reinsurance to reduce exposures to
certain risks.

C.2 Market risk

SIP investment management policy is to follow the Prudent Person Principle (PPP) as specified in
Article 132 of the Solvency Il EU Directive. That is, with respect to the whole portfolio of assets, SIP’s
investment risk appetite is to only invest in assets and instruments whose risks the company can
properly identify, measure, monitor, manage, control and report, and appropriately take into account
in the assessment of its overall solvency needs,

The Company manages assets on behalf of unit-linked customers as well as assets backing non-
linked business and shareholder assets. The Investment Committee is responsible for ensuring that
the Company follows PPP with regard to the unit-linked investments while the Balance Sheet
Management Committee is responsible for the non-linked assets. The Balance Sheet Management
Committee sets the concentration risk policy which ensures that the Company is not exposed to any
material market risk concentrations.

Market risk as at 31 December 2018 represents around 36% of the Company’s undiversified basic
SCR. The key market risks for the Company are equity risk, currency risk and interest rate risk. These
risks are described below.

Equity risk

Equity risk represents around 25% of the Company’s undiversified basic SCR. A fall in equity markets
would have a detrimental effect both on the Staff Pension Scheme and the value of future annual
administration charges.

The Company is not exposed to any material investment guarantees that would be directly affected by
a fall in equity values. However, a fall in equity values would damage the Company’s solvency
because the resulting lower future expected fund administration charges would increase the realistic
technical provisions and therefore immediately worsen the Company’s solvency position. Following a
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fall in equity values, there would also be a reduction in the capital requirement due to the symmetric
adjustment, helping to smooth the impact on the solvency position in the short term.

As some of the staff pension scheme’s assets are invested in equities a fall in equity values would
worsen the surplus/deficit position and therefore reduce the company’s capital resources and mean
higher pension scheme contributions in the future.

A fall in equity values may also increase the likelihood of other risks occurring such as reduced new
business or worse persistency. For example, mis-selling reserves are more likely to be inadequate
following a fall in equity values since policy values will be reduced, potentially leading to higher
compensation costs.

Mitigation
The Company has a detailed set of processes and procedures in place to manage and mitigate any

impact of equity risk. Unit linked assets and liabilities are matched on a daily basis, with some minimal
residual exposure permitted within detailed limits for the sake of operational efficiency.

Currency risk

Currency risk represents around 10% of the Company’s undiversified basic SCR. Some of the
Company’s unit linked funds are invested in overseas linked assets and as such an increase in the
value of sterling compared to other currencies will lead to a reduction in the value of capital resources
through lower future fund administration charges. In addition, a relative increase in sterling will
produce a larger staff pension scheme deficit. Note that the assets held to match the Company’s
other non-linked liabilities are all sterling denominated.

Mitigation
As with equity risk, unit linked assets and liabilities are matched on a daily basis, with some minimal
residual exposure permitted within detailed limits for the sake of operational efficiency.

Interest rate risk

Interest rate risk is currently low, representing less than 1% of the Company’s undiversified basic
SCR. The non-linked liabilities are matched by a portfolio of fixed coupon and index linked securities
of relevant outstanding term. All liabilities and assets are denominated in sterling and the matching
position is reviewed monthly. Consequently the losses that could arise from mismatching within the
Company are unlikely to have a significant impact on the overall solvency position.

Although changes during 2018 to the Defined Benefit Pension Scheme’s investment strategy have
reduced the level of interest rate mismatching of the Scheme’s assets and liabilities, a material
amount of interest rate risk still remains within the Scheme.

The Company’s solvency position is sensitive to interest rate risk. This is partly due to the level of the
risk margin being sensitive to the level of interest rates.

Mitigation
The Company has in place a detailed investment mandate for non-linked matching with another
Group company, Cameron Hume, to mitigate any potential impact. The mandate has clear rules over

what constitutes an acceptable level of matching and these are reviewed on a regular basis.
Performance is reviewed on a monthly basis.

For pension scheme matching, the Scheme’s Trustees have in place an investment strategy together
with a set of detailed investment limits which are set out in the Scheme’s Statement of Investment
Principles. Performance against the Scheme’s Statement of Investment Principles by the investment
manager is reviewed on a regular basis. There is however a sizeable amount of residual risk given
the nature of the benefit guarantees that have been granted.
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C.3 Credit risk

Credit risk as at 31 December 2018 represents around 13% of the Company’s undiversified basic
SCR. The key credit risks for the Company are downgrade risk and default risk. These risks are
described below:

e Asset default on assets backing non-linked liabilities. The impact would be a straight hit to the
Company’s solvency position.

o Asset default on assets backing final salary pension scheme. The impact would be a worsening
in the scheme’s solvency and funding position which would require the Company to increase
contributions.

e Reinsurer default. If a default did occur the Company would need to hold gross rather than net
reserves for the policies affected, and the previously reinsured mortality and morbidity profits or
losses would be retained by the Company.

e The failure of the mis-selling indemnity provider to pay amounts due. The impact would be that
the Company could no longer take credit for the expected recovery under the pecuniary loss
insurance contract with Allianz Cornhill and this would adversely impact the Company’s solvency.

Mitigation
Credit risk is managed in the following ways:

e Asset default (non-linked liabilities). The Company has in place an investment management
mandate with Cameron Hume to mitigate any potential impact. The mandate has clear rules over
the quality and type of asset that can be used to match non-linked liabilities as well as limits on
maximum counterparty exposure. These are reviewed on a regular basis and the investment
manager’'s performance against these guidelines is monitored regularly at Balance Sheet
Management Committee meetings. No credit default swaps have been purchased.

The Company has to date not suffered a default on any of its non-linked assets and the practice is
not to seek excessive returns because of the inherent default dangers.

o Asset default (pension scheme). Limits agreed with the Trustees over the maximum percentage
of the assets that can be invested in corporate bonds, investing in corporate bonds via a collective
scheme which improves diversification and ensures professional management.

e Reinsurers. The risk of reassurer default is kept low by only dealing with good quality reinsurance
companies proactive account management and the right to offset. No use has yet been made of
deposit backs.

e Indemnity provider. Dealing with a good quality counterparty, Allianz Cornhill, together with
account management keeps the risk of the failure of this indemnity low.

C.4 Liquidity risk

In addition to considering whether the Company has an adequate amount of capital, we also need to
consider whether the assets held by the Company are sufficiently liquid, that is whether there is a cost
associated with having to realise the assets at an unfavourable time. The Company has limited
liquidity risk.

A large amount of surrenders on a single day could potentially impact the Company’s liquid
resources. If the amount of surrender was greater than the cash in the unit fund, assets in that fund
would need to be sold. However, since the Company operates a next day pricing policy and fund
accounts receive daily unit movement reports on the day that a surrender is keyed, assets in the fund
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can be sold before the price is calculated. The cost of selling assets will therefore be incurred by
those surrendering rather than the Company itself.

The Company monitors the level of liquid assets held and reports this to the Executive Committee on
a monthly basis.

The expected profit included in future premiums (EPIFP) as at 31 December 2018 is £1.8m. Although
EPIFP contributes to the Company’s own funds, it only represents around 3% of the total own funds.
Therefore, the highly illiquid nature of EPIFP isn’t an issue given the Company’s other highly liquid
investments.

C.5 Operational risk

Based on the standard formula’s formulaic approach, operational risk as at 31 December 2018
represents around 4% of the Company’s undiversified SCR. For Pillar 2, the Company has a separate
calculation for operational risk which attempts to be more appropriate to the Company specifically.
The Company’s internal operational risk model aggregates all the company’s operational risk impacts
and likelihoods as assessed by the various department heads using correlation matrices.

Operational risk is considered separately for each risk category of the Company’s risk universe in
terms of the loss caused if a process were to fail or, alternatively, the impact on the business if an
adverse external event were to hit the Company.

Mitigation
Mitigants include the following:

¢ Risk reduction — where possible, the Company takes action to reduce the impact of a risk. The
required actions vary by risk.

e Risk avoidance — where risks are outside risk appetite and there are no commercially viable
means of reducing the risk, the Company may avoid the risk.

¢ Risk acceptance — in some cases, after assessment it is decided that a risk that is outside
tolerance should be accepted. In this case, the risk is monitored closely and included in the
monthly risk reporting.

e Transfer —in some cases action is taken to reduce the probability or severity by transferring or
sharing a portion of the risk

C.6 Other material risks

There are no other material risks.

There have been no material changes to the risk profile over the reporting period.

Sensitivities

The Company carries out stress and scenario testing as part of the ORSA process which includes
sensitivity testing for the material risks. Sensitivity tests have been selected to give an indication of
how sensitive the Company’s solvency position is to these material risks. The results of the sensitivity

tests on a Pillar 1 basis as at 31 December 2018 are shown in the table on the following page; the
results allow for the £3m reduction in Own Funds arising from the dividend paid in March 2019.
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Capital Capital
Pillar 1 December 2018 requirement adequacy

£000 ratio
Base 59,856 42,193 142%
10% reduction in annuitant mortality (inc pension scheme) 55,075 42,350 130%
1% fall in interest rates 57,803 43,497 133%
1% increase in credit spreads 54,908 37,597 146%
30% fall in equity values (Changed Symmetric Adjustment) 46,651 34,947 134%
10% increase in renewal expenses 56,192 41,486 135%
10% mass lapse event 56,736 39,922 142%

The 10% mass lapse event sensitivity shows a big impact on own funds, which is consistent with
persistency risk being a key driver of the overall SCR. However, the capital requirement also reduces
in this sensitivity due to 10% of the business going off the books. Therefore, there is no impact on the
capital adequacy ratio in this sensitivity. Note that a more significant mass lapse event would impact
the Company’s solvency position because the Company’s ability to cover fixed overhead expenses
would be put under pressure.

The capital adequacy ratio improves under the credit spread sensitivity, due to offsetting impact of
increased spreads on the pension scheme.

C.7 Any other information

There is no other information to be disclosed regarding the risk profile of the Company.
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D. VALUATION FOR SOLVENCY PURPOSES

D.1 ASSETS

Solvency I Statutory Variance

value accounts

value
£°000 £000 £°000

Property, plant & equipment held for 430 430 ol D12
own use

!—loldmgs in re_Ia}ted.undertaklngs, 6.118 7.160 (1,041) | D.1.3
including participations

Government Bonds 41,593 41,321 271 D.14
Corporate Bonds 55,824 54,822 1,002 | D.14
Deposits other than cash equivalents 6,157 6,157 0| D.15
Assets held for index-linked and unit- 2513,106 2513,106 ol D16
linked contracts

Loans on policies 263 263 0| D.1.7
Reinsurance recoverables: Life

excluding health and index-linked and 1,213 2,857 (1,643) | D.1.8
unit-linked

Reinsurance recoverables: Life index-

linked and unit-linked (7.913) 0| (7913} D.18
Reinsurance receivables 119 119 0| D.1.9
Receivables (trade, not insurance) 13,253 14,526 (1,273) | D.1.10
Cash and cash equivalents 9,086 9,086 0| D.1.11
Total assets 2,630,335 2,640,935 (10,599)

All assets and liabilities in the IFRS financial statements are valued in accordance with IFRS. All
assets and liabilities are included in the Solvency Il balance sheet at fair value.

The best evidence of fair value is quoted market information or observable active market data at the
balance sheet date. For quoted investments where this is not available, the fair value is determined by
reference to prices for similar assets in active markets. For transactions in less active markets an
alternative valuation method is used. This occurs when the nature of the asset means there is no
guoted price available e.g. investment property.

It is not possible to tie the figures in the statutory accounts column directly in to the financial statement
balance sheet due to the requirement to show linked assets in a single line for Solvency Il purposes.

There have been no material changes to the approach to valuing assets for solvency purposes over
the reporting period.

D.1.1 Deferred tax
There is no deferred tax asset in the IFRS and Solvency Il balance sheets.
D.1.2 Property, plant and equipment held for own use

The value of property, plant and equipment held for own use is £0.4m as at 31 December 2018
[S.02.01.01 C0010 R0O040].

This is valued at cost less depreciation in both the IFRS financial statements and the Solvency Il

balance sheet. Given the magnitude of this balance, it is deemed that there is no material difference
between this treatment and fair value as required in Solvency Il.
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D.1.3 Holdings in related undertakings, including participations

The value of holdings in related undertakings is £6.1m as at 31 December 2018 [S.02.01.01 C0010
R0090]. The balance represents the value of SFS (the value of STS is not material). This is held at
cost in the IFRS financial statements and fair value for Solvency Il. The fair value of SFS is calculated
using the adjusted equity approach. Under this approach all the assets on SFS’s balance sheet are
valued at market value while it’s liabilities are valued using the SlI consistent valuation methodology
of discounting future cash flows.

D.1.4 Bonds

The total value of bonds in the non-linked funds was £97.4m as at 31 December 2018 [S.02.01.01
C0010 R0130]. This value is made up of corporate bonds and government securities.

All bonds are marked to market for both the IFRS financial statements and the Solvency Il balance
sheet.

There is a difference between the Solvency Il balance sheet value and IFRS financial statement value
in respect of listed securities, which is the value of interest accrued on these bonds as at 31
December 2017. This amount is included in the Solvency Il value, but excluded from the IFRS
financial statement value, where convention dictates that bonds are included at clean market value
with accrued interest shown as a separate line within current assets.

D.1.5 Deposits other than cash equivalents

The value of deposits was £6.2m as at 31 December 2018 [S.02.01.01 C0010 R0200]. These are
valued at fair value in both the IFRS financial statements and the Solvency Il balance sheet.

D.1.6 Assets held for unit linked and index linked contracts

The total value of assets held for unit and index linked contracts was £2,513.1m as at 31 December
2018 [S.02.01.01 C0010 R0220]. This value is comprised of the following types of asset:

Investment property
Corporate bonds
Government securities
Equity

Investment funds
Cash

Investment property

The Company owns two types of investment properties — property fund properties, and properties
within the self-invested funds of some clients.

Property fund properties

These properties are valued on a monthly basis by Jones Lang LaSalle (JLL), an independent
property valuer, on an open-market basis. Their valuation is prepared in accordance with the Practice
Statements in the RICS Appraisal and Valuation Standards (5th Edition).

Market value is measured as the most probable price reasonably obtainable in the market at the date
of valuation between a willing buyer and a willing seller in an arm’s-length transaction. Therefore it is
the best price reasonably obtainable by the seller and the most advantageous price reasonably
obtainable by the buyer.

Self-invested properties

These properties are valued prior to purchase and then triennially, by an independent professional
valuer acceptable to the Company, and with knowledge of the local market, on an open market basis.
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It is determined that all investment properties are fair valued for both the IFRS financial statements
and the Solvency Il balance sheet.

Corporate bonds and government securities

These are marked to market for both the IFRS financial statements and Solvency Il balance sheet.
Equities

These are marked to market for both the IFRS financial statements and Solvency Il balance sheet.
Investment funds

These are marked to market for both the IFRS financial statements and Solvency Il balance sheet.
Cash

This is held at fair value for both the IFRS financial statements and Solvency Il balance sheet.

D.1.7 Loans on policies

The value of loans on policies is £0.3m as at 31 December 2018 [S.02.01.01 C0010 R0230]. These
are valued at cost in both the IFRS financial statements and the Solvency Il balance sheet. Given the

magnitude of this balance, it is deemed that there is no material difference between this treatment and
fair value as required by Solvency II.

D.1.8 Reinsurance recoverables

The total value of reinsurance recoverables is £(6.7m) as at 31 December 2018 [S.02.01.01 C0010
R0270]. On the realistic basis used under Solvency ll, reinsurance liabilities exceed the reinsurance
assets and therefore reinsurance increases the technical provisions. This is because for unit linked
business, reinsurance premiums are fixed and therefore do not reduce on a realistic basis.
Reinsurance recoverables reduce on a realistic basis compared to the more prudent IFRS valuation
basis.

D.1.9 Reinsurance receivables

The total value of reinsurance receivables is £0.1m at 31 December 2018 [S.02.01.01 C0010 R0370].
The balance is made of claims due in the normal course of business. These are valued at fair value
for both IFRS financial statements and Solvency Il purposes.

D.1.10 Receivables (trade, not insurance)

The total value of trade receivables is £14.5m at 31 December 2018 [S.02.01.01 C0010 R0380].
These are valued at fair value for both the IFRS financial statements and Solvency Il balance sheet,
and includes £3.9m due from Allianz Cornhill in respect of mis-selling claims. The difference in the
value between IFRS financial statements and Solvency Il is due to the different treatment of accrued
interest on fixed income securities under the different bases. For the IFRS financial statements, this is
included in this balance (i.e. assets are held at the clean market value) whereas under Solvency I
accrued interest is part of the overall asset value (i.e. assets are held at dirty market value).

D.1.11 Cash and cash equivalents

The value of cash and cash equivalents is £9.1m as at 31 December 2018 [S.02.01 C0010 R0410].
These are fair valued for both the IFRS financial statements and Solvency Il balance sheet.

There are no differences between the valuation methods used by the Company as outlined above and
those used by other companies in the Group.
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D.2 Technical Provisions

The table below shows the technical provisions as at 31 December 2018 split by material line of
business.

Index-linked Life (excluding
and unit-linked  health and index-

linked and unit-

linked)

£000 £000
Gross Best Estimate Liabilities (BEL) (45,530) 74,048 28,518
less Reinsurance recoverables (7,914) 1,213 (6,701)
BEL after recoverables (37,616) 72,834 35,218
Technical provision calculated as a
whole 2,506,070 - | 2,506,070
Risk Margin 9,080 5,346 14,427
Technical Provisions after
recoverables 2,477,534 78,181 | 2,555,715

Technical provision calculation methodology

The Company uses a deterministic policy-by-policy cash-flow projection approach to the calculation of
the technical provisions.

Future cash flows are to be discounted at the risk free rate as specified by regulation.

In certain specific circumstances, the best estimate element of technical provisions may be negative
(e.g. for some individual contracts). These profitable contracts can be recognized on the Solvency Il
balance sheet and so the value of the best estimate with respect to those individual contracts should
not be set to zero. No implicit or explicit surrender value floor should be assumed for the amount of
the market consistent value of liabilities for a contract. This means that if the sum of a best estimate
and a risk margin of a contract are lower than the surrender value of that contract there is no
regulatory requirement to increase the value of insurance liabilities to the surrender value of the
contract.

The Best Estimate Liabilities are calculated gross, without deduction of the amounts recoverable from
reinsurance contracts or the premiums payable to reinsurers.

The Company has existing reinsurance contracts with Munich Re and Swiss Re that cover business
written around 1990. The Company has no special purpose vehicles or finite reinsurance.

Recoverables from these reinsurance contracts are valued separately but using consistent
assumptions and methodologies to the underlying insurance contracts including applying consistent
contract boundaries (see the “Future Premiums” section under “Technical provisions assumptions”).
This means separate reinsurance assets and liabilities are shown on the balance sheet.

There have been no material changes to this approach over the reporting period.

Technical provisions assumptions

The key assumptions are as follows:

Interest rates

The investment return assumptions and the discount rate are based on the GBP risk-free interest rate

term structure as specified in the Solvency Il regulations. The Company uses the risk free yield curve
supplied by EIOPA:
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¢ No matching adjustment or volatility adjustment is added to the risk-free rate.
e The Company does not apply the transitional risk-free interest rate-term structure referred to

Article 308c of Directive 2009/138/EC.
e The Company does not apply the transitional deduction referred to in Article 308d of Directive

2009/138/EC.

Mortality

The following mortality assumptions were used as at 31 December 2018 and 31 December 2017.

Aggregate \ Non-Smoker Smoker
Males 33% A67/70 sel 29% A67/70 sel 43% A67/70 sel
Females 37% FAT75/78 sel 32% FA75/78 sel 48%FA75/78 sel

Annuitant mortality

For annuities, the following mortality assumptions were used as at 31 December 2018:

 Base Table Age rating Improvement
Conventional annuities
Males 118% PCMAO00 None CMI 2016, 1.25% LTI
Females 118% PCFAOQ0 None CMI 2016, 1.25% LTI
Unit linked annuities
Males 102% PCMAO00 -2 CMI 2016, 1.25% LTI
Females 102% PCFAQ0 -2 CMI 2016, 1.25% LTI

The following mortality assumptions were used as at 31 December 2017:

‘ Base Table Age rating Improvement
Conventional annuities
Males 121% PCMAOQ0 None CMI 2014, 1.25% LTI
Females 121% PCFAO00 None CMI 2014, 1.25% LTI
Unit linked annuities
Males 106% PCMAOQ0 -2 CMI 2014, 1.25% LTI
Females 106% PCFAO00 -2 CMI 2014, 1.25% LTI

The CMI tables used in the

annuitant mortality investigation for future mortality improvement factors

have been updated to reflect more current mortality experience. This has led to a large decrease in
technical provisions. This decrease has been partially offset by the reduction in mortality assumptions

over the reporting period following the annuitant mortality investigation.

Expenses

The following expenses per policy were used as at 31 December 2018:

Class 31 Dec 2018 | 31 Dec 2017

Live Paid up Live Paid up
UL Bond - £40.06 - £34.49
UL Savings Endowment £42.12 £40.06 £36.24 £34.49
UL Target Cash Endowment £42.12 £40.06 £36.24 £34.49
UL Regular Premium Pension £56.70 £44.68 £52.74 £39.92
UL Single Premium Pension - £44.68 - £39.92
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Conventional annuities - £35.89 - £32.55

Unit linked annuities - £197.86 - £177.25

The assumptions have been increased over the reporting period to reflect the latest expense
experience. This has led to an increase in technical provisions.

Inflation

Renewal expenses and monthly expense charges were assumed to increase at 3.70% p.a. The 31
December 2017 assumption was 3.80%.

Persistency

Discontinuance rates are based on the company’s recent experience.

Risk Margin

The risk margin is an addition to the Best Estimate Liabilities to ensure that the total technical
provisions are sufficient to cover the amount that a third party would require to take over and meet the
insurance obligations.

The risk margin is calculated by determining the cost of providing an amount of eligible own funds
equal to the SCR necessary to support the insurance and reinsurance obligations over the lifetime
thereof.

The rate used in the determination of the cost of providing that amount of eligible own funds is the
Cost-of-Capital rate. The Cost-of-Capital rate is the annual rate to be applied to the capital
requirement in each period. The Cost-of-Capital rate is set by EIOPA and currently equals 6%.

Therefore the Cost of Capital at time t equals the SCR at time t (excluding avoidable market risk)
multiplied by the Cost-of-Capital rate. The risk margin equals the sum of the present value of the cost
of capital for each future year.

The main risks that make up the SCR used in the calculation of the risk margin are calculated at each
time t.

Future Premiums

Where certain requirements are met, the Solvency Il specifications allow contract boundaries to be
set into the future for protection business. This allows future cashflows relating to future regular
premiums to be treated as existing business and therefore included in the best estimate. The impact
of this is quantified by calculating the expected profits arising from future premiums (EPIFP). The
EPIFP form part of the reconciliation reserve and are included in the own funds.

Uncertainty associated with the level of technical provisions

Uncertainty primarily relates to how future actual experience will differ from the best estimate
assumptions used in the technical provision calculations. The key assumptions are interest rates,
persistency rates, mortality rates and expense assumptions. The Company performs experience
investigations on an annual basis to compare actual experience against the best estimate
assumptions. The results of these investigations are used in the assumption setting process to help
ensure the level of uncertainty is well understood.

The sensitivity test results at the end of Section C show how sensitive the Company’s solvency
position is to the key assumptions.

33



Sanlam Life and Pensions UK Limited | Solvency and Financial Condition Report

Solvency Il and IFRS valuation differences

The table on the following page gives a build up from the IFRS valuation to the Solvency Il technical
provisions as at 31 December 2018.

Index-linked and Life (excluding health Total
unit-linked and index-linked and
unit-linked)

£°000 £000 £000
IFRS liabilities 2,506,327 76,431 2,582,759
Adjustments for Solvency Il (45,787) (2,383) (48,171)
Best Estimate Liabilities (BEL) 2,460,540 74,048 2,534,588
Add Risk Margin 9,080 5,346 14,427
Technical Provisions 2,469,620 79,394 2,549,015

The main differences between the Solvency Il technical provisions and IFRS liabilities arise from:

e In certain specific circumstances, Solvency Il allows the best estimate element of technical
provisions to be negative. However, under IFRS, for investment business, the liability is
determined by the value of the corresponding units allocated to the policyholders; the unit liability
is tested to ensure that it is not less than the unit surrender value.

e Solvency Il uses best estimate assumptions whereas the IFRS valuation assumptions include
margins for adverse future experience. The IFRS expense assumptions contain a 10.0% margin.
For persistency, the IFRS assumptions contain a 30% margin. For annuitant mortality, the IFRS
assumptions include a margin over the best estimate assumptions. This is achieved by applying a
10% margin to the table percentage and a 0.5% margin to mortality improvements in the IFRS
basis compared to the best estimate basis.

e Solvency Il uses risk-free discount rates based on the relevant risk-free interest rate curve
supplied by EIOPA. IFRS uses discount rates based on the risk adjusted yield of the backing
assets.

e The risk margin is included in Solvency Il technical provisions.

D.3 Other Liabilities

Solvency Il Statutory Variance
value accounts

value
£°000 £°000 £°000

Iﬁﬁnirr]]ilc(:ggg)rovisions - life (excluding index-linked and 79.394 76.431 2.963 D.2
Technical provisions - index-linked and unit-linked 2,469,620 2,506,327 (36,707) D.2
Provisions other than technical provisions 3,974 3,974 0| D.31
Pension benefit obligations 729 729 0| D.3.2
Deferred tax liabilities 1,766 2,290 (523) | D.3.3
Debts owed to credit institutions 5,939 6,246 (307) | D.34
iI;igt?tr;(t:ii(f;lrl]2abiIities other than debts owed to credit 1,686 1,686 ol Das
Payables (trade, not insurance) 13,300 13,300 0| D.3.6
Total liabilities 2,576,409 2,610,983 (34,574)

The approach used for each item in the table is described in the relevant note. There have been no
material changes to the approaches used to value other liabilities over the reporting period.
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D.3.1 Provisions other than technical provisions

The value of other provisions is £4.0m as at 31 December 2018 [S.02.01.01 C0010 R0750]. This is
the balance recognised in respect of pensions mis-selling and dilapidations. This is valued at fair
value for both the IFRS financial statements and the Solvency Il balance sheet.

D.3.2 Pension benefit obligations

The value of pension benefit obligations is £0.7m as at 31 December 2018 [S.02.01.01 C0010
R0O760]. This is valued at fair value in both the IFRS financial statements and the Solvency Il balance
sheet.

D.3.3 Deferred tax liabilities
The deferred tax liability is £1.7m as at 31 December 2018 [S.02.01.01 C0010 R0780].

International Accounting Standard (IAS) 12 prescribes the accounting treatment for income taxes. In
the IFRS financial statements, deferred tax liabilities are provided for in full on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes at the reporting date.

A tax asset is recognised for tax loss carry forwards to the extent that it is probable at the reporting
date that future taxable profits will be available against which the unused tax losses can be utilised.
The amount of deferred tax provided is based on the expected manner of realisation or settlement of
the carrying amount of assets and liabilities, using tax rates and legislation enacted or substantively
enacted at the reporting date. Where tax law allows set off of current tax assets and liabilities,
deferred tax assets and liabilities are netted off on the statement of financial position.

The Solvency Il methodology for the calculation of deferred tax also follows the provisions of 1AS 12.
Deferred tax for Solvency Il valuation purposes is determined by identifying temporary differences
between the fair value of assets or liabilities on the Solvency Il balance sheet and their equivalent tax
base. The Solvency Il technical provisions valued in accordance with the Solvency Il Directive are
calculated to be at a lower level than our present IFRS liabilities which are used to calculate the
company’s tax position. As a result of this temporary difference a deferred tax liability needs to be
recognised on the Solvency Il balance sheet. The other differences between the Solvency Il and IFRS
balance sheets do not result in any deferred tax changes.

For non-BLAGAB (basic life assurance and general annuity business) business the recognition of this
larger deferred tax liability allows the recognition of a larger deferred tax asset related to the non-
BLAGAB brought forward losses.

D.3.4 Debts owed to credit institutions

The total value of debts owed to credit institutions is £5.9m as at 31 December 2018 [S.02.01.01
C0010 R0800]. This value represents mortgages on properties held by a number of the Company’s
clients within their Self-Invested Personal Pension (SIPP) portfolios. These are valued at amortised
cost in the IFRS financial statements. A discounted cash flow approach has been taken to value the
liabilities for the Solvency Il balance sheet, since this is representative of fair value.

D.3.5 Financial liabilities other than debts owed to credit institutions

The value of other financial liabilities is £1.7m as at 31 December 2018 [S.02.01.01 C0010 R0810].
This balance represents accruals for expenses. This is valued at fair value for both the IFRS financial
statements and the Solvency Il balance sheet.

D.3.6 Payables

The value of payables is £13.3m as at 31 December 2018 [S.02.01.01 C0010 R0840]. This balance is

made up of trade creditors, intercompany creditors, the overall tax creditor and claims outstanding.
These are fair valued for both the IFRS financial statements and the Solvency Il balance sheet.
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D.4 Alternative methods for valuation

Other than those described in sections D1.3, D1.6 and D3.4 there were no other alternative methods
for valuation to be disclosed.

D.5 Any other information

The Company has related party transactions with Sanlam Wealth Planning UK Limited that is not a
wholly owned subsidiary within the Sanlam group. The transactions are all on an arm’s length basis.

Sanlam Wealth Planning UK Limited receives adviser fees payments and gets recharged for
operating expenses.

The Company also has related party transactions with Nucleus and Cameron Hume, two associates
of the Sanlam group. The transactions are all on an arm’s length basis.
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E CAPITAL MANAGEMENT

E.1 Own Funds

The objectives of the own funds management are set out in the Company’s capital management
policy. The Company aims to maintain, at all times, sufficient own funds to cover the SCR and MCR
together with an appropriate buffer.

The acceptable target range for the Pillar 1 CAR (ratio of eligible own funds over SCR) is 130% to
170%. The Company regularly monitors the Pillar 1 CAR and the capital management policy sets out
the process to follow to restore the CAR if it falls outside the target range.

The business plan contains a three year projection of the Pillar 1 solvency position and this helps
identify any required actions for future own funds management

The table below shows a breakdown of the Company’s own funds:

Tier 1 Tier 1
31 Dec 2018 31 Dec 2017
£°000 £°000
Ordinary share capital 25,000 25,000
Reconciliation reserve 34,843 44,541
Total Basic own funds after
deductions 59,843 69,541

The eligible amount of own funds to cover the SCR and the MCR is £59.8m. The Company’s ordinary
share capital, surplus funds and reconciliation reserve are all available as unrestricted tier 1 own
funds.

The table below gives an analysis of the significant movements in own funds over the reporting
period:

Tier 1 Note
Own funds

£°000
Opening position 69,541
?r:\g#étsgt mortality assumption 2 688 1
Expense assumption changes (3,800) 2
Persistency assumption changes 632 3
Investment variances (5,616) 4
Economic basis changes 2,208 5
One-off expenses (1,551) 6
Foreseeable dividend (3,000)
Other (1,259)
Closing position 59,843

1 - Annuitant mortality assumption changes

Annuitant mortality assumptions have been updated to reflect the latest experience alongside the
Continuous Mortality Investigation (CMI) tables used to calculate long term mortality improvement
factors. This change led to a significant decrease in the technical provisions and an increase in Own
Funds. This assumption change also had the impact of reducing the SCR and therefore the
Company’s solvency position has strengthened as a result of this change.
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2 — Expense assumption changes

Assumptions for expenses have been updated to reflect the latest experience, this change led to an
increase in the technical provisions and a fall in Own Funds.

3 — Persistency assumption changes

As a result of the annual persistency experience investigation the persistency rate assumptions were
revised, in particular in regard to pensions business. This assumption change led to an increase in
own funds and strengthening in the Company’s solvency position.

4 — Investment variances

The unfavourable impact is mainly due to the impact of lower than expected closing December 2018
stock markets leading to a decrease in the value of future administration charges. The Company’s
overall solvency position is much less exposed to stock market movements however as the SCR has
also decreased as a result of these market movements.

5 - Economic basis changes

Credit spreads increased during the year leading to a larger decrease in value of the backing assets
than the decrease in the technical provisions. This change led to an unfavourable impact on the
Company’s own funds while the impact on the SCR was a small decrease, meaning that the
Company’s solvency position is sensitive to credit spread changes.

5 — One-off expenses

These are the expenses associated with several one-off projects in 2018 and pension scheme GMP
equalisation costs.

Various sensitivities are shown in a table in section C.6 which give an indication of how exposed the

Company’s solvency position is to various stresses.

The following table reconciles differences (reconciliation reserve) between the equity in the IFRS
financial statements and the excess of the assets over the liabilities on a Solvency Il basis.

31 Dec 2018
£000
Ordinary share capital 25,000
Equity - financial reporting basis 25,000
Retained earnings in IFRS financial statements 13,868
Valuation differences (1,041)
Adjustment for realistic reserves 38,920
Risk Margin (14,427)
Change to deferred tax liability 523
Foreseeable dividend (3,000)
Reconciliation reserve 34,843
Solvency Il - Basic Own Funds 59,843

Valuation differences include the fair value of Sanlam Financial Services. SFS is treated as a strategic
participation for Solvency Il purposes.
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E.2 Solvency Capital Requirement and Minimum Capital
Requirement

The amount of the Company's Solvency Capital Requirement (SCR) and Minimum Capital
Requirement (MCR) at the 31 December 2018 are £42.2m and £18.8m respectively.

The table below shows the risk modules that make up the Company’s SCR at 31 December 2018.

31 Dec 2018 31 Dec 2017 Difference

e £000 £000 £000
Market risk 24,697 31,447 (6,750)
Counterparty risk 2,138 2,718 (580)
Life underwriting risk 24,066 25,487 (1,421)
Undiversified Basic SCR 50,901 59,651 (8,750)
Diversification (11,620) (13,565) 1945
Basic SCR 39,281 46,086 (6,805)
Loss absorbency capacity of deferred taxes - - -
Operational risk 2,912 2,922 (10)
SCR 42,193 49,009 (6,816)

The decrease in SCR is mainly due to a decrease in market risk. Equity risk has decreased due to the
level of equity markets being lower than expected at the end of December 2018.

The Company uses EIOPA’s Solvency Il Standard Formula. It does not use undertaking specific
parameters.

The MCR represents the absolute minimum level of capital that the Company must hold to avoid
regulatory action. The MCR as at 31 December 2018 is £18.8m which is the minimum calculated from
the formula specified in the Solvency Il regulation. The table below shows the results of the MCR
calculation:

‘ 31 Dec 2018 31 Dec 2017 Difference

£000 £000 £000
Linear MCR 18,859 19,848 (989)
SCR 42,193 49,009 (6,816)
MCR cap 18,987 22,054 (3,067)
MCR floor 10,548 12,252 (1,704)
Combined MCR 18,859 19,848 (989)
Absolute floor of the MCR 3,288 3,251 (37)
’ Minimum Capital Requirement ‘ 18,859 ’ 19,848 (989) |

In the Company’s case the MCR is equal to the linear MCR, as the linear MCR is between the MCR
cap (45% of the SCR) and MCR floor (25% of the SCR).

The calculation of the linear MCR is based on the best estimate liabilities (BEL) after recoverables:

e 0.7% of the BEL after recoveries for index linked and unit linked obligations (see the table at
the beginning of D.2)

e Plus 2.1% of the BEL after recoveries for other life (excluding health and index linked and
unit linked) (see section D.2)

e Plus 0.07% of the total capital at risk.
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The MCR at 31 December 2018 and at 31 December 2017 were both equal to the linear MCR. The
Linear MCR has decreased over 2018 due to the decrease in the BEL for index linked and unit linked
obligations, as a result of lower stock market levels at 31 December 2018.

Details of the calculation of the MCR are shown on S.28.01 QRT included in the appendix to this
document.

The SCR is subject to supervisory review which could result in a capital add-on. There is currently no
capital add-on for the Company.

E.3 Use of the duration-based Equity Risk Sub-Module in the
calculation of the Solvency Capital Requirement

The Company does not apply the duration-based equity sub-module.

E.4 Differences between the standard formula and any internal
model used

The Company uses the Standard formula and does not use an internal model to calculate the
Solvency Capital Requirement.

E.5 Non-Compliance with the Minimum Capital Requirement and
Non-Compliance with the Solvency Capital Requirement

There was no breach of the SCR (and therefore the MCR) over the reporting period.

E.6 Any other information
There is no further information to be disclosed in respect of capital management.

There have been no material changes to capital management over the reporting period.
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General information

Undertaking name

Undertaking identification code

Type of code of undertaking

Type of undertaking

Country of authorisation

Language of reporting

Reporting reference date

Currency used for reporting

Accounting standards

Method of Calculation of the SCR

Matching adjustment

Volatility adjustment

Transitional measure on the risk-free interest rate
Transitional measure on technical provisions

List of reported templates
$.02.01.02 - Balance sheet

$.05.01.02 - Premiums, claims and expenses by line of business
$.05.02.01 - Premiums, claims and expenses by country
$.12.01.02 - Life and Health SLT Technical Provisions

S.23.01.01 - Own Funds

Sanlam Life and Pensions UK Limited

5493000JTJMXUZY4GP84

LEI

Life undertakings

GB

en

31 December 2018

GBP

IFRS

Standard formula

No use of matching adjustment

No use of volatility adjustment

No use of transitional measure on the risk-free interest rate

No use of transitional measure on technical provisions

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

S.28.01.01 - Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity
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5.02.01.02
Balance sheet

Assets
Intangible assets
Deferred tax assets
Pension benefit surplus
Property, plant & equipment held for own use
Investments (other than assets held for index-linked and unit-linked contracts)
Property (other than for own use)
Holdings in related undertakings, including participations
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Structured notes
Collateralised securities
Collective Investments Undertakings
Derivatives
Deposits other than cash equivalents
Other investments
Assets held for index-linked and unit-linked contracts
Loans and mortgages
Loans on policies
Loans and mortgages to individuals
Other loans and mortgages
Reinsurance recoverables from:
Non-life and health similar to non-life
Non-life excluding health
Health similar to non-life
Life and health similar to life, excluding index-linked and unit-linked
Health similar to life
Life excluding health and index-linked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries receivables
Reinsurance receivables
Receivables (trade, not insurance)
Own shares (held directly)
Amounts due in respect of own fund items or initial fund called up but not yet paid in
Cash and cash equivalents
Any other assets, not elsewhere shown
Total assets

Solvency Il
value

C0010

0

0

0

430

109,694

0

6,119

6,158

0

2,513,106

263

263

9,086

0

2,639,252




R0510
R0520
R0530
R0540
R0550
R0560
R0570
R0580
R0590
R0600
R0610
R0620
R0630
R0640
R0650
R0660
R0670
R0680
R0690
RO700
RO710
R0720
RO740
RO750
RO760
RO770
RO780
R0790
RO800
R0O810
R0820
R0830
R0840
R0850
R0860
R0870
R0880
R0900

R1000

5.02.01.02
Balance sheet

Liabilities
Technical provisions - non-life
Technical provisions - non-life (excluding health)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - health (similar to non-life)
TP calculated as a whole
Best Estimate
Risk margin

Technical provisions - life (excluding index-linked and unit-linked)

Technical provisions - health (similar to life)
TP calculated as a whole
Best Estimate
Risk margin

Technical provisions - life (excluding health and index-linked and unit-linked)

TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - index-linked and unit-linked
TP calculated as a whole
Best Estimate
Risk margin
Contingent liabilities
Provisions other than technical provisions
Pension benefit obligations
Deposits from reinsurers
Deferred tax liabilities
Derivatives
Debts owed to credit institutions
Financial liabilities other than debts owed to credit institutions
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities
Subordinated liabilities not in BOF
Subordinated liabilities in BOF
Any other liabilities, not elsewhere shown
Total liabilities

Excess of assets over liabilities

Solvency Il
value

C0010

OO0 OO0/l O0 OO

79,394

0

74,048

5,346

2,469,620

2,506,070

-45,530

9,080

0

3,974

729

0

1,766

0

5,939

1,686

2,576,409

62,843




R1410
R1420
R1500

R1510
R1520
R1600

R1610
R1620
R1700

R1710
R1720
R1800
R1900
R2500
R2600

$.05.01.02

Premiums, claims and expenses by line of business

Life

Premiums written
Gross

Reinsurers' share
Net

Premiums earned
Gross

Reinsurers' share
Net

Claims incurred
Gross

Reinsurers' share
Net

Changes in other technical provisions
Gross

Reinsurers' share
Net

Expenses incurred
Other expenses
Total expenses

Line of Business for: life insurance obligations

Life reinsurance obligations

Annuities
Annuities sten:Iml‘ng from
. non-life insurance
stemming from
Insurance with| Index-linked non-life insurance contracts and Total
Health X L Other life relating to Health Life ota
. profit and unit-linked| . contracts and R . .
insurance . . insurance . insurance reinsurance reinsurance
participation insurance relating to health L.
insurance obligations other
L. than health
obligations .
insurance
obligations
0210 0220 0230 0240 C0250 C0260 C0270 C0280 C0300
203,913 430 204,343
965 3 967
202,948 427 203,375
203,913 430 204,343
965 3 967
202,948 427 203,375
22,768 5,434 28,202
322 0 322
22,446 5,434 27,880
-107,118 -27,134 -134,252
0 246 246
-107,118 -27,379 -134,497
24,160 574 24,735
24,735




R1400

R1410
R1420
R1500

R1510
R1520
R1600

R1610
R1620
R1700

R1710
R1720
R1800

R1900
R2500
R2600

S.05.02.01

Premiums, claims and expenses by country

Life

Premiums written
Gross

Reinsurers' share
Net

Premiums earned
Gross

Reinsurers' share
Net

Claims incurred
Gross

Reinsurers' share
Net

Changes in other technical provisions

Gross
Reinsurers' share
Net

Expenses incurred
Other expenses
Total expenses

C0150

C0160

C0170

C0180

C0190

C0200

C0210

Home Country

Top 5 countries (by amount of gross premiums written) - life

obligations

Top 5 countries (by amount of gross
premiums written) - life obligations

Total Top 5 and
home country

€0220 €0230 €0240 €0250 €0260 €0270 €0280
204,343 204,343
967 967
203,375 203,375
204,343 204,343
967 967
203,375 203,375
28,202 28,202
322 322
27,880 27,880
-134,252 -134,252
246 246
-134,497 -134,497
24,735 24,735
0
24,735




R0010

R0020

R0030

R0080

R0090

RO100

RO110
RO120
RO130

R0200

$.12.01.02
Life and Health SLT Technical Provisions

Technical provisions calculated as a whole

Total Recoverables from reinsurance/SPV and Finite Re after
the adjustment for expected losses due to counterparty default
associated to TP calculated as a whole

Technical provisions calculated as a sum of BE and RM

Best estimate
Gross Best Estimate

Total Recoverables from reinsurance/SPV and Finite Re after
the adjustment for expected losses due to counterparty default
Best estimate minus recoverables from reinsurance/SPV

and Finite Re

Risk margin

Amount of the transitional on Technical Provisions
Technical Provisions calculated as a whole

Best estimate

Risk margin

Technical provisions - total

Index-linked and unit-linked insurance Other life insurance Annuities Health insurance (direct business)
from Annuities
non-life Total stemming from
insurance 5 non-life
Insurance contracts and (Life other insurance .Health Total (Health
with profit Contracts ;i Contracts i relating to Accepted | than health Contracts | Contracts | contracts and reinsurance similar to life
P! . Contracts with . Contracts with S reinsurance | insurance, . . : (reinsurance
articipation without : without : insurance ’ without | with options|  relating to insurance)
particip A options or - options or includin : M accepted)
options and options and obligation other S options and or health P
guarantees guarantees Unit-Linked)
guarantees guarantees than health guarantees | guarantees insurance
insurance obligations
obligations
C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0090 C0100 C0150 C0160 Cco170 Co180 C0190 C0200 C0210
2,506,070 0 2,506,070
0 0 0
1 -45,530 0 74,048 0 28,518
-7,914 0 1,213 0 -6,701
-37,616 0 72,834 0 35,218
9,080 5,346 14,427
0 9 0
0 0 0 0 0
0 ] 0
2,469,620 79,394 2,549,015




RO010
R0030
R0040
R0050
R0070
R0090
RO110
RO130
RO140
RO160
RO180

R0220
R0230
R0290

R0300
RO310
R0320
RO330
R0340
R0350
RO360
RO370
RO390
R0400

R0500
R0510
R0540
R0550

R0580
R0600
R0620
R0640

R0700
RO710
R0720
R0730
R0740
RO760

RO770
R0780
R0790

$.23.01.01
Own Funds

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

Ordinary share capital (gross of own shares)

Share premium account related to ordinary share capital

Initial funds, members' contributions or the equivalent basic own-fund item for mutual and mutual-type undertakings
Subordinated mutual member accounts

Surplus funds

Preference shares

Share premium account related to preference shares

Reconciliation reserve

Subordinated liabilities

An amount equal to the value of net deferred tax assets

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

Own funds from the financial statements that should not be represented by the reconciliation reserve and do not meet the criteria to be classified as Solvency Il own funds
Deductions for participations in financial and credit institutions
Total basic own funds after deductions

Ancillary own funds

Unpaid and uncalled ordinary share capital callable on demand

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

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

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

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

Supplementary members calls under first subparagraph of Article 96(3) of the Directive 2009/138/EC
Supplementary members calls - other than under first subparagraph of Article 96(3) of the Directive 2009/138/EC
Other ancillary own funds

Total ancillary own funds

Available and eligible own funds

Total available own funds to meet the SCR
Total available own funds to meet the MCR
Total eligible own funds to meet the SCR
Total eligible own funds to meet the MCR

SCR
MCR
Ratio of Eligible own funds to SCR
Ratio of Eligible own funds to MCR

Reconcilliation reserve

Excess of assets over liabilities

Own shares (held directly and indirectly)

Foreseeable dividends, distributions and charges

Other basic own fund items

Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds
Reconciliation reserve

Expected profits

Expected profits included in future premiums (EPIFP) - Life business
Expected profits included in future premiums (EPIFP) - Non- life business
Total Expected profits included in future premiums (EPIFP)

Tier 1 Tier 1 . ]
Total unrestricted restricted Tier 2 Tier 3
C0010 C0020 C0030 C0040 C0050

0
0
0
0
0
0
0
0
0
0

59,843

59,843

59,843

59,843

59,843

59,843

59,843

59,843

o|o|o|o

o|lo|o|o

42,193

18,859

141.83%

317.32%

C0060

62,843

0

3,000

25,000

0

34,843

1,801

0

1,801




R0O010
R0020
R0O030
R0040
R0O050
R0O060

R0O070

RO100

RO130
RO140
RO150
RO160
R0200
R0210
R0220

R0400
R0410
R0420
R0430
R0440

$.25.01.21
Solvency Capital Requirement - for undertakings on Standard Formula

Market risk

Counterparty default risk
Life underwriting risk
Health underwriting risk
Non-life underwriting risk

Diversification
Intangible asset risk
Basic Solvency Capital Requirement

Calculation of Solvency Capital Requirement

Operational risk

Loss-absorbing capacity of technical provisions

Loss-absorbing capacity of deferred taxes

Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC
Solvency Capital Requirement excluding capital add-on

Capital add-ons already set

Solvency capital requirement

Other information on SCR

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements for remaining part

Total amount of Notional Solvency Capital Requirements for ring fenced funds

Total amount of Notional Solvency Capital Requirements for matching adjustment portfolios
Diversification effects due to RFF nSCR aggregation for article 304

Gross solvenc TP
- R Y UspP Simplifications
capital requirement
co110 C0090 Cc0120
24,697 0
2,138
24,066
0
0
11,620
USP Key
0
For life underwriting risk:
1 - Increase in the amount of annuity
39,281 I benefits
9 - None
C0100 For health underwriting risk:
1 - Increase in the amount of annuity
2,912 benefits
0 2 - Standard deviation for NSLT health
premium risk
0 3 - Standard deviation for NSLT health gross
premium risk
0 4 - Adjustment factor for non-proportional
42.193 reinsurance
? 5 - Standard deviation for NSLT health
0 reserve risk
9 - None
42,193
For non-life underwriting risk:
4 - Adjustment factor for non-proportional
reinsurance
0 6 - Standard deviation for non-life
premium risk
0 7 - Standard deviation for non-life gross
premium risk
0 8 - Standard deviation for non-life
0 reserve risk
9 - None
0




R0010

R0020
R0030
R0040
R0050
R0060
R0070
R0080
R0090
RO100
RO110
RO120
RO130
R0140
RO150
RO160
RO170

R0200

R0210
R0220
R0230
R0240
R0250

RO300
RO310
R0320
RO330
R0340
RO350

R0400

S.28.01.01

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

Linear formula component for non-life insurance and reinsurance obligations

MCRy. Result

Medical expense insurance and proportional reinsurance
Income protection insurance and proportional reinsurance
Workers' compensation insurance and proportional reinsurance
Motor vehicle liability insurance and proportional reinsurance
Other motor insurance and proportional reinsurance

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

General liability insurance and proportional reinsurance

Credit and suretyship insurance and proportional reinsurance
Legal expenses insurance and proportional reinsurance

Assistance and proportional reinsurance

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

Non-proportional casualty reinsurance

Non-proportional marine, aviation and transport reinsurance
Non-proportional property reinsurance

Linear formula component for life insurance and reinsurance obligations

MCR Result

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

Other life (re)insurance and health (re)insurance obligations

Total capital at risk for all life (re)insurance obligations

Overall MCR calculation
Linear MCR

SCR

MCR cap

MCR floor

Combined MCR

Absolute floor of the MCR

Minimum Capital Requirement

C0010
0
Net (of .
reinsurance/SPV) best Ne.t (of relnst{ranc?)
R written premiums in
estimate and TP
the last 12 months
calculated as a whole
C0020 C0030
C0040
18,859
: Net (of Net (of
reinsurance/SPV) best .
X reinsurance/SPV) total
estimate and TP capital at risk
calculated as a whole p
C0050 C0060
0
0
2,468,454
72,834
71,308
0070
18,859
42,193
18,987
10,548
18,859
3,288
18,859




