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UK LIFE OFFICE
WITH PROFITS REPORTS

Introduction to extract for Prudential

Background to extract

Summary of extract

This document contains an extract from AKG's comprehensive annual series of UK Life
Office With Profits Reports. It has been prepared for distribution under licence agreement
with Prudential.

The reports cover a broad spectrum of UK long term insurers, and they are designed to
meet the information needs of advisers and other analysts in assessing the relative strengths
of UK with profits funds.

This extract includes full details of the AKG analysis and assessment of Prudential’s range
of with profits funds.

The details in the extract specifically relating to Prudential begin with an overview of the
Group’s background followed by confirmation of with profits funds within the Group and
with profits products currently marketed by the Group.

AKG then looks at things from a Company perspective - Prudential Assurance Company
Ltd - providing details of the Company background and the structure of funds within the
Company, followed by confirmation of with profits funds within the Company and with
profits products currently marketed by the Company.

At company level this extract provides details of Prudential Assurance Company Ltd’s
assets and liabilities (as at 31/12/2021). It also looks at the Company’s life and health SLT
technical provisions, solvency capital requirements, own funds, gross premiums written,
life expenses, life business flows and with profits business flows.

AKG’s analysis then gives consideration to two overarching fund structures within
Prudential Assurance Company Ltd - With-Profits Sub-Fund (Open), and Defined Charge
Participating Sub-Fund (Open) - and the individual funds within these structures. For
advisers and analysts familiar with Prudential’s PruFund fund range these funds are
assessed under Prudential’s With-Profits Sub-Fund, covered in pages 563 to 625 of this
extract.

The fund analysis sections cover a wide range of material including fund
type/classification, fund background, fund objectives, PPFMs applicable to the fund,
governance arrangements and confirmation of with profits products currently marketed in
the fund.

Information about rights to share in profits, profit-sharing philosophy, distribution of
surplus, increase/decrease in distributions, approach to risk and smoothing are also
included in the fund analysis sections. Furthermore details about MVRs, guarantees,
inherited estate, headline asset allocation mix, past performance and investment returns can
also be found in the fund analysis sections.

The fund analysis sections conclude with AKG’s with profits ratings. AKG attributes three
different types of with profits related ratings within its annual series of UK Life Office
With Profits Reports:

*  With Profits Financial Strength
*  With Profits Future Performance
»  With Profits Transparency.

Transparency, Future Performance and Financial Strength Ratings for the Prudential funds
covered by AKG’s assessment work are displayed on pages 620-625, and 636-637 of this
extract.

© AKG Financial Analytics Ltd

31 December 2022



UK LIFE OFFICE
WITH PROFITS REPORTS

Introduction to extract for Prudential

AKG comment on Prudential Assurance Company Ltd

Company Financial Strength

"As one of the UK's largest and strongest life companies, PAC continues to show significant
resilience in the wake of challenging economic, legislative and regulatory conditions. It has
retained focus and increased its market share, whilst continuing to demonstrate its appetite
for key segments of the UK market, specifically the Pre- and Post-Retirement space.

PAC's adjusted operating profit before tax was £641m in 2021 [2020: £664m], consisting of
£268m [2020: £221m] relating to the shareholder transfer and associated hedges from the
With-Profits Fund, £369m [2020: £438m] relating to the annuity business and £4m [2020:
£5m] on unit-linked and other business. There was a non-operating loss of £566m [2020:
£647m profit], mainly due to losses from short-term fluctuations in investment returns in
2021. Overall, therefore, PAC's UK GAAP profit before tax was £75m [2020: £1,311m].
Total dividends of £1,550m were paid [2020: £497m]. A final dividend in respect of 2021
of £333m was declared in March 2022, which is not recognised in the Solvency II position
at 31 December 2021.

PAC's solvency position was impacted in 2018 mainly due to the transfer of the Hong Kong
Subsidiaries, which reduced Own Funds by £6.9bn and the SCR by £2.7bn, although the
SCR coverage ratio was relatively unchanged. This reduced in 2019, however, impacted by
dividend payments which more than offset the surplus arising, before increasing in 2020 and
2021.

At 31 December 2021, PAC had Own Funds of £12.2bn [2020: £13.6bn, 2019: £12.8bn,
2018: £13.0bn]. With an SCR of £8.3bn [2020: £10.0bn, 2019: £9.7bn, 2018: £9.3bn], there
was an increased SCR coverage ratio of 147% [2020: 136%, 2019: 131%, 2018: 140%].
PAC's Solvency II surplus increased to £3.9bn [2020: £3.6bn], predominantly due to the
expected return in the year and a series of management actions taken, including the impacts
of trading in the annuity portfolio, longevity assumption changes and the impact of changes
in economic conditions, offset by the payment of dividends of £1,550m [2020: £497m].

PAC employs the transitional measure for technical provisions and the matching adjustment.
If these are excluded, own funds reduce to £10.2bn, whilst the solvency capital requirement
increases to £12.3bn, leading to a coverage ratio of 83% [2020: £10.8bn, £13.6bn, 80%
respectively, 2019: £10.1bn, £13.3bn, 76%; 2018: £9.7bn; £12.7bn and 76%].

PAC is one of a handful of companies that remain highly committed to with profits and it is
dominant in this market in the UK. It has the largest with profits portfolio in the UK, and it
continues to write new UK with profits business in volumes that dwarf all others in the
market. The inherent strength of its with profits fund remains apparent. PAC's estimated
with profits funds' Solvency II surplus as at 31 December 2020 was £7.8bn [2020: £7.0bn,
2019: £7.6bn, 2018: £5.5bn], leading to a coverage ratio of 302% [2020, 243%, 2019:
267%, 2018: 231%].

Additionally, and of most significance, is the demerger which, whilst not significantly
impacting upon solvency, positions the company as a more important component, albeit in a
smaller but more focused group. Prudential plc's strategy has evolved and, whilst resisted for
some time, the demerger was logical in view of the respective different levels of maturity of
the businesses. Recent acquisitions by M&G, in particular Ascentric, Sandringham and
Continuum are positive developments and bring with it opportunities for PAC to widen its
offering and distribution, in particular of PruFund.

M&G plc’s Solvency II surplus increased to £6.2bn as at 31 December 2021 [2020:
£4.8bn], equivalent to a shareholder Solvency II coverage ratio of 218% [2020: 182%],
driven by total capital generation of £1,822m [2020: £995m] and an increase of £32m
[2020: £121m] from other capital movements, partially offset by dividends of £466m [2020:
£562m]. The regulatory Solvency II coverage ratio for the Group, which combines the
shareholder position and the With-Profits Fund, but excludes all surplus within the
With-Profits Fund, was 168% [2020: 144%]."

Source: Page 559 of this extract.
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About AKG

AKG is an independent organisation. Originally established as an actuarial consultancy AKG has, for
over 30 years, specialised in the provision of assessment, ratings, information and market assistance
to the financial services industry.

Within this AKG has focused specifically on the financial strength requirements of financial

advisers, who when acting on behalf of their clients, need to ascertain an ability to deliver sustained
provision.

Regular Reports
AKG publishes the following reports to assist Providers and Intermediaries:

AKG Provider Financial Strength Assessment Reports
Covering onshore UK life companies, friendly societies and similar providers.

AKG Offshore Financial Strength Assessment Reports
Covering offshore life companies.

AKG Platform Financial Strength Assessment Reports
Covering platform operators.

AKG DFM Financial Strength Assessment Reports
Covering discretionary fund managers.

AKG UK Life Office With Profits Reports
Providing further depth in the assessment of with profits funds.

AKG International Platform Financial Strength Assessment Reports
Covering international platform operators.

For futher details on any of the above please contact AKG:

AKG Financial Analytics Ltd
Anderton House

92 South Street

Dorking

Surrey RH4 2EW

Tel: +44 (0)1306 876439 or email akg@akg.co.uk.

© AKG Financial Analytics Ltd 31 December 2022
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Introduction

Purpose And Scope Of The Reports

Reports Compilation

This is the 26th annual edition of AKG's UK Life Office With Profits Reports.

These reports are designed to assist advisers to assess the relative merits of specific with
profits funds. The aim is to provide comprehensive, structured and consistent information,
accompanied by AKG's key analytical assessments of with profits fund financial strength,
future performance and transparency.

The reports provide an invaluable resource for intermediaries who are advising clients in
the selection of with profits providers for new policies.

The amount of with profits business in-force remains considerable. With profits technical
provisions totalled over £248bn at the end of 2021 [2020: £250bn, 2019: £255bn],
although this figure includes a small element of double-counting due to reinsurance.

Advice for in-force clients should be just as robust as it is for new business. Indeed
evaluating existing with profits funds is an important part of an adviser's job and AKG's
reports provide a wealth of relevant information and assessments.

Each individual report provides information on the structure and operation of a provider's
with profits fund(s). It also highlights the various risks borne by with profits policyholders
and concludes with AKG's long established Ratings for:

. With Profits Financial Strength
. With Profits Future Performance
. With Profits Transparency

The reports are confined to those providers whose products conform to a statutory
definition of with profits and includes individual reports and comments on those providers
whose with profits technical provisions exceed £150m, supplemented by smaller companies
and friendly societies operating in the intermediary market.

The reports contain analysis and assessments of 197 sub-funds within 66 funds from 23
firms that will be active in the UK market at the start of January 2023 (from 20 different
groups). A number of comparative industry-wide tables are also included, covering a range
of key metrics.

Compilation of the reports keeps AKG’s research teams busy for many months, since it
involves collection of a huge volume of data, and painstaking analysis of each fund’s
position before AKG's updated ratings can be determined. The process started as usual in
the spring, gathering each firm’s annual accounts and Solvency and Financial Condition
Reports (SFCRs). In May it also involved an industry-wide AKG market survey. This
survey aims to ensure that other pieces of key information that are used in the reports are as
accurate and as up to date as possible.

The survey covers topics such as PPFM/CFPPFM changes, With Profits Committee
membership and terms of reference, annual reports to with profits policyholders, asset
mixes and investment returns. As last year, AKG sought to obtain additional data to try and
compensate for the loss of certain information in the move from PRA returns to SFCRs:

. With Profits Assets and Liabilities

. With Profits Value of Bonus

With Profits New Business

. Specimen With Profits Payouts, typically as at 1 March 2022

© AKG Financial Analytics Ltd
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Introduction

Reports Compilation (continued)

With Profits Defined

AKG is very grateful to those companies which go to such great lengths to assist by
completing AKG's annual surveys, and by answering any further queries which may arise.

After all relevant financial data, past performance statistics and survey information has
been loaded into AKG’s databases, a technical analyst drafts the narrative text for each
group, company, fund and sub-fund that is covered in the reports. Everything is then
subject to technical review by a different analyst and to a market review. AKG’s updated
ratings are also determined.

The Position Since January 2016

Under the PRA rules that took effect from 1 January 2016 in conjunction with Solvency I,
some subtly different definitions of with profits business were introduced, compared with
the previous regulatory position:

A with profits policy: "means a contract of long-term insurance which provides benefits
through eligibility to participate in discretionary distributions based on profits arising
from the firm's business or from a particular part of the firm’s business".

A with profits fund: "means the business of the firm, or a particular part of the business of
the firm, in the profits of which certain with-profits policies are eligible to participate
through discretionary distributions under such policies and the assets of which comprise
the items set out in (1) to (6) less the outgoings in (7) and (8) (including the items and
outgoings relating to both current and past business):

(1) premiums and other receivables in respect of with-profits policies;
(2) other receipts of the firm’s with-profits insurance business, including tax receipts;

(3) amounts which have been provided by the firm to facilitate the carrying on of its
with-profits insurance business (other than excluded assets);

(4) all income and capital receipts in respect of the items in (1) to (3);

(5) assets into which the items in (1) to (4) have been converted, including assets
representing investment in non-profit insurance business, and

(6) premiums, receivables, other receipts, income and capital receipts from non-profit
insurance business falling within (5) or otherwise written for the benefit, in whole or in
part, of the firm’s with-profits insurance business,

outgoings:

(7) outgoings in respect of the firm’s with-profits insurance business permitted in
accordance with any relevant provision of the FCA Handbook or any other applicable
regulatory requirement and, to the extent that incoming items have been included in (6),
non-profit insurance business, and

(8) transfers permitted in accordance with any relevant provision of the FCA Handbook or
any other applicable regulatory requirement;

and, where so required by the FCA Handbook, each distinct part of a firm’s with profits
fund identified in accordance with that rule shall constitute a separate with profits fund."

© AKG Financial Analytics Ltd
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Introduction

Key Regulatory And Legislative Developments

Operational Resilience

In March 2022, the FCA set out its final rules and guidance in PS21/3 on new requirements
to strengthen operational resilience in the financial services sector, applicable to insurers
(including those writing with profits business) amongst other types of financial services
firms.

This followed the consultation set out in December 2019 in CP19/32 on proposed changes
to how firms approach their operational resilience. These proposals having been developed
together with the Bank of England in its capacity of supervising financial market
infrastructures and the Prudential Regulation Authority (PRA), to improve the operational
resilience of the UK financial sector.

The enhanced rules aim to prevent/minimise the sort of operational disruptions that can
cause wide-reaching harm to consumers and pose a risk to market integrity, threaten the
viability of firms and cause instability in the financial system. The disruption caused by
COVID-19 had in the view of the regulator(s) additionally shown why it was critically
important for firms to understand the services they provide and invest in their resilience.

As soon as possible after 31 March 2022, and by no later than 31 March 2025, firms have
to have performed mapping and testing so that they are able to remain within impact
tolerances for each important business service. Firms must also have made the necessary
investments to enable them to operate consistently within their impact tolerances.

By 31 March 2022, firms must have identified their important business services, set impact
tolerances for the maximum tolerable disruption and carried out mapping and testing to a
level of sophistication necessary to do so. Firms must also have identified any
vulnerabilities in their operational resilience.

A move to a greater Environmental, Social and Governance (ESG) focus

In common with the wider backdrop of corporate activity and beyond, regulators, including
the FCA, have joined with Governments in pursuing an ESG agenda. With profits firms
form part of this direction of change, along with all other financial services organisations.

The FCA set out its initial ESG priorities in October 2019 (in FS19/6: Climate change and
green finance) designed to build on its prior work on corporate governance, senior manager
responsibilities and culture and purpose. In April 2021, as the FCA entered a new phase
and a strategic refresh of its ESG focus, it welcomed its first Director of ESG, Sacha
Sadan.

ESG-related outcomes were included in the FCA Business Plan 2021/22, along with some
core principles to identify the key themes of the regulator’s work programme and near-term
priorities.

The FCA’s ESG work is based on 5 core themes:

* Transparency - promoting transparency on climate change and wider sustainability
along the value chain

*  Trust - building trust and integrity in ESG-labelled instruments, products and the
supporting ecosystem

* Tools - working with others to enhance industry capabilities and support firms’
management of climate-related and wider sustainability risks, opportunities and
impacts

*  Transition - supporting the role of finance in delivering a market-led transition to a
more sustainable economy

* Team - developing strategies, organisational structures, resources and tools to support
the integration of ESG into FCA activities

© AKG Financial Analytics Ltd
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Key Regulatory And Legislative Developments (continued)

Within the wider basket of ESG based change that the sector is undertaking, one area that
has seen specific development within a with profits context, has been the development of
ESG-orientated fund propositions, which pursue investment on environmentally and
socially positive and progressive bases.

With profits fund propositions with this ESG perspective have already been launched by
some providers, with the expectation that others will follow suit. In the longer term, such
ESG considerations are likely to become commonplace within the with profits fund sector,
for both new and existing business and many funds have already updated their PPFMs and
indeed their investment strategies to reflect this.

Consumer Duty

On 7 December 2021, the FCA published a further consultation on a new Consumer Duty
regulatory requirement, including feedback to CP21/13.

Consumer Duty being the regulator’s articulation of a set of clearer and higher expectations
for firms’ standards of care towards consumers. The FCA view is that Consumer Duty
would require firms to:

*  Ask themselves what outcomes consumers should be able to expect from their products
and services

*  Actto enable rather than hinder these outcomes

»  Assess the effectiveness of their actions,

the FCA stating:

“In essence, we want to see firms putting themselves in their customers’ shoes, asking
themselves questions such as ‘would I be happy to be treated in the way my firm treats its
customers?’, or ‘would I recommend my firm’s products and services to my friends and
family?’.

The Consumer Duty would add to the range of regulatory tools we use to meet our
strategic objective of making markets work well. Bringing together our consumer
protection and competition objectives, it would help create an environment where
consumers are better equipped to achieve good outcomes from financial services. To
enable this, firms need to ensure that their products and services are fit for purpose and
offer fair value, and that their communications and customer service enable consumers to
make and act on well-informed decisions.”

As it is also for financial services companies beyond the with profits arena, the Consumer
Duty regulatory framework is a potentially significant evolution of several prior regulatory
thrusts. These include Treating Customers Fairly (TCF) and a number of product-based
regulations. It is not just an update of these but is likely to represent a much more
overarching regulatory perspective and one which with profits providers will undoubtedly
be particularly cognisant of.

On 27 July 2022, the FCA issued its Policy Statement (PS22/9) and Finalised Guidance
(FG22/5). The rules and guidance come into force on a phased basis:

*  For new and existing products or services that are open to sale or renewal, the rules
come into force on 31 July 2023
*  For closed products or services, the rules come into force on 31 July 2024

31 October 2022 saw companies have to agree their implementation plans and to meet the
new standards.

All of this timing underscoring the very current focus companies now need to have on
Consumer Duty and ensuring the orientation of how they work to that end and in
evidencing it.

© AKG Financial Analytics Ltd
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Introduction

Key Regulatory And Legislative Developments (continued)

Solvency II Evolution

Firms have been reporting under this regime since 2016 and have settled down into a
consistent presentation of their results.

In CP8/18, issued in April 2018, the PRA proposed to remove the external audit
requirement for the SFCRs of certain small Solvency II firms, and certain small Solvency 11
groups (collectively ‘small insurers’). This was implemented in November 2018 and a
number of small insurers unsurprisingly chose not to have an external audit of their 2018
and subsequent SFCR. Clearly this is a welcome cost saving for such insurers, but it also
removed a layer of external scrutiny, which may not be beneficial to policyholders.

Post the UK leaving the European Union, there has been much debate in the industry
around potential changes to Solvency II that might arise or more broadly its development
direction. There has even been some measure of tension reported between political and
regulatory agendas. A number of announcements regarding consideration of Solvency II
changes were made by regulatory bodies and politicians through 2021 and 2022.

17 November 2022 saw a further announcement within the Chancellor’s Autumn Statement
on Solvency II reform. A topic which had perhaps been given more political airspace as a
result of governmental volatility and a need, real or simply perceived, for tangible policy
steps that might be aligned to economic growth and some form of positive follow-through
on professed Brexit opportunities.

A Consultation Paper, CP14/22 - Review of Solvency II: Reporting phase 2 on changes to
the Solvency II reporting requirements, forms part of the government’s review of Solvency
II. Responses to this consultation phase are required to be submitted by 8 May 2023.

The final detail will become concrete with HMT legislation, but indications announced on
various elements include those relating to the risk margin, which could release some capital
for a number of insurers, including those writing with profits business, and changes to
matching adjustment eligibility criteria, which has the potential to increase insurers’ ability
to invest in different areas of the UK economy.

Many with profits insurers, who like others, will already have been working on the
potential changes will now need to consider the final detail of the reform legislation and
await the PRA’s next steps. Certainly, many aspects of Solvency II will not change, and
this is for the better, given a probable horror most companies would have of further
wholesale change, but where changes are made, they will affect some companies, generally
positively in capital terms, significantly more than others, for whom the changes may have
little or no affect.

And whilst, with capital released or greater flexibility delivered, the question might
reasonably be asked over consumer benefit, it is likely that little tangible reduction in
effective consumer security will be evident.

Brexit

Following the UK’s withdrawal from the European Union (EU) at 11pm on Friday 31
January 2020, the UK entered the transition (or implementation) period (TP) agreed as part
of the withdrawal agreement between the UK and EU. This ended on 31 December 2020.

For the purposes of calculating their technical provisions as at a point in time before the
end of the TP, UK insurers had to comply with the PRA’s prevailing rules and the
Solvency II Regulations adopted under Article 86 of the Solvency II Directive, using the
technical information (TT) published by the European Insurance and Occupational Pensions
Authority (EIOPA) under Article 77e(2) of the Solvency II Directive. “TI” refers to the
relevant risk-free rate term structures, the fundamental spreads for the calculation of the
matching adjustment and for each relevant national insurance market, the volatility
adjustments.

© AKG Financial Analytics Ltd
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Key Regulatory And Legislative Developments (continued)

From the end of the TP, the PRA is required to publish TI for each relevant currency. The
first time the PRA published TI was therefore at the reference date of Thursday 31
December 2020. Therefore, all regulatory reporting for UK firms as at a point in time from
and including 11:00pm on Thursday 31 December 2020 use the PRA’s published TI. This
means that a firm with a reporting year-end of Thursday 31 December (which calculates
technical provisions as at 11:59pm on Thursday 31 December and which includes all the
firms covered in this report) used the PRA’s published TI for the year-end 2020 exercise
while any firm with a reporting year end before 31 December used the relevant EIOPA TI.
The PRA continues to review its post-TP rules to ensure this is clear.

Another major implication of Brexit had been the inability of UK companies to administer
European business post Brexit. The industry was quick to move, however, and many firms
(including Aviva, Prudential, Royal London, Scottish Widows and Standard Life) prepared
to mitigate this major impact by transferring their European business into the European
Union prior to the original Brexit date of 29 March 2019, with most firms choosing Ireland
(but some Luxembourg) as the destination, thus allowing them to continue to administer
this European business. Alongside this the with profits element was reinsured back to the
previous fund in order that policyholders remained exposed to the same investment and
bonus prospects as before the transfer.

With Profits & Platforms

In July 2021, Novia announced the launch of the Wesleyan With Profits Fund on its
platform. This proclaimed to be the first distribution tie-up of its kind, given that with
profits offerings have not previously been made available via intermediary platforms. A
fascinating change in dynamics then for the with profits market and it will be interesting to
see what traction this link up generates for Novia and Wesleyan.

Whilst operating an ‘in-house’ financial planning team, Wesleyan has not previously
targeted the wider intermediary market with its fund and so this represents a change in
distribution approach for them. A new intermediary distribution team has been established
to drive intermediary sector growth for the fund and with the Novia platform link in play
there may be further strategic distribution partnerships (platform or otherwise) to come.

Since then, in 2022, M&G (Prudential) launched its PruFund Planet range on the M&G
Wealth (formerly Ascentric) platform. So far it is the only solution in the PruFund range
available via the M&G Wealth Platform, but further variants are to be anticipated.

The PruFund Planet range is available on the ISA and SIPP wrappers on the Platform. The
first time also that the PruFund Planet range has been an investment option for an ISA.

AKG also anticipates other with profits fund providers following this path, by seeking to
develop intermediary platform distribution relationships. Indeed, an LV= branded
white-labelling arrangement with Embark, which will enable access to the new LV=
Smoothed Managed Investment Fund range using Embark's platform technology is
expected to be launched in the first half of 2023.

© AKG Financial Analytics Ltd
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Key Regulatory And Legislative Developments (continued)

Pensions Dashboard Progress

On 31 January 2022, the Department for Work and Pensions (DWP) published its
consultation, Pensions Dashboards: consultation on the draft Pensions Dashboards
Regulations 2022. A consultation that ran for six weeks, until 13 March.

This is viewed as a significant step towards the realisation of pensions dashboards, as the
DWP consultation sets out the draft regulations on the key duties for occupational pension
schemes to participate in pensions dashboards. The FCA also consulted on parallel
proposals for personal pension providers - see below.

The secondary legislation laid out in the DWP consultation introduces duties on
occupational schemes to connect into the pensions dashboards ecosystem, receive find
requests, undertake matching, register pension identifiers for any found pensions and to
return pension information in response to view requests.

The draft regulations also set out what the duties would be on dashboard providers, with
duties to present the pensions information that occupational schemes and DWP (for State
Pension information) would provide to dashboards as it is, without changing it and in
accordance with the Pensions Dashboards Programme (PDP) design standards.

In July 2021, PDP announced the recruitment of seven major pension organisations to its
initial Alpha test phase of pensions dashboards. A number of software providers, insurers
and third-party administrators were signed-up to work with the Programme and the
successful central digital architecture supplier in the key Develop and Test phase of the
programme.

The participating providers were listed as Aquila Heywood, Aviva, Capita, ITM, Legal and
General, Mercer and Phoenix Group. PDP stated that the seven volunteers represent a
potential combined provider coverage of over 30 million pensions, which will eventually
be accessible to consumers via dashboards.

For those wishing to keep abreast of further developments, the PDP publishes six-monthly
Progress Update Reports on its website.

The FCA also consulted on parallel proposals in its paper, CP22/3 Pensions dashboards:
proposed rules for pension providers. With feedback requested by 8 April 2022, the FCA
proposed new rules requiring FCA regulated pension providers to connect and supply
information about personal and stakeholder pensions to pensions dashboards.

Following this feedback, on 1 November 2022, the FCA set out final rules and guidance
requiring FCA regulated pension providers to provide and enable information about
personal and stakeholder pensions for pensions dashboards.

The final rules require that FCA regulated pension providers must:

*  Complete connection to the digital architecture operated by the Pensions Dashboard
Programme - which is a function of the Money and Pensions Service (MaPS)

*  Be ready to receive requests to find pensions, and search records for data matches

*  Be ready to return pensions information to the consumer’s chosen pensions dashboard

Firms must implement the final FCA rules by 31 August 2023, or if firms intend to use the
later implementation date transitional provision (by 31 October 2024) they must notify the
FCA by 30 April 2023.

© AKG Financial Analytics Ltd
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Key Regulatory And Legislative Developments (continued)

Late 2022 also saw the FCA begin to consult on the proposed regulatory framework for
commercial parties offering a pensions dashboard service. Subject to consultation outcome,
the regulator aims to open the authorisations gateway for these services in Summer 2023.

Pension providers of all shapes and sizes - including those with with profits holdings - will
need to comply with this framework and make the requisite information and valuations
available to dashboards.

From previous experience of technological development projects in the industry AKG
knows that those with older operating systems and technology might find this additionally
challenging. In this age of transparency and Consumer Duty obligations, it feels as though
there will be a moral obligation for pension providers to be more forthcoming. Associated
consideration around pensions business retention will also be highlighted if pensions
consolidation fires are further fuelled by the arrival of pensions dashboards.

Existing Book Thematic Review

As previously reported, this FCA review of closed book business practices in the life
insurance sector was concluded, generally, in December 2016, with the publication of final
FCA guidance on the subject, FG16/8 Fair treatment of long standing customers in the life
insurance sector. This was followed in September 2018 with the FCA announcement that
its four remaining investigations into specific firms had all been closed without action.

The ramifications for providers in the with profits sector continued, however, with several
firms undertaking detailed reviews of past business.

The FCA provided four overarching expected guidance outcomes for providers in order to
improve future behaviour in this sector and continues to monitor this behaviour:

* Outcome 1: The firm’s strategy and governance framework results in the fair treatment of
closed-book customers

* Outcome 2: The firm’s closed-book customers receive clear and timely communications
about policy features at regular intervals and at key points in the product life cycle to
enable them to make informed decisions

* Outcome 3: The firm gives adequate consideration to, and takes proper account of, fund
performance and policy values in a way that ensures it treats its closed-book customers
fairly and proportionately

* Outcome 4: The firm’s closed-book customers are able to move from products that are no
longer meeting their needs in a fair and reasonable manner

© AKG Financial Analytics Ltd

Page 12 31 December 2022



UK LIFE OFFICE
WITH PROFITS REPORTS

Introduction

Key Regulatory And Legislative Developments (continued)

With Profits Sector Review

In June 2017, the FCA announced that it had issued an information request to the majority
of with profits firms to help them carry out a multi-firm review of the sector. The
information request was designed to help the FCA identify the most appropriate areas to
focus on in the review that would follow.

In April 2019 the FCA published its paper on the Thematic Review of the fair treatment of
with-profits customers. Its final findings, as published, were:

“o Most firms we assessed are taking reasonable care to manage the risk of customer harm in their
with-profits business. Our findings for investment strategy and management and overall governance
underline this.

» We identified a widespread need for firms to do more to use their run-off plans (ROPs) fully as
intended and described in our rules and guidance. In particular, many firms were not keeping their
ROPs up to date and not using them as living documents in their day-to-day management of
with-profits funds.

* We found specific areas of poor practice that might lead to customer harm.

Namely:

- 