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CANADA LIFE LIMITED

Strategic report for the year ended 31 December 2020 '

Canada Life Limited (“the Company”) is a wholly-owned subsidiary of The Canada Life Group
(U.K.) Limited ("CLG") incorporated in England The Company is ultimately wholly owned by :
Great-West Lifeco Inc.

The Company's strategy is to be a leader in our chosen markets - payout annuities, group
insurance and wealth management.

.Business Review, Financial Performance and Key Performance Indicators

During an unprecedented year ensuing from the global coronavirus pandemic (Covid-19) the
company delivered a resilient performance against the backdrop of significant market disruption
and high degree of uncertainty and volatility in credit markets. The company acted swiftly to
minimise any disruption to operations by transferring to home-working for staff and ensuring
continuity for its customers and intermediaries. The impact of Covid-19 has been relatively
modest primarily due to its diversified business model and its high quality investment portfolio.

New business from pensions (mainly annuities) decreased by 8% to £877m (2019: £953m)
reflecting challenging trading conditions across the market. The sale of bulk annuities, where
the Company takes on the liability of a number of pensions in payment of a defined benefit
pension scheme, were slightly higher at £528m (2019: £437m) in a competitive pricing .
environment.

Group insurance held up well driven by strong schemé retention, with gross written premiums
increasing by 5% to £567m (2019: £540m). New group and individual life premiums were £55m,
up from £31m in 2019.

Claims experience has been slightly more favourable than in the prior year primarily as a result
of favourable morbidity experience on group protection business, with the adverse impact of
Covid-19 on mortality experience partially offset by more favourable annuitant longevity
experience. The impact of updating assumptions in the calculation of technical provnsnons had
a smaller positive impact compared to the prior year.

Investment experience was lower due to fall in property values and, mortgage and bond credit
rating downgrades in response to the Covid-19 pandemic, combined with lower new business
gains and a smaller earnings impact from basis changes, contributed to lower earnings.

Investment return was lower than the prior year, primarily due to lower unrealised gains from
unit linked assets where equity markets performed strongly in 2019. This was partially offset by
additional income from the transferred MGM. Advantage Life Limited assets and unrealised
gains across the bond portfolio due to falling gilt yields and corporate spreads. UK commercial
property values weakened further primarily due to the retail sector that has been under
continued pressure.

Profit for the .year is £149.2m (2019: £406.7m). Dividends received from subsidiary
undertakings in 2020 were £75.9m (2019: £204.6m).

Total assets and total liabilities including equity have increased by 19.8% to £35.1bn (2019:
£29.3bn) primarily due to the Part VI transfer of policies from MGM Advantage Life Limited and
. the in-year conversion of a block of policies to a reinsurance quota share arrangement.

In 2019 court approval was received to transfer the insurance business of MGM Advantage Life
~ Limited, a wholly-owned subsidiary of CLG, across to the Company. On 1 January 2020, the
scheme effective date, the Company completed the sale under Part VIl of the Financial
Services and Markets Act 2000. See note 33 for further details. :

.



'CANADA LIFE LIMITED
.Strategic report for the year ended 31 December 2020 (continued)

Business Review, Financial Performance and Key Performance Indicators {(continued)

This resulted in the transfer of £2.9bn of assets and £2.8bn of liabilities covering 32,000 policies
across both the linked and non-linked portions of the Statement of Financial Position.

Effective from 1 Abril 2020, the company reinsured a c£2.5bn block of CPA annuity business
under a 90% quota share treaty with CLACBB, an internal reinsurer. This replaces a longevity
swap which previously covered 50% of the longevity risk on this portfolio.

On 31 January 2020 the UK formally exited the European Union (“Brexit”) and entered into a
transition period which came to an end on 31 December 2020. Given the majority .of the
‘Company’s business is conducted domestically, the overali impact to date and any future
impact from Brexit (aside from any economic implications) is considered to be low.

Following the guidance issued by the European Insurance and Occupatlonal Pensions
Authority ("EIOPA”), a small number of Canada Life Limited policies, where the policyholder
was resident in Ireland and Germany when their policies were sold, needed to be transferred
to an EU registered affiliate. On 31 December 2020, the Company completed the sale under
Part VII of the Financial Services and Markets Act 2000 to Irish Life Assurance plc (a wholly-
owned subsidiary of CLL). This resulted in the transfer of £81m of assets and £77m of liabilities
and a loss of £4m in the Income Statement.

Included in the table below are the Key Performance Indicators used by the business.

: 2020 2019 .
Gross written premiums £m £m
Insurance products 1,543 1,513
Investment products*® 136 168
Investment assets
Investments held to meet 23,145 20,707
policyholder obligations
Investments for the benefit of 2,826 2,272
policyholders who bear the :
investment risk

) 2020 2019
Number of Policies/Lives
covered
Insurance products 3,350,000 3,315,000

*As per the requirements of FRS103 A2.20 the premiums relatmg to investment products are
recognised as a financial liability rather than as revenue.




CANADA LIFE LIMITED
Strategic report for the year ended 31 December 2020 (continued)

Outlook

The coronavirus pandemic (Covid-19) is an ohgoing event to which the Company-is exposed
and is well positioned to ensure that it can continue to operate effectively while ensuring the
safety and well-being of customers, employees and wider communities. The Company is
continuing to monitor the situation closely, including carrying out stress and scenario testing,
which includes both pandemic and economic shock scenarios to support decision making
during an uncertain period. )

Despite the uncertainty the company is actively pursuing its strategy and remains focussed to
protect and grow its core business, impiement an efficient operating model modernise its IT
infrastructure, and build its Wealth division. :

&

Company employees, respect for human rights and social matters

The People Strategy for the Company is to nurture a high-performance organisation,
united in purpose and committed to delivering for our customers. We do this by employing
great people, who work in an inspiring culture and are focused on delivery.

We seek to attract, retain, and reward colleagues who are passionate about our future and
contribute to the Company’s business success.

- The Company's workforce is employed by a service company within the wider Canada Life
group of companies.

The Company is an equal opportunities employer. The Equal Opportunities and Diversity at
Work Policy and Anti-Discrimination Policy sets out the Company’s aims to ensure that all
individuals are treated equally and fairly and decisions on recruitment, selection, training,

. promotion and every other aspect of employment are based solely on objective and job-related
criteria. It is the Company's policy to treat all employees and.job applicants fairly and equally
regardless of their sex, sexual orientation, gender reassignment, marital/civil partnership status,’
race, religion or belief, age or disability, pregnancy or maternity.

We believe that enhancing diversity, equality and inclusion will make the Compaoy stronger
and deliver superior results. We have made progress towards gender equality and inclusivity
and are committed to driving initiatives across all aspects.

This includes:
» How we attract the best candidates from all backgrounds for roles at all levels of our .
organisation. :
« How we develop and engage with our colleagues to give everyone the opportunity to
fulfil their potential.
+ How we create a flexible working culture which supports a diverse workforce.
« How we engage with and retain the people we need to drive future success.

We train and develop our employees to perform their roles to a high standard and to
encourage them to reach their potential. Internal and external training is offered to employees
on skills related to their current and possible future roles, this includes technical and softer
skills training. The trainee scheme offers financial subsidies and study leave to support
relevant professional qualifications, for example actuarial and accountancy bodies.
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Strategic report for the year ended 31 December 2020 (continued)
Company employees, respect for human rights and social matters (continued)

The Company'’s approach taken to remuneration is based on four guiding principles. We design
remuneration programmes, develop policies, and practices and make remuneration decisions
that support the Company’s objective of generating value for shareholders and policyholders
over the long term seeking to;
e Attract, retain and reward qualified and experienced employees who contribute to the
success of the Company;,
e Motivate employees to meet annual corporate divisional and mdnv;dual performance
goals,
« Promote the achievement of goals in a manner consistent with the Code of Conduct;
and
e Align with regulatory requirements and sound risk management practices.

Our Wellbeing policy demonstrates our duty of care in maintaining the positive health and

_ wellbeing of all our employees. It aims to establish a positive health and wellbeing culture that
educates, raises awareness and ensures effective processes are in place to enable
employees to feel empowered and positively flourish whilst at work. It encourages and
facilitates working practices and services which support the health and wellbeing of our
employees, reducing health risks and ensuring that individuals are appropriately supported
whilst at work. . .

In 2020 we ‘launched WeCare a 24/7 online GP, mental health support service, get fit
programme and more. It gives colleagues and thelr immediate family 24/7 access to experts,
all from the comfort of their own home.

Through the Covid-19 pandemic-we have maintained colleague engagement and support
services to ensure colleagues look after their physical, mental and emotional wellbeing.

In 2020 the Company conducted a number of formal and informal colleague surveys. This
included a global engagement survey, a culture diagnostic and check-ins on wellbeing and
attitudes during Covid-19. The Company takes all the feedback seriously and the Executive
team reviews it, identifying and actioning areas for improvement as well recognising the
strengths which are highlighted.

The Company has an Employee Consultation Forum which give the Company's workforce,
through their elected representatives, the opportunity to work collectively and collaboratively
with leaders to understand, support and influence proposals which may impact our workforce
and the wider business. They represent and communicate the views of colleagues, providing
feedback and consulting on key issues. It enables regular and effective consultation between
management and employees, where issues of mutual interest and concerns can be freely
discussed. Opinion and feedback is gathered and fed back to management to consider and
implement changes to improve the way we.work together.

Great-West Lifeco Inc., our parent company set a global Code of Conduct ‘Building Trust by.
Doing What's Right'. It requires all employees to act ethically and in accordance with our core
values. Each year every employee is required to complete a mandatory training module on the
Code and to acknowledge that they are in compliance with the Code.

The Company has a range of policies which ensure it promptly and thoroughly investigates any
reports of unlawful discrimination. Where the Company determines that unlawful discrimination
has occurred, it will take appropriate disciplinary action against those responsible. The
Harassment and Bullying at Work Policy states the Company’'s commitment to providing a
working environment for its entire staff that is comfortable and free from all forms of bullying
and harassment. .



CANADA LIFE LIMITED ,
Strategic report for the year ended 31 December 2020 (continued)
Company employe'es, respect for human'rights and social matters (continued)

The Company encourages employees to immediately report any such issues confidentially and,
if preferred, anonymously. It is committed to the implementation of these policies and to a
programme of action to ensure that they are fully effective.

Following the introduction of the Modern Slavery Act 2015, the Company first published its
Modern Slavery Act Statement in 2016. The statement sets out the steps that have been taken
to ensure the detection and prevention of modern slavery across the Company's operations
and supply chain.

The Company takes its social responsibilities seriously and supports and contributes to worthy
causes locally and nationally. To support this, the Company has developed a Policy that
governs the way that we help charities and has established a Community and Charity
Committee. The Committee meets regularly throughout the year to review charitable requests
received from both internal and external sources and to make decnsmns about which charities
to support.

During 2020, Canada Life in the UK supported three charities that were nominated by its
employees. Voluntary monthly salary donations are matched by Canada Life. Charitable
donations are made through its service company

In addition to supportlng the nominated charities, the Company made a number of donations to
registered Covid-19 charities where employees participated in charity challenge events over
the course of the year. Charity fundraising were also conducted throughout the year to raise
money for a variety of othér charities.

Anti-Corruption and Anti-bribery matters

The Company is committed to integrity and ethical behaviour in all its activities. High standards
of conduct are important in maintaining the trust and confidence of our customers,
shareholders, people with whom we do business and the communities in which- we live and
work. We are committed to maintaining the highest standards of ethics and do not tolerate any
form of Financial Crime. .

The Company has a Financial Crime Operating Po'licy which sets out the key requirements to.
ensure that areas where there is high risk of financial crime are identified and effective internal
controls and processes are in place to prevent these.

The Company has a number of standards in place to support the Financial Crime Operating
Policy, these include:

e Anti-corruption and Anti- bnbery standard - This standard sets out the Companys
approach against making or accepting bribes inducements, kick-backs, facilitation
payments or other improper payments and provides guidance of what activity
constitutes bribery and corruption. '

¢ Raising a Concern Policy — This Policy outlines the Company’s approach to support
employees in being able to raise concerns in a safe and constructive way.

To ensure that all employees are aware of the Policies a number of mandatory training
exercises are carried out each year. Colleagues pass a test at the end of each training session
to demonstrate an appropriate level of understanding of the requirements.



CANADA LIFE LIMITED

Strategic report for the year ended 31 December 2020 (continued)
Environmental matters

Sustainability risk is the risk of loss arising from the inability to maintain business operations .
and sustain the: Company’s growth due to negative externalities such as environmental

degradation, social risk issues and climate change. The Company ‘may experience direct or

indirect financial, operational or reputational impact stemming from these externalities.

The Company's business and financial condition may be adversely impacted if the Company
does not adequately prepare for or manage both physical and transition risks related to climate
change. Climate-related risks may also adversely affect invested assets, tenants, customers,
reinsurance counterparties-and suppliers, WhICh in turn may negatively impact the Company’s
operations and financial condition.

Physical risks are associated with direct and indirect damage from weather-related events or
environmental disasters. Climate-related events may negatively impact the Company's
insurance liabilities, the value of the Company's corporate and investment properties and their
ability to generate income, and business continuity. The Company may ‘experience direct or
indirect financial, operational or reputational impact stemming from environmental risk events.
For example, liability under environmental protection laws resulting from the Company’s
commercial mortgage loan portfolio and real estate investments may impact the Company's
financial strength and reduce its profitability.

Contamlnatlon of a property may- give rise to a lien on the property to secure recovery of the
costs of clean-up. Events such as these could |mpact the Company'’s financial strength and
decrease its profitability. .

_Physical risks can also manifest by.causing shifts in mortality and morbidity rates over the short
and long terms. The Company'’s results may be adversely affected if mortality and morbidity -
rates deviate from management’s assumptions.

Transition risks refer to reputational, market, regulatory, policy, legal and technology-related
risks that arise from the shift toward a lower-carbon economy: The Company’s exposure to
transition risk consists primarily of exposure to credit risks arising from its investment portfolio,
as industries adjust to legal and policy changes, changing business models and consumer
behaviour. Through-debt investments or supplier relationships, the Company may also become
subject to the negative impacts of transition risks on third parties. The Company’s financial
condition may be negatively impacted by costs associated with changes in environmental laws
and regulations and regulatory enforcement. Further, the Company’s reputation, financial
performance and- ability to generate business may suffer if the Company fails to meet
stakeholder expectations on environmental risk mitigation practices and carbon reporting.

The Company’s operations have a relatively limited impact on the environment. The main areas
of potential impact are in respect of its investment portfolio and the premises from where it
operates.

The Company has a strong belief that minimising its environmental footprint is the right thing to
do for the well-being of its stakeholders and its communities and has a long-standing
commitment to do so. It is committed to responsible environmental risk management in making
investment decisions and in managing its investment portfolio. Guidelines to support this
commitment are set out in the Investment Policy.

The primary objective of the environmental policy is to minimise the exposure of its investments
to risks associated with or arising from environmental issues.

The Company’s largest site in Potters Bar was 'returbished in 2020 to a standard that meets
sustainability good practice criteria set out by The Royal Institution of Chartered Surveyors.
Changes have been made to improve energy efficiency and reduce waste, making sure the



CANADA LIFE LIMITED
Strategic report for" the year ended 31 December 2020 (continued)
AEnvironmentaI matters (continued)

majority of physical waste is recycled. Significant thought has gone into creating an
environment that has a positive impact on the physical and mental health of the occupants, as
‘well as the local environment.

In addition, the Company locks for opportunities to reduce and improve its environmental -
impact in a number of areas. The head office has been refurbished with changes being made
to improve energy efficiency and looks to reduce waste by providing centralised recycling and
waste areas. A Cycle to Work scheme and a free of charge bus service is offered to employees
to encourage the use of greener modes of transport when travelling to and from the office.

Our parent Great-West Lifeco Inc conducted an environmental audit under a global
sustainability reporting programme, Carbon Disclosure Project (CDP). The CDP is a global
disclosure system that enables companies, cities, states and regions to measure and manage
their environmental impacts. As part of the CDP’s climate change programme, companies can
earn a position on the "A List” by disclosing high-quality data related to their carbon emissions
and the management of climate change related risks and opportunities.

The programme is designed to increase energy efficiency and reduce the environmental impact
of our operations. During the year, our parent earned an A rating from the project, putting us in
‘the top 5% of companies globally. This achievement reflects our commitment to sustainability
- across our operations around the world including Canada Life Limited.

Greenhouse gas emissions — Streamlined Energy Cafbon Reporting

Our emissions are calculated in line with the Greenhouse Gas Protocol using the 2018 emission
factors provided by The Department for Environment, Food and Rurai Affairs. The company’s
Scope 1, 2 and 3 emissions for the year to 31 December 2020 are set out in the table below.
Scope 1 emissions relate to the Company’s emissions from the combustion of fuel and
operating activities, Scope 2 emissions relate to the Company’s electricity usage and Scope 3
emissions relate to business travel including from rental or employee- owned vehicles. where
organisations are responsible for purchasing fuel.

In order to provide an intensity ratio for our emissions disclosure, we have calculated our
greenhouse gas emissions per employee. The number of employees used is the average
headcount of employees over the measurement period.

. Tonnes of CO2

Emissions from: i Current reporting year
_ 2020

Scope 1 — Combustion’ of fuel 448

and operation of facilities

Scope 2 — Purchased energy for | 2,064

own use -

Scope 3 — Business travel ' 12

Tonnes of COz per employee* 222

Energy Consumption (MWh) ) 11,282

* All staff contracts of employment with the Company are with a service company within the
group. The associated costs are recharged back to the Company where appropriate so, for
the purposes of this disclosure, we have used the CLFIS employee numbers for our
calculations. The average staff numbers for the reporting period were 1,138.



CANADA LIFE LIMITED

Strategic report for.the year ended 31 December 2020 (continued)
Principal risks, uncertainties and financial risk management objectives

As a life insurance company, our business is to take on and manage life insurance and its
associated risks effectively, in line with our business strategy. We manage these risks in
accordance with the Company s risk appetite.

The coronavirus pandemic (Covid- 19) is an ongoing event that increases the exposure to some
of the risks already identified in this section, but particularly market, mortality, credit and
operational risk. The pandemic has had modest impacts on these risks in the short term and
is expected to in the future.

. Management are constantly monitoring the situation and continue to take actions to mitigate
the operational risks and enable the Company to continue to conduct its business activities
effectively while ensuring the safety and well-being of customers, employees and wider
communities. .

The Company’s strong capital position, combined with-a high quality and well diversified
investment portfolio, means that it is able to withstand the financial impacts of credit
deterioration in credit markets. Stress and scenario testing shows we can withstand a range
of events including pandemics and significant economic uncertainty. Management is also
monitoring developments for any further deterioration. Further details are disclosed in Note 30. -

The Company is exposed to financial risk through its assets, liabilities, reinsurance assets and
policyholder liabilities. In particular, the key financial risk is that the proceeds from assets are
not sufficient to fund the obligations arising from policies as'they fall due. The most important
components of this financial risk are market risk (primarily interest rate risk and property risk),
credit risk and insurance risk. .The company is also exposed to arrange of risks from climate
risk. Further details are disclosed below.

The Company manages many of these risks through its asset liability management (ALM)
approach that has been developed to ensure that the assets are sufficient to meet the liabilities
arising from insurance contracts under a wide range of financial conditions. A separate portfollo
of assets is maintained for-each distinct category of liabilities.

The significant risks of the business are outlined below.
Interest rate risk

Interest rate risk is the potential loss or volatility of earnings or capital arising from the effect of
the volatility and uncertainty of future interest rates on asset cash flows relative to liability cash
flows and on surplus assets. This also includes changes in the amount and timing of cash flows
related to asset and liability ‘optionality including interest rate guarantees and book value
surrender benefits. Furthermore, by considering the impact on liabilities as well as assets, this
covers the impact of any ALM mismatching.

The Company manages interest rate risk by matching closely. the cash flows of the investment
portfolio and the policyholder liabilities. Assets of the appropriate quality and duration are
managed to maintain this matched position which is regularly monitored and reported to
management. The Company also holds capital to protect its financial position from adverse
interest rate movements. :



CANADA_ LIFE LIMITED

Strategic report for the year ended 31 December 2020 (continued)
Principal riské, uncertain'ties and financial risk management objectives (continued)
Property risk |

Property risk is considered as part of the wider category of Equity Risk, as such this is defined
as the potential loss or volatility of earnings or capital arising from an adverse change in of the
values of assets, liabilities, financial instruments and fee revenue to changes in the level or the
volatility of market prices of common shares or residential and commercial property, when
. those shares are considered to be held for the purposes of backing specified liabilities.

Property risk arises from the Company’s investment in properties, commercial mortgages,
equity release mortgages and finance leases that back the annwty portfolio. The key areas
where this risk could result in a loss are as follows:
» default or void periods on property tenancy agreements and mortgage repayments
resulting in.the reduction of the income stream; and

¢ adverse movements in property values.

The Company manages this risk by holding additional capital to protect itself from a significant
fall in" property values, close monitoring of its property exposures and careful selection of
properties and limiting exposure to properties in aggregate and by geography, industry and
type of property. Exposures are regularly monitored, reported and managed to ensure
compliance with the Company’s investment policy.

Credit risk

Credit risk is the risk of potential loss or volatility of earnings or capital arising from the inability
or unwillingness of a counterparty to meet its on-balance sheet and off- balance sheet
contractual obligations. Financial losses are attributed to:
e the default of that security in its financing ébligations;
o the downgrade of a security’s creditworthiness; and
» a change in the yield premium required by the market in respect of credit risk
on risky assets. .

Key areas where the Company is exposed to credit risk are:
s exposure to corporate bonds and privately placed bonds (as well as finance
leases and other financing arrangements); ‘
e exposure to mortgages;
e exposure to financial derivatives; and.
e exposure to the reinsurers’ share of insufance liabilities.

The Company’s investment policy sets limits on the Company's exposure (which are linked to
credit rating) to a single counterparty and geographical and industry segments. These
exposures are monitored and reported reguiarly to senior management in order to ensure
compliance with the Company's exposure limits. Regular reviews of counterparties are
performed in ordeér to identify the most appropriate opportunities for managlng the Company's
credit exposures more efficiently.

Reinsurance is used to manage insurance risk. The Company cedes insurance risk to
reinsurance counterparties in order to mitigate insurance risk. Reinsurance counterparty risk
represents the potential loss or volatility of earnings or capital arising from a reinsurance
counterparty failing to maintain its contractual obligations in relation to payments under the
reinsurance contract. The creditworthiness of reinsurers is considered when treaties are
entered into and monitored on an ongoing basis.

10
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Strategic report for the year ended 31 December 2020 (continued)
Principal risks, uncertainfies and financiél risk management objectives (continued)
Currency risk

Currency risk is the potential loss or volatility of earnings or capital arising from adverse
changes in the value of assets, liabilities and financial instruments to changes in the level orin
the volatility of currency exchange rates.

Currency risk arises principally from the Company’s investment in Irish Life, a Company that
conducts the majority of its operations in Euros. A devaluation of the Euro against Sterling that
is considered to be permanent could trigger an impairment of the carrying value of this
investment.

The Company holds a currency hedge in place for commercial reasons, this will mitigate the
impact of adverse currency fluctuations. Movements in the market value of these contracts are
taken through the income statement in the period they arise. ’

Insurance risk

Insurance risk is the risk of loss due to the inherent uncertainties as to the occurrence, amounts
and timing of insurance liabilities. Key areas where the Company is exposed to insurance risk
are: :

» mortality/longevity risk — The potential loss or volatility of earnings or capital arising
from an adverse change in the value of insurance liabilities, resulting from changes in
the level, trend, or volatility of mortality rates.

 morbidity risk — The potential loss or volatility of earnings or capital arising from an
adverse change in the value of insurance liabilities, resulting from changes in the level,
trend, or volatility of disability, health, critical illness and other sickness rates, where an
increase in the incidence rate or a decrease in the disability recovery rate leads to an
increase in the value of insurance liabilities.

« catastrophe risk - The potential loss or volatility of earnings or capital arising from
adverse change in the value of insurance liabilities, resulting from the significant
uncertainty of pricing and provisioning assumptions related to extreme or irregular
mortality or morbidity events.

The details bn other risks such as market risk, operational risk and conduct risk are discussed
in note 30.

The Company manages its insurance risks by including a margin in its priéing and reserving

bases, holding additional capita! for insurance risks and where appropriate, entering into
reinsurance arrangements to reduce the risks to an appropriate level.

M
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Strategic report for the yeariended 31 December 2020 (continued)
Principal risks, uncertainiies and financial risk management objectives (continued)
Climate chahge risk

Climate change has the potential to drive a wide range of risks to the company'’s business. The
impact of climate change will emerge over a long time horizon and the impact will depend upon
the speed, effectiveness and orderliness of the global transition to a low carbon economy. The
financial risks arise from climate change through two primary risk factors:

» Physical risks arising from the increased frequency and severlty of climate-related risks
such as heatwaves, floods, wildfires and storms.
e Transition risks arising from the process of adjustment: towards a lower-carbon
economy, which encompasses:
o Climate related changes in policy and regulation
o Shifting sentiment and societal preferences
o' Disruptive technology and business models

All of the above could impact the value of assets and create credit exposures as costs and

opportunities become apparent. The most significant impacts to Canada Life will be for assets
held within the investment portfolios. .

12



CANADA LIFE LUMITED .
Strategic report for the vyear ended 31 December 2020 (continued)

Section 172(1) Statement

The directors of the Company must act in the way they consider, in good faith, would be most
likely to promote the success of the company for the benefit of its members as a whole, and in
doing so have regard to (amongst other matters) those laid out in Section 172 of the Companies
Act 2006.

The Board is collectively responsible for the long-term success of the Company and its
subsidiaries. 1t sets Company values and culture and ensures that obligations to its
shareholder, customers and other stakeholders are understood and met.

The Company’s workforce is employed by a service company within the Group. The Company .
has an Employee Consultation Forum which meets regularly. The aim of the forum is to
represent the views of the workforce, communicate with management, provide feedback to the
workforce and consult with them on key issues. In 2020 The Company conducted a number of
formal and informal colleague surveys. This included a global engagement survey, a culture
diagnostic and check-ins on wellbeing and attitudes during Covid-19. The Company takes all
the feedback seriously and the Executive team review the feedback, identifying and actioning.
areas for improvement as well recognising the strengths which are highlighted.

The Company'’s customers are at the core of its business and at the forefront of its strategy
and service. The Company is committed to dealing with customers honestly and fairly. This is
embedded in the culture, values and Code of Business Conduct. Our vision is to help build
better futures and be a world class financial services provider. Putting customers at the heart
of everything we do and working in line with our values of people, excellence, integrity and
together.

The Company recognises that it has a varied customer base and different customers will
inevitably have different and specific needs. A great deal of time and effort is taken to fully
understand all our different customers, by reaching out through surveys and conducting market
research, so that we can deliver an excellent level of service.

The Company understands the importance of strong supervision and fosters open and
transparent relationships with both its UK and ‘overseas regulators. Proactive engagement
ensures we stay ahead of any new regulations and can react and implement changes efficiently
and effectively.

The Company makes every effort to ensure it works with suppliers in line with their Code of
Conduct and the supply chain is assessed with regard to the Modern Slavery Act 2015.
-Outsourcing arrangements and professional service contracts are governed by an Outsourcing
and Supplier Risk Operating Policy and Standard. As with customers, suppliers are treated
fairly with regular communication and timely financial payments. Vital suppliers are assigned a
relationship manager to maintain open dialogue and implement regular monitoring and
assessment to ensure the continued effectiveness of the arrangement.

The Company takes its charitable giving responsibilities seriously — both in the communities it
operates in and also at a national level to support important causes throughout the year.
Donations are carried out through the Group’s Service Company. During the year donations
were made through the workforce nominated charity scheme with further amounts being raised
through fundraising. In addition, the Company made several donations to Covid-19 related
charities and to foodbanks over the Christmas period. The Company also has a Sustainability
Group, which has launched a number of initiatives to help make Canada Life more
- environmentally friendly.

13



CANADA LIFE LIMITED
Strategic report for the year ended 31 December 2020 (continued)

Section 172(1) Statement (continued)

Climate Change is a rapidly evolving situation. The understanding of the risks, the strategies
that may be required to manage them, the national and international political responses, the
developments within our market space, and the developments of tools and techniques to
quantify and manage climate risk are all evolving rapidly, and this is expected to continue to
develop and change over the coming years.

Management have developed a strategic direction for the company’s response to managing
climate change risk. The approach is focused on continuing to build a strong foundation of
capability - to understand, measure and report against this risk, and to inform our ongoing
management of the risks to the business. This allows a strong continued focus on managing
any risk to the business or its customers from the investments we hold and any transition risks
associated with those. This also enables a robust position relative to compliance and disclosure
requirements, and to evolving customer needs. It maintains a position of good ‘optionality’ to
adapt the strategy in future as the regulatory and commercial landscape evolves.

The company follows the guidelines of the Streamlined Energy and Carbon Reporting, the
results of which are outlined elsewhere in this report. The company is considering the
requirements to provide an assessment of the disclosures in line with the four areas
recommended by The Task Force on Climate-Related Financial Disclosures (“TCFD") by 2023.
The Company is pleased to have won many prestigious awards within the financial services
industry over the year. This recognition demonstrates Canada Life's strengths within the market
and commitment to high standards of business conduct.

The Company is a subsidiary of CLG, the sole shareholder. Communications take place
regularly with both CLG and Great-West Lifeco Inc, the ultimate parent company.

Approved by the Board of Directors
and signed on behalf of the Board

) J VWB & Qi%n@\g @:éxéﬂ
D Harney K Abercromby M Campbell
Director

Canada Life Place, Potters Bar, Hertfordshire EN6 SBA

1 April 2021
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‘CANADA LIFE LIMITED

Directors’ report for the year ended 31 December 2020

The directors of the Company present their annual report and financial statements for the year
ended 31 December 2020.

1

Principal activity and future developments

~ The Company’s principal activity is the transaction of ordinary long-term life assurance

and this will continue to be the main activity for the foreseeable future.
Dividends

Interim dividends of £245.0m (2019: £246.6m) were proposed and paid during the year
(Note 27). No further dividends were proposed after the end of the year.

Directors -

The names of the persons who were directors durmg the year and up to the date of this
report are set out below.

K Abercromby

D Brown Resigned on 18 December 2020
M Campbell

S'Cronin

D Harney Appointed on 18 August 2020
A Jamal Resigned on 26 February 2020
P Mahon - ' ' : .

S McArthur . :

M Mcintyre Resigned on 20 May 2020

D Netherton .

S Vanaselja

A Watson Appointed on 1 July 2020

Political contributions
During the year the Company made no political donations (2019: £nil).
Charitable contributions

During the year the Company made no charitable donations (2019: £nil).

Directors’ indemnities

The Company has made third party indemnity provision for the benefit of the directors of
Irish Life Group Limited and lrish Life Assurance Plc. These have been in force
throughout the year and remain in force at the date of this report.

Financial Instruments

Details of financial instruments are mcluded in the Strateglc Report and form part of this
report by cross-reference.
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CANADA LIFE LIMITED

Directors’ report for the year ended 31 December 2020 (continued)

8

Auditor

Each of the persons who is a director at the date of abproval of this report confirms that:
(1) so far as the director is aware, there is no relevant audit information of which the
Company's auditor is unaware; and

(2) the director has taken all the steps that he/she ought to have taken as a director in
order to make himself/herself aware of any relevant audit information and to establish
that the Company'’s auditor is aware of that information.

This confirmation is given and should be mterpreted in accordance with the provisions of
s418 of the Companies Act 2006.

Deloitte LLP have indicated their willinghese to be reappointed for another term and
appropriate arrangements have been put in place for them to be deemed reappointed as
the auditor in the absence of an Annual General Meeting. . )

Corporate Governance
The Company has adopted the Wates Principles of Corporate Governance.

Purpose and Leadership

The Board has a well-developed purpose to ensure and promote the success of the
Company. Clearly defined corporate values are integrated across all functions and form
the basis of each area’s operating model, informing the expected behaviour and
practices of the organisational culture. Effective monitoring through a variety of
methods, including employee engagement surveys, ensures a healthy culture is
embedded throughout the organisation. The Board sets and promotes a collective
vision when developing its strategy to generate long-term sustainable value. The
Company has established a transparent code of conduct and has systems in place for
raising a concern which are regularly reviewed to maintain effectiveness in ensuring the
achievement of the Company’s long-term goals.

Board Composition

The Board is chaired by a nominated non -executive director who is responsible for
facilitating constructive discussion and ensures all directors have the appropriate
information and sufficient time to be able to perform effectively. Appointments to the

. Board promote a balance of expertise, diversity and objectivity and training is provided
. to enable directors to discharge their responsibilities with ample knowledge and skil.

The Board size and structure is appropriate to meet the strategic needs of the
organisation and consists of non-executive directors and the CEO enabling effective
decision-making.

Director Responsibilities

The Board have established a framework of corporate governance policies setting out
clear lines of accountability and responsibility to safeguard the long-term future of the
Company. A Conflict of Interest policy operates to identify and manage any conflicts
that may arise to avoid compromising objective decision-making. Fit and Proper and
Code of Conduct policies are in place to ensure persons act with due care and an
appropriate level of skill for their role and for the organisation as a whole. The Board
makes use of committees to help with matters relating to financial reporting, risk, audit
and remuneration while the responsibility for the final decision lies with the Board. A
robust system of controls operates to-enable the Board to rely on the integrity of the
information provided so they can monitor and challenge the performance of the
company, and make informed decisions. Controls are regularly reviewed and tested to
maintain their effectiveness and safeguard the integrity of operations.
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CANADA LIFE LIMITED
Directors’ report for the year ended 31 December 2020 (continued)

Opportunity and Risk

Enterprise Risk Management identifies potential events or emerging issues that may
affect the Company, manages risks to be within its risk appetite and provides
reasonable assurance regarding the achievement of organisational objectives. The
Board has oversight of all aspects of risk and accountability to stakeholders.
Responsibility is delegated to a Risk Committee to monitor and review processes
designed to determine the nature and extent of principal risks, the appropriate
response in line with the accepted level of risk and the internal and external
communication channels. Risk is embedded in every part of the organisation and
designated Business Unit Risk Officers are appointed in each area to ensure risk
management systems are operating effectively.

Remuneration

The Company have a Remuneration Operating Policy providing effective governance of
compensation (including the salary and bonus programmes and the Executive
Remuneration programme) and the management of risks associated with how it
remunerates its staff. The policy promotes the achievement of goals in a manner
consistent with the objectives of the Board of Directors, fair customer outcomes,
regulatory requirements, and the Company’s Code of conduct, vision and values, risk
culture and Risk Appetite Framework. Incentives are designed to attract and retain
competent, experienced and skilled people as an essential part of the business
strategy. Executive remuneration includes Long Term Incentives linked to the
Performance Share Unit Plan and Stock Option Plan to align with the long-term
sustainable success of the Company.

Stakeholder Relationships and Engagement

The Board has regard for all its stakeholders including its workforce, customers,
suppliers, regulators and the wider community and environment in which it operates.
Consideration is given to how company activities may impact both current and future
stakeholders including impacts on the environment. The strategic report provides more
detail on stakeholder engagement and initiatives that the Company has launched to
ensure a sustainable future for the Company, its stakeholders and the environment.

Approved by the Board of Directors
and signed on behalf of the Board

bty %«% e (G gl

D Harney K Abercromby M Campbell
Director
Canada Life Place, Potters Bar, Hertfordshire, EN6 5BA

1 April 2021
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CANADA LIFE LIMITED
Directors’ responsibilities statement

The directors are responsible for preparing the Strategic Report and the Directors’ Report and
the financial statements in accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year.
Under that law the directors have elected to prepare the financial statements in accordance
with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting
Standards and applicable law), including FRS 102 “The-Financial Reporting Standard
applicable in the UK and Republic of Ireland” and FRS 103 “Insurance Contracts”. Under
company law the directors must not approve the financial statements unless they are satisfied
that they give a true and fair view of the state of affairs of the company and of the profit or
loss of the company for that period. In preparing these financial statements, the directors are
required to:

e select suitable accounting policies and then apply them consistently;
e make judgements.and accounting estimates that are reasonable and prudent,
+ state whether applicable UK Accounting Standards have been followed, subject to
" any material departures disclosed and explained in the financial statements; and
* prepare the financial statements on the going concern basis unless it is inappropriate
to presume that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the Company's transactions and disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 2006. They are also responsible for safeguarding
the assets.of the Company and hence for taking reasonable steps for.the prevention and
detection of fraud and other irregularities. ‘

The directors are résponsible for the maintenance and integrity of the corporate and financial
information included on the Company's website. Legislation in the United Kingdom governing’
the preparation and dissemination of financial statements may differ from legislation in other
jurisdictions.
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CANADA LIFE LIMITED
Independent auditor’s report to the members of Canada Life Limited

Report on the audit of the financial statements

Opinion
: In our opinion the financial statements of Canada Life Limited (the ‘company’ or ‘CLL’):

e give a true and fair view of the state of the company's affalrs as at 31 December 2020 and
of its profit for the year then ended;

« have been properly prepared in accordance with Uni.ted Kingdom Generally Accepted
Accounting Practice, including Financial Reporting Standard 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland” and Financial Reporting Standard
103 “Insurance Contracts”’; and

* have been prepared in accordance with the requirements of the Compannes Act 2006.

We have audited the financial statements which comprise:

» the Income Statement; . r

« the Statement of Financial Position,

« the Statement of Changes in Equity; and :

« the related notes 1 to 34, excluding the capital disclosures in note 29 calculated in
accordance with the Solvency Il regime which are marked as unaudited. ,

*. The financial reporting framework that has been applied in their preparation is applicable law and
United Kingdom Accounting Standards, including Financial Reporting Standard 102 “The
Financial Reporting Standard applicable in the UK and Republic of Ireland” and Financial
Reporting Standard 103 “Insurance contracts” (United Kingdom Generally Accepted Accounting
Practice). .

Basis for opinion

We conducted our audit in accordance with International Standards on Audltlng (UK) (ISAs (UK))
and applicable law. Our responsibilities under those standards are further described in the
auditor’s responsibilities for the audit of the financial statements section of our report.

We are independent of the company in accordance with the ethical requirements that are relevant
to our audit of the financial statements in the UK, including the Financial Reporting Council’s (the
‘FRC’s’) Ethical Standard as applied to public interest entities, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. The non-audit services provided
to the company for the year are disclosed in note 9 to the financial statements. We confirm that
the non-audit services prohibited by the FRC’s Ethlcal Standard were not provided to the
company.

We believe that the audit evidence we have obtained is sufficient and approprlate to provide a’
basis for our opinion.
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CANADA LIFE. LIMITED

Independent auditor’s report to the members of Canada Life Limited
(continued)

Summary of our audit approach

Key audit matters
The key audit matters that we identified in the current year were:

» Valuation of equity release mortgages

Significant assumptions used for actuarial reserving

Complex modelling used in the valuation of insurance contract liabilities
Complex asset classification and valuation

Loan loss provisioning

Within this report key audit matters are identified as follows:

. Newly identified
@ Increased level of rlsk

@ Similar level of risk
@ Decreased level of risk

Materiality
The materiality that we used in the current year was £61.3m which was determined on the
basis of 3% of adjusted equny

Scopmg

Audit work to respond to the risks of matenal misstatement was performed dlrectly by the
audit team together with internal specialists mcludmg IT, Tax, Actuarial, Valuations, Pensmns,
Financial instruments, Real Estate and Credit Risk.

Significant changes in our approach
There are no significant changes in our approach in comparison to the prior audit except in
relation to:
o the |ntroduct|on of the new key audit matter on valuation of equity release mortgages;
and
« . the removal of the key audit matter on the appropriateness of the Coronavirus post
balance sheet event disclosure, as this disclosure is not required in the current'year.
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CANADA LIFE LIMITED

+

Independent auditor’s report to the members of Canada Life Limited
(continued)

Conclusions relating to going concern
In auditing the financial statements, we have concluded that the directors’ use of the going
concern basis of accounting in the preparation of the financial statements is appropriate.

Our evaluation of the directors’ assessment of the company’s ability to continue to adopt the
-going concern basis of accounting included:

e Evaluating management’'s method to assess the company's ability to continue as a
going concern, and determining if the method selected is appropriate in the context of
the applicable financial reporting framework and our understanding of the entity;

» Challenging the reasonableness of the 5-year earnings forecasts by evaluating the
historical accuracy of forecasts prepared by management, and evaluating against our
understanding of the nature of the company, its business model and related risks

- including where relevant the impact of climate change, Brexit and COVID-19, the
requirements of the applicable financial reporting framework and the systems of
internal control,

e Evaluating the company'’s current year performance mcludmg ongoing liquidity and
solvency monitoring; and

e Assessing the reverse stress tests and pandemic scenario analysis performed by
management.

Based on the work we have performed, we have not identified any material uncertainties -
relating to events or conditions that, individually or collectively, may cast significant doubt on
. the-company’s ability to continue as a going concern for a period of at least twelve months
from when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are
described in the relevant sections of this report o

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most

. significance in our audit of the financial statements of the current period and include the most
significant assessed risks of material misstatement (whether or not due to fraud) that we
identified. These matters included those which had the greatest effect on: the overall audit
strategy, the allocation of resources in the audit, and directing the efforts of the engagement
team.

These matters were addressed in the context of our audit of the financial statements as a

whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters. .
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CANADA LIFE LIMITED

Independent auditor’s report to the members of Canada Life Limited
(continued) .

Valuation of equity release mortgages .

Key audit matter description _

The financial assets held by the company described in Note 11 Investments include a
portfolio of equity release mortgages (“ERMs"). As at 31 December 2020, the ERMs
amounted to £724.7m (2019: £49.1m). As at 1 January 2020, all ERMs from MGM Advantage
Life Limited, a fellow subsidiary of The Canada Life Group (U.K.) Limited, transferred to the
company following the court approval of the Part VIi transfer. As described in Note 3.F
Principal accounting policies: Financial Instruments, the company classifies alll ERMs at fair
value through profit and loss as required by International Accounting Standards 39 “Financial
Instruments: Recognition and Measurement”.

The fair value of the ERMs is calculated by discounting future cash flows using a risk-free rate
plus a spread. The cash flow analysis considers a number of assumptions as detailed in Note
30 Risk management objectives and policies for mitigating risks, which include the valuation
interest rate, house price inflation and house price volatility assumptions. In addition, there is
a no-negative equity guarantee embedded in the loan product, which |s stochastically
modelled.

Through our risk assessment procedures considerihg the level of judgement and complexity
and sensitivity of the assumptions to the fair value of the ERMs, we pinpoint our key audit
matter to the following assumptions: -

e Valuation interest rate; and
* House pricing inflation

A change in these assumptions can have a significant impact on the valuation of the ERMs. A
sensitivity analysis of the change in these assumptions on the fair valuation of the ERMs
portfolio is provided in Note 30 Risk management objectives and policies for mitigating risks.

Further to these assumptions used to value the ERMs, there is complexity in the modelling
used. Management uses a discounted cash flow model that uses multiple data inputs (such
as property valuations and policyholder data) and assumptions as described. We have
therefore also identified the risk that the ERM model is not functioning as intended as a key
audit matter.

Due to the judgement. mvolved in setting the assumptions and the complexity of the valuation
model we have identified this key audit matter as an area of potential fraud.
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CANADA LIFE LIMITED

Independent auditor's report to the members of Canada Life Limited
(continued)

How the scope of our audit responded to the key audit matter
In respect of the valuation of ERMs, working with our actuarial specialists, we performed the
following procedures: .

e We obtained an understanding of the relevant controls over the valuation process,
including the company’s review and approval of the key judgements and assumptlons
used to value the ERMs;

.« We inspected management’s basis papers and challenged the assumptions applied,
in particular the valuation interest rate and house pricing inflation assumptions, by
comparison with those used by peers and in industry studies, and benchmarked
these to industry data including Land Registry indices, and using our real estate
specialists where appropriate;

+ To assess the model used to value ERMs is functlonlng as intended, we recalculated
the fair value of a sample of ERM policies using our mdependent ERM valuation
model; and

e We assessed the fair value level 3 methodology used to value ERMs agalnst IAS 39
“Fmanmal Instruments: Recognition and Measurement.” ‘

Key observations

Based on the work performed and the evidence obtained, we consider the valuation of ERMs
- to be reasonable.
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CANADA LIFE LIMITED

Independent auditor’s report to the members of Canada Life Limited
(continued)

Significant assumptions used for actuarial reserving @

Key audit matter description

The assumptions for annuitant mortality (both base mortality assumptions and mortallty
improvements) are fundamental in ensuring that appropriate insurance contract liabilities are
held for this business. The technical provisions balance as at 31 December 2020 amounted to
£21,634m (2019: £19,195m) and is detailed in Note 15 Technical Provisions to the financial
statements.

Significant assumptions used for actuarial reserving require a high degree of judgement due
to the number of factors which may influence mortality experience. We have therefore
identified the significant assumptions used for actuarial reserving as a key audit matter. The
differing factors which affect the assumptions are underlying mortality experience, industry
and management views on the future rate of mortality improvements and external factors
arising from developments in the annuity market. An example of this is the updated
Continuous Mortality Investigation Tables ("CMI") that have been adopted by the company in
2020 as detailed in Note 29 Supplementary information in respect of Financial Reporting
Standard 103 Insurance contracts and Note 4.B. Critical accounting Judgements and
estimation uncertainty.

The assumptions used for actuarial reserving are derived for each block of business on the
basis of past experience, adjusted for a best estimate of how experience may develop in the.
future, for example, for expected future mortality improvements. Given thejudgement inherent
in the assumption-setting process, this is an area susceptible to fraud.

How the scope of our audit responded to the key audit matter
In respect of significant assumptions used for actuarial reserving, working with our actuarial
specialists, we performed the following procedures:

» We obtained an understanding of the controls over the assumption-setting process;.

¢ We substantively tested (including recalculation) a sample of in-year experience
studies relating to the significant assumptions identified above. This included testing
the data and calculations used in the experience study, assessing the appropriateness
of the expérience study methodology for each sample selected, and assessing the
resulting conclusions with respect to the revised assumptions;

e Where the timing and amount of an assumption change, or a decision not to make a
change required significant management judgement, we examined on a sample basis
the supporting documentation to validate the reasonableness of the assumption
¢hange, including consideration of possible management bias;

» Where externally available models or data are used in the assumption setting-process,
we assessed, on a sample basis, management’s use of. this information-in the
assumption setting process and its relevance,

« Where appropriate, we compared the assumptions selected by management to those
used by peer companies i.e. those with significant exposure to similar risks; and

e We challenged the appropriateness of holding short-term COVID-19 reserve
adjustments versus making adjustments to the long term assumptions. .

Key observations

Based on the work performed and the evidence obtained, we consider the significant
assumptions used for actuarial reserving to be reasonable.
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CANADA LIFE LIMITED

Independent auditor’'s report to the members of Canada Life Limited
(continued)

Complex modelling used in the valuation of insurance contract liabilities @

Key audit matter description

The modelling used in the reserving process is inherently complex with a number of inputs
(policyholder data, economic data and assumptions) together with model changes made.during
the year, which gives rise to a risk that the particular model is not functioning as intended. The
method used in determining insurance contract liabilities involves projecting future annuity
payments and maintenance costs and discounting these cash flows, making allowance for
expected future investment returns. This complex discounted cash flow modelling is carried out
using actuarial modelling software. The valuation models used by management vary in
complexity, and certain models, including certain annuity blocks and group health claims,
represent a heightened risk of material misstatement. The total insurance contract liability
balance as at 31 December 2020 amounted to £21,634m (2019: £19,195m) and is detailed in
Note 15 Technical Provisions to the financial statements. » .

Given the complexity of the modelling used we identify this as a key audit matter to reflect the
focus by the audit team in this area. .

"How the scope of our audit responded to the key audit matter
In respect of modelling used for the insurance contract liabilities, working wnth our actuaria)
specialists, we performed the following procedures:
e We obtained an understanding of the controls in relation to.the complex models and
in particular the model change process,
 We assessed the reasonableness of reserve movements following sngnlﬁcant
valuation model changes; and
* We replicated the insurance contract liabilities on a sample basis for significant risk
" annuity blocks and group health claims, to verify that the models used for insurance
contract liabilities were appropriate to within an acceptable tolerance threshold. The
model replication procedures included the following:
. o Agreeing the valuation data in the model to the underlying policyholder data
including policy details and reinsurance details;
o~ Assessing whether the assumptions used in the models are appropriate;
.o Testing the model set-up to assess whether the model is appropriately
valuing the significant features of.policies sampled in accordance with
Canadian Standards of Practice / Solvency Il guidance; and
o Independently valuing a sample of insurance contract liabilities at a policy
level.
» We assessed the reasonableness of the changes to the model for lines of business
nct subject to replication procedures.

Key observations

Based on the work performed and the evidence obtalned we consuder the complex modelling
used in the valuation of insurance contract liabilities to be appropriate.
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CANADA LIFE LIMITED

Independent auditor’s report to the members of Canada Life Limited
(continued) '

Complex asset classification and valuation @

Key audit matter description

The financial assets of the company enable it to support its insurance contract liabilities and
meet regulatory capital requirements, as well as provide returns on shareholder assets (the
assets available for distribution to shareholders after taking account of policyholder liabilities,
including associated guarantees, options and bonuses). -

The majority of the company’s financial assets are valued by.reference to prices on active
markets. However, some are priced by reference to unobservable data and internal valuation
models as detailed in Note 11 Investments and Note 4.B. Critical accounting judgements and
estimation uncertainty. The total portfolio of these financial assets amounted to £523m at the
year ended 31 December 2020 (2019: £469m).

Additionally, management are required by FRS 102 to consider the design of these complex
arrangements and determine whether they should be classified as new financial leases or
financial instruments. This classification also affects the valuation methodology: if classified
as financial leases, they are accounted for at amortised cost and if classified as financial
instruments, they are accounted for at fair value:

Given the subjectivity involved in the classification of these financial assets due to the design
of these complex arrangements, coupled with the unobservable inputs (for example
management'’s spread adjustments) and valuation methodology used in the internal valuation
. models, we identified a key audit matter in relation to the valuation of these complex assets
and the classification of newly acquired assets of this nature in the year.

How the scope of our audit responded to the key audit matter
In respect of the classification of newly acquired financial assets as either finance leases or .
financial mstruments we performed the following procedures

"« We obtained an understandlng of controls in place when determining the classification
- of these financial assets; :
» We inspected the underlying contracts of the financial asséts so as to establish the
nature of the transaction.and considered whether the classification is in line with
Financial Reporting Standard 102; and
e We benchmarked the accounting treatment of such asset investments to market
practice.

For the valuation of complex investments:

* We obtained an understanding of controls in place to monitor the valuation process;

e We assessed both the methodology and assumptions used by management in the
calculation of the year end values with assistance from our internal financial instrument
specialists;

+ We determined an independent valuation for a sample of assets and assessed the
results against management’'s value, understanding the reasons for significant
differences; and

e We agreed the non-market observable inputs to calculations or supporting documents

: and considered whether they were in line with our expectations with assistance from
our fnancral instrument specialists.

Key observatlons

Based on the work performed and the evidenced obtained, we found the classification of
newly acquired assets and the valuation of complex assets in the financial statements to be
appropriate. .
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: Independent auditor’s report to the members of Canada Llfe L|m|ted
(continued)

Loan loss provisioning @

Key audit matter description

We have identified a key audit matter relating to the valuation of the company’s mortgage loan
portfolio that is not held at fair value. The mortgage loans are valued .at amortised cost using
the effective interest rate method, and subsequently reviewed for impairment whenever events
or circumstances indicate that the carrying amount may not be recoverable. The total portfolio
" of mortgage loans amounted to £2,481.6m (2019: £2,497.9m) at the year ended 31 December
2020.

Loan loss provisioning and the use. of illiquid assets is a complex and judgemental area and is
subject to increased regulatory scrutiny. A subset of the company’s ‘mortgage instruments.
represent a higher credit risk given the exposure of the mortgage loan portfolio to those sectors
most impacted by COVID-19. This includes the retail and hospitality sectors which remain under

- significant pressure with a number of retailers entering administration in 2020. As a result, there
is risk that the company does not recognise an impairment provision on these loans when
required by Financial Reporting Standard 102 “The Financial Reporting Standard applicable in
the UK and Republic of Ireland” and International Accounting Standards 39 “Financial
Instruments: Recognition and Measurement”, in light of the criteria being subject to
interpretation. The total provision amounted to £35.6m (2019: £29.8m) at the year ended 31
December 2020. Whilst this amount is immaterial, there is a significant risk of understatement
around the provision recognised. Given the judgement inherent in'the provisioning process, this
is an area susceptible to fraud.

Further details are included within Note 11 and Note 4.B. to the financial statements.

How the scope of our audit responded to the key audit matter
In respect of loan loss provisioning, we performed the following audit procedures:

e We obtained an understanding of and tested relevant controls that mitigate the risk
over the valuation of investments not held at fair vaiue;

+ We engaged with our real estate specialists to review the objectivity, professional
qualifications, experience, resources and valuation approach adopted by valuers to
value the impaired loans of interest;

e ~ We challenged the methodology used in the assessment of credit risk W|th|n the
investment portfolios that are held at amortised cost against best practice in the wider
financial services market with assistance from our credit risk specialists,;

» We traced a sample of interest payments to bank during the year to test for default or
delays in interest payments; and

e We challengéd management on loans of interest where indicators could pomt to

 borrower financial difficulty, obtaining evndence to assess whether the posmon taken
by management is reasonable.

Key observations N

Based on the work performed and the evidenced obtained, we did not note any additional
indicators of impairment within the loan portfolios and therefore deem the amount held as a
prowsuon against the mortgage portfolio to. be reasonable. .
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Independent auditor’s report to the members of Canada Life Limited
(continued)

Our application of materiality

We define materiality as the magnitude of misstatement in the financial statements that makes
~ it probable that the economic decisions of a reasonably knowledgeable person would be
changed or influenced. We use materiality both in planning the scope of our audit work and in
evaluating the results of our work.

Based on our professional judgement, we determined materiality for the financial statements
as a whole as follows: .

Materiality
£61.3m (2019: £61.8m)

Basis for determining materlallty

We determined materiality based on 3% (2019 3%) of CLL's adjusted year-end equity. Equuty
is adjusted to exclude part of the investment in subsidiary balance as denoted in Note 11 to the .
financial statements which does not relate to the company’s regulated insurance business.

Rationale for the benchmark applled

We consider shareholder’s equity to be the most appropnate benchmark as it represents the
_remaining interest that can be given to the shareholder after policyholder assets and
corresponding liabilities have been accounted for.

Adjusted Eqity b Materiafity£61.3m
208481

B ATjUStEd-EQUIt]

~. Audit Cormmittes
feporting thiesfiold

w Materiality

Performance materiality

We set performance materiality. at a level lower than materiality to reduce the probability that,

in aggregate, uncorrected and undetected misstatements exceed the materiality for the

financial statements as a whole. Performance materiality was set at 70% of materiality for the

2020 audit (2019: 70%). In determining performance materiality, we considered the following:

factors: .

"~ o We have audited the company for a number of years and so have knowledge of both
the company and the environment it operates in;

e Our ability to rely on controls over a number of significant business processes;

e Our past experience of the audit, which has indicated a low number of corrected and
uncorrected misstatements identified in prior periods; :

» Misstatements noted in prior periods have not resulted in us having to amend our
controls reliance approach and there is a low likelihood they will occur in the current
period; and . .

e Our assessment of the impact of COVID-19 on the company and the envuronment it
operates in, and that we have not identified an increase in anticipated misstatements.

28



CANADA LIFE LIMITED

Independent auditor’s report to the members of Canada Life Limited
(contmued)

Error reporting threshold

‘We agreed with the audit committee that we would report to the Committee all audit

differences in excess of £3.1m (2019: £3.1m), as well as differences below that threshold
that, in our view, warranted reporting on qualitative grounds. We also report to the audit
committee on disclosure matters that we identified when assessing the overall presentation of
the financial statements.

An overview of the scope of our audit

The scope of our audit was determined by obtaining an understandlng of the company and its’
environment, including internal controls, and assessing the risks of material misstatement at
the company level.

The company operates from three principal locations: the head office in Potters Bar; the
investments front office in London and the group business office in Bristol, although for the
majority of 2020, operations have primarily been performed remotely. Under the direct
stewardship of the company’s lead audit engagement partner, the audit team performed a full-

- scope audit of the company’s entire operations encompassing the three business locations

but performed remotely. These three business locations represent 100% of the company’s
revenue (2019: 100%), 100% of profit before tax (2019: 100%) and 100% of net assets (2019:
100%) .

Asat1 January 2020, MGM Advantage Life Limited (‘MGMA”), a fellow subsidiary of The

~

Canada Life Group (U.K.) Limited, transferred the insurance assets and liabilities to the
company following a PRA court approval of the Part VIl transfer. The insurance assets and
liabilities of MGMA (now Canada Life Platform Limited) are included in the financial-results of

_ the company for the 31 December 2020 increasing the extent of testing and scope. This has

resulted in the new key audit matter concerning the significant risk for the valuatlon of equnty
release mortgages. .

" Audit work to respond to the risks of material misstatement was performed directly by the

audit team together with internal specialists including IT, Tax, Actuarial, Valuations, Pensions,
Financial instruments, Real Estate and Credit Risk.

Other information

The other information comprises the information mcluded in the annual report other than the
financial statements and our auditor’s report thereon. The directors are respon5|ble for the
other information contained in the annual report

Our opinion on the financial statements does not cover the other information and, except to

* the extent otherwise explicitly stated in our report, we do not express any form of assurance

conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other

- information is materially inconsistent with the financial statements or our knowledge obtalned

in the course of the audit, or otherw1se appears to be materially misstated.

If we identify such material inconsistencies or. apparent material misstatements, we are
required to determine whether this gives rise to a material misstatement in the financial
statements themselves. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.
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Independent auditor’'s report to the members of Canada Life Limited
(continued) '

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement the directors are
responsible for the preparation of the financial statements and for being satisfied that they
give a true and fair view, and for such internal control as the directors determine is necessary
to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the
company's ability to continue ds a going concern, disclosing as applicable, matters related to -
going concern and using the going concern basis of accounting unless the directors either
intend to liquidate the company or.to cease operations, or have no realistic alternative but to
do so. '

Audltor s responsibilities for the audit of the financial statements
Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
. auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect
a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.
A further description of our responsibilities for the audit of the financial statements is located’
on the FRC’s website at: www.frc.org.uk/auditorsresponsibilities. This description forms part
of our auditor’s report.

Extent to which the audit was considered capable of detecting irregularities, including

- fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulatlons We
design procedures in line with our responsibilities, outlined above, to detect material

- misstatements in respect of irregularities, including fraud. The extent to which our procedures
are capable of detecting irregularities, including fraud is detailed below.

Ident}'fying and assessing potential risks related to irregularities
in identifying and assessing risks of material misstatement in respect of irregularities,
including fraud and non-compliance with laws and regulations, we considered the following:

« the nature of the industry and sector, control environment and business performance
including the design of the company’s remuneration policies, key drivers for directors
remuneration, bonus levels and performance targets;

e results of our enquiries of management, internal audit and the audit committee about
their own identification and assessment of the risks of irregularities;

e any matters we identified having obtained and reviewed the company’s
documentation of their policies and procedures relating to:

o identifying, evaluating and complying with laws and regulations and whether they
were aware of any instances of non-compliance;

o detecting and responding to the risks of fraud and whether they have knowledge
of any actual, suspected or alleged fraud;

o the internal controls established to mitigate risks of fraud or non-compliance with
laws and regulations;

« the matters discussed among the audlt engagement team and involving relevant
internal specialists, including IT, Tax, Actuarial, Valuations, Pensions, Financial

. Instruments, real estate and credit risk specialists regarding. how and where fraud
~ might occur in the financiat statements and any potential indicators of fraud.
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Independent auditor’s report to the members of Canada Life Limited
(continued)

Identifying and assessing potential risks related to irregularities (continued)

As a result of these procedures, we considered the opportunities and incentives that may
exist within the organisation for fraud and identified the greatest potential for fraud in the

" areas of significant assumptions used for actuarial reserving, loan loss provisioning and the
valuation of equity release mortgages. In common with all audits under ISAs (UK), we are

~also required to perform specific procedures to respond to the risk of management override.

We also obtained an understanding of the legal and regulatory frameworks that the company
operates in, focusing on provisions of those laws and regulations that had a direct effect on
the determination of material amounts and disclosures in the financial statements. The key
laws and regulations we considered in this context included those imposed by the Financial
Conduct Authority (FCA), the Prudential Regulation Authority (PRA), the UK Companies Act
(2006), pensions legislation and relevant tax legislation.

In addition, we considered provisions of other laws and regulations that do not have a direct
effect on the financial statements but compliance with which may be fundamental to the
company’s ability to operate or to avoid a material penalty. This included the company’s
regulatory solvency requirements. '

Audit response to risks identified : .
As a result of performing the above, we identified significant assumptlons used for actuarial
reserving, loan loss provisioning and the valuation of equity release mortgages as key audit
matters related to the potential risk of fraud. The key audit matters section of our report
explains the matters in more detail and also describes the specific procedures we performed
in response to those key audit matters.

In addition to the above, our procedures to respond to risks identified included the following:

e reviewing the financial statement disclosures and testing to supporting documentation
to assess compliance with provisions of relevant laws and regulations described as
having a direct effect on the financial statements;

s enquiring of management, the audit committee and external legal counsel concerning

-actual and potential litigation and claims;

» performing analytical procedures to identify any unusual or unexpected relatlonshlps
that may indicate risks of material misstatement due to fraud;

+ reading minutes of meetings of those charged with governance, reviewing internal audit -
reports and reviewing correspondence with the FCA and the PRA, and

e in addressing the risk of fraud through management override of controls, testmg the
appropriateness of journal éntries and other adjustments; assessing whether the
judgements -made in making accounting eéstimates are indicative of a potential bias,
and evaluating the business rationale of any significant transactions that are unusual
or outside the normal course of business.

We also communicated relevant identified laws and regulations and potential fraud risks to all
engagement team members including internal specialists and remained alert to any indications
of fraud or non-compliance with laws and regulations throughout the audit.

Opinions on other matters prescribed by the Cdmpanies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

» the information given in the strategic report and the directors’ report for the financial
year for which the financial statements are prepared |s consistent with the financial
statements; and »

¢ the strategic report and the directors’ report have been prepared in accordance with
applicable legal requirements. .
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Independent auditor’s report to the members of Canada Life Limited
(continued)

Opinions on other matters prescribed by the Companies Act 2006 (continued)

In the light of the knowledge and understanding of the company and its environment obtained
in the course of the audit, we have not identified any material misstatements in the strategic
report or the directors’ report.

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records
Under the Companies Act 2006 we are required to report to you if, in our opinion:
e we have not received all the information and explanations we require for our audit; or
e adequate accounting records have not been kept, or returns adequate for our audit
have not been received from branches not visited by us; or
o the financial statements are not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters.

Directors’ remuneration -
Under the Companies Act 2006 we are also required to report if in our opinion certain
disclosures of directors’ remuneration have not been made.

We have nothing to report in respect of this matter.
Other matters which we are required to address

Auditor tenure

Following the recommendation of the audit committee, we were appointed by the company at
its annual general meeting in July 2004 to audit the financial statements for the year ending
31 December 2004 and subsequent financial periods. Following a competitive tender process,
we were reappointed as auditor of the company for the year ended 31 December 2017 and
subsequent financial periods. The period of total uninterrupted engagement including
previous renewals and reappointments of the firm is 17 years, covering the years ended 31
December 2004 to 31 December 2020.

Consistency of the audit report with the additional report to the audit committee
Our audit opinion is consistent with the additional report to the audit committee we are
required to provide in accordance with ISAs (UK).

Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter
3 of Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we
might state to the company’s members those matters we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the company and the company’s
members as a body, for our audit work, for this report, or for the opinions we have formed.

frgA

Andrew Holland, FCA (Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

London

1 April 2021
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CANADA LIFE LIMITED

Income Statement

Technical account - long-term business
for the year ended 31 December 2020

Earned premilims, net of reinsurance
Gross premiums written
Outward reinsurance premiums

Net Investment return
Other technical income

Amortisation of value in force of
acquired business

Claims incurred, net of reinsurance
Gross amount

Reinsurers' share

Change in provision for claims
outstanding

Net claims incurred

Changes in technical provisions -
Long-term business prowsmn net of-
reinsurance
Gross amount

_Reinsurers' share

Technical provisions for linked
liabilities net of reinsurance

Net changes in technical provisions

Net operating expenses

Interest (payable)/receivable
Investment expenses and charges
Tax attributable to the long-term
business

Transfer to the fund for future
appropriations

Balance on the technical account
term business

NAc.>tes

© 10

long-

2019

£fm

1,512.8
(649.1)

(2,469.7) .
936.1

13.1

(325.8)

(256.7)
(582.5)

(100.8)

2020
£m £m
5 1,543.2
5 (3,065.8)
(1,522.6)
6 - 1,356.4
7 ' 20.2
34 438
(1,934.9)
979.6
10.5 :
(965.8)
8 (761.1)
18 2,158.0
1,396.9 -
- 8. 56.1
1,340.8
9 o (157.7)
. (1.0
(24.9)
24.2
74.4

£m

863.7
1,657.7

31.3

(1,520.5)"

(683.3)

(166.2)
9.5
(20.3)

(32.3)

36.0 -

» 175.6
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CANADA LIFE LIMITED

Income Statement
Non-technical account
for the year ended 31 December 2020 -

2020 2018

Notes £m - - £m
Balancé on the technical aCC‘C;L'JI'.\'[ -
- Long-term business ) _ : 74.4 . 17586
Tax attributable to balance on technical account : ]
- Long-term business ‘ ' 10 174 41.2
Shareholders’ pre-tax profit from long-term business . 91.8 216.8
Investment income ’ 6 . 93.1 2276
Unrealised (losses)/gains on investments ‘ 6 (8.1) 15.8
Realised gains on investments . ' 6 6.0 ' 3.9
Interest payable and similar charges - . (14.4) . (15.1)
Operating profit on ordinary activities Eefore tax ‘ - 1684 - 449.0
Tax charge on profit on ordinary activities - . - 10 (19.2) -+ (42.3) '
Profit for financia§ yeai‘ attributable to shareholders | 149.2 406.7

All amounts dérive from continuing operations.
The notes on pages 36 to 100 form an integral part of these financial statemehts.
The Company has not recognised gains or losses other than those included in the income

statement above for the current or the preceding year and consequently no separate statement
of other comprehensive income is presented.
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- Statement of Financial Position
. at 31 December 2020

2020 2019

Notes ' £m £m
Investment.s . )
Land and buildings - : 1M 1,487.8 1,586.2
Other financial investments 11 21,6571 19,1205
Investments in group undertakings and participating :
interests . 11, 32 1,453.3 . 1,4533
Assets held to cover linked liabilities ' 14 28258 = 22716
Reinsurers’ share of technical provisions . :
Long-term business provisions . ) _ 6,774.9 4,082.8

‘ Debtors : .

- Debtors arising out of direct insurance operations ' . 82.6 73.6
Other debtors - ' 12 279.4 238.5
Other assets : . .

Cash at bank and in hand o . 204.9 233.2
Assets under construction 13 34.9 6.5
Derivative ﬁnancial\instruments ’ : 30 ' 85 . 16.0
Deferred taxation : ' 19 18.6 -
Prepayments and accrued income

Accrued interest and rent ' 2091 179.7
Deferred acquisition costs 336 40.1
Other prepayments and accrued income 19.5 16.7

Total assets ' ' _ 35,090.0 29,3187
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CANADA LIFE LIMITED

Statement of Financial Position
at 31 December 2020 (continued)

Capital and reserves
Called up share capital
Share premium account
Capital contribution
Retained earnings

Shareholders’ funds

Financial liabilities

Technical provisions

Long-term business provision

Claims outstanding

Technical provision for linked liabilities
Deposits received from reinsurers
Provisions for other risks and charges
Other provisions

Deferred taxation

Creditors - due within one year

Creditors arising out of direct insurance operations
Other creditors including taxation

Derivative financial instruments

Deferred income
Deferred income reserve

Value in force of acquired business

Total equity and liabilities

Notes

16

17

15

15

21
19

20

30

34

2020 2019
£m £m
3422 3422
811.8 811.8
3974 3974
1,406.7 1,502.5
2,958.1 3,053.9
330.0 330.0
21,634.0 19,195.5
60.6 50.1
21,694 .6 19,245.6
2,825.8 22716
6,812.1 40147
13.0 225

- 23.3

7.4 5.1
284.5 229.8
63.8 70.4
435 51.8
57.2 -
35,090.0 29,318.7

The notes on pages 36 to 100 form an integral part of these financial statements.

The financial statements of Canada Life Limited (registered number 0097327 1) were approved

by the Board of Directors and authorised for issue on

They were signed on its behalf by:

/N M“’l

D Harney K Abercromby
Director Director
1 April 2021

M Campbell
Director
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CANADA LIFE LIMITED

Statement of Chang,eé in Equity
for the year ended 31 December 2020

7’

Ordinary Share ‘Capital Retained Total
share premium contribution earnings
capital account v

' £m £m £m . £m £m
Balance at 1 January -
2019 3422 811.8 397.4 1,3424  2,893.8
Profit and total
comprehensive
income attributable to :
shareholders - - - 406.7 406.7
Dividend paid and
declared (Note 27) - - - (246.6) (246.6)
At end of the year 342.2 811.8 397.4 1,502.5  3,053.9
Balance at 1 January .
2020 3422 811.8 397.4 1,502.5 3,053.9
Profit and total
comprehensive
income attributable to
shareholders - - - 149.2 149.2
Dividend paid and .
declared (Note 27) - - - (245.0) (245.0)
At end of the year 342.2 811.8 1,406.7  2,958.1

397.4

Al shareholders’ funds are attributable to equity shareholders.
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CANADA LIFE LIMITED
1 Principal accounting policies

The principal accounting policies are summarised below. They have been applied consistently
throughout the year and the preceding year.

1A General information

Canada Life Limited (“the Company”) is a private company limited by shares and is incorporated
and domiciled in United Kingdom. The address of its registered office is Canada Life Place,
Potters Bar, Hertfordshire EN6 5BA. The Company is a wholly-owned subsidiary of The Canada
Life Assurance Company (incorporated in Canada). '

The Company's principal activity.is the transaction of ordinary long-term life insurance and this
will continue to be the main activity for the foreseeable future.

'The functional currency of the Company is pounds sterling because that is the currency of the
primary economic environment in which the Company operates.

2 Statement of Compliance

The Financial Statements of the Company have been prepared in compliance with United
Kingdom Accounting Standards, including FRS 102, FRS 103 and the Companies Act 2006.

The Company meets the definition of a qualifying entity under FRS 102 and has therefore taken
advantage of the disclosure exemptions available to it in respect of its financial statements.
Exemptions have been taken in relation to presentation of cash flow statement, intra-group
transactions and remuneration of key management personnel.

3 Principal accounting information

The principal accounting policies applied in the preparation of these Financial Statements are
summarised below. These polices have been consistently applied to all the years presented,
unless otherwise stated.

A. Basis of preparation

The financial statements have been prepared in accordance with the historical cost conventibn,
modified to include certain items at fair value, and in accordance with applicable United Kingdom
accounting standards. The particular accounting policies adopted by the directors are described
below. : :

 The Company financial statements have been prepared in accérdance with the provisions of the
Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008
(S12008/410) related to insurance companies and with FRS 102 and FRS 103.

The Company applies a modified Canadian Asset Liability Method ("CALM”) as a basis to
" calculate its long term business provision. CALM is the prescribed valuation method for life
insurers under Canadian regulation for submissions to the Office of the Superintendent of
Financial Institutions (OSFI) and is described in the Consolidated Standards of Practice of the
Canadian Institute of Actuaries. Further details of the approach and modifications are given in
Accounting policy | ‘Long-term business provision’ below.

Basis of consolidation . .
‘The financial statements present information about the Company as an individual undertaking as
it is exempt from the obligation to prepare consolidated financial statements under section 401
of the Companies Act 2006. The Company's results are included in the consolidated financial
_statements of The Canada Life Assurance Company, a company incorporated in Canada.
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CANADA LIFE LIMITED
A. Basis of preparation (continued)

Going concern

The Strategic Report outlines the Company s activities, performance, principal risks, uncertainties
and financial risk management objectives. Note 30 to the financial statements sets out the
Company's policies and procedures for managing insurance and financial risk and Note 29 sets
out the Company's available capital resources. The Company has taken into consideration the
ongoing Covid-19 pandemic when undertaking its Going Concern assessment.

As a predominantly UK focused business, the Company’s operating model. and strategy is not
materially impacted by the UK’s withdrawal from the EU. Sensitivity analysis to significant
variables is presented in Notes 18, 29 and 30. Having regard to the Company'’s financial position,
its expected performance in the future and having made appropriate enquiries the directors have
a reasonable expectation that the Company has adequate resources to continue in operational
existence for the foreseeable future. Accordingly, they continue to adopt the going concern basis
in preparing the financial statements.

Cash flow statement

Advantage has been taken of the exemption under FRS 102, 1.12(b), Cash Flow Statements,
not to present a cash flow statement, as the Company is 100% controlled within the Great-West
Lifeco Inc group of companies. The consolidated financial statements which contain the cash
flow statement in which the subsidiary undertakings are included are publicly available.

Transactions with related parties

Advantage has been taken under FRS 102 33.1A, Related Party Disclosures, not to disclose
transactions between entities, 100% of whose voting rights are controlled within the Great-West
Lifeco Inc.group of companies.

Key Management Personnel
Advantage has been taken under FRS 102 33.7, not to disclose key management personnel
compensation in total. The directors’ emoluments are disclosed as per Companies Act 2006.

B. Contract classification
The Company issues insurance contracts and investment contracts.

Insurance contracts are defined as those containing significant insurance risk if, and only if, an
insured event would cause an insurer to pay significant additional benefits in any scenario, -
~excluding scenarios that lack commercial substance, at the inception of the contract. Such

_contracts may also transfer financial risk. A contract that is classified as an insurance contract
continues to be treated as such until all rights and obligations are extinguished or expire.
Contracts can be reclassified as insurance contracts after inception if insurance risk becomes
significant.

Any contracts not considered to be insurance contracts are classified as investment contracts.

- Unit-linked contracts written by the Company, where the liability under the contract is dependent
on the value of the underlying financial assets, derivatives and/or investment property, are
classified as investment contracts unless the contracts also contain features that transfer
significant insurance risk.

The terms and conditions of these contracts, together with the principles and practices of financial
management (PPFM), set out the basis for the determination of the amounts on which the
additional discretionary benefits are based and within which the Company may exercise its
discretion as to the quantum and timing of their payment to policy holders.
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C. Insurance contracts

Premiums
Premiums are accounted for when due Premlums are stated gross of commissions, taxes and
premium levies.

Claims and benefits paid

Claims payable on maturity are recognised when the claim becomes due for payment and those
payable on death are accounted for on notification. Surrenders are accounted for at the earlier
of the payment date or when the policy ceases to be included within the long-term business
provision or the provision for linked liabilities. Where claims are payable and the contract remains
in force, the claim or instalment is accounted for when due for payment. Claims payable include
the costs of settlement. .

Funds at retirement under individual pension contracts left with the Company as opposed to being
transferréd to third party providers are classified as new business single premiums and for
accounting purposes are included in both claims incurred and as single premiums within gross
premiums written. '

Policyholder liabilities under insurance contracts and with-profits contracts
See Accounting policies | ‘Long-term business provision’ and J ‘Technical provisions for linked
liabilities’. .

Reinsurance
Long-term business is ceded to reinsurers under contracts to transfer part or all of one or more
of the foIlowmg risks: mortality, morbidity, investment, persistency and expenses.

Such contracts are accounted for as insurance contracts provided the risk transfer is significant.
Some contracts which provide for the transfer of significant risk are also structured to provide
‘financing. When, under such contracts, financing components are to be repaid in future
accounting periods, the amount outstanding under the contract at the balance sheet date is
classified as a liability to the reinsurer and included in ‘deposits received from reinsurers'.

The amounts that will be recoverable from reinsurers are estimated based upon the gross
provisions, having due regard to collectability. The recoverability of reinsurance recoveries is
assessed having regard to market data on the financial strength of each of the reinsurance

companies. '

The reinsurers’ share of claims incurred, in the income statement, reflects the amounts received
" or receivable from reinsurers in respect of those claims incurred during the period. Reinsurance
liabilities are primarily premiums payable for reinsurance contracts and are recognised in the
income statement as ‘Outwards reinsurance premiums’ when due.

Reinsurance recoveries are accounted for in the same period as the related claim.

D. Investment contracts

Amounts received and paid out in respect of unit-linked investment contracts are accounted for
using deposit accounting, under which amounts collected and paid out are taken directly to the
balance sheet, as an adjustment to the liability to the policyholder and invested assets. Financial
liabilities in respect of investment contracts are carried in the statement of financial position as
‘Technical provisions for linked liabilities’ (Accounting policy. K ‘Technical provisions for linked
liabilities’). .

Fees receivable from investment contracts (included in ‘Other technical income’) and investment
income and interest payable on contract balances are recognised in the income statement in the
year they are assessed unless they relate to services to be provided in future years, in which
case they are deferred and recognised as the service is provided.
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D. Investment contracts (continued)

Incremental costs that are directly attributable to securing investment contracts, and are expected
to be recoverable, are deferred and recognised in the balance sheet as deferred acquisition
costs. Such deferred acquisition costs are amortised uniformly over the effective lifetime of the
policy, which is generally defined as the policy term, subject to a maximum of twenty years.

E. Investment income

Investment return comprises all investment income (which includes the interest income for
financial assets carried at amortised cost, using the effective interest method), realised
investment gains and losses and movements in unrealised gains and losses. Investment returns .
on unit linked assets accrue to the unit-linked policyholder funds. .

Dividends are included as investment income on the date that the shares are quoted ex-dividend
and include the imputed tax credits. Interest, rent and expenses are accounted for on an accruals
basis. , '

Realised gains and losses on investments

Realised gains and losses on investments carried at fair value are calculated as the difference
between net sales proceeds and purchase price. In the case of investments included at amortised
cost, realised gains and losses are calculated as the difference between sale proceeds and their
latest carrying value

Unrealised gains and losses on investments

Movements in unrealised gains and losses on investments represent the difference between the
fair value at the balance sheet date and their purchase price or their fair value at the last balance
sheet date, together with the reversal of unrealised gains and losses recognised in earlier
accountlng periods in respect of investment disposals in the current period.

F. Fmanmal instruments

The Company has chosen to adopt sections 11 and 12 of FRS 102 in respect of financial
instruments.

Financial assets

Basic financial assets, including trade and other receivables, cash and cash equivalents, loans
and receivables, are initially recognised at transaction price, unless the arrangement
constitutes a financing transaction where the transaction is measured at present value of future
receipts discounted at a market rate of interest.

Such assets are subsequently carried at amortised cost using the effective interest method.”

At the end of each reporting period financial assets measured at amortised cost are assessed
for objective evidence of impairment. :

Loans and receivables

Loans are financial assets with fxed or determinable payments that are not quoted in an active
market. Loans are measured on initial recognition at the fair value of the consideration given plus
incremental costs that are incurred on the acquisition of the investment. Subsequent to initial
recognition, loans are measured at amortised cost using the effective interest rate method. The
Company accounts for its mortgage portfolio on this basis.

The amortised cost is reviewed for impairment whenever events or circumstances indicate that

the carrying amount may not be recoverable. Any resulting impairment loss is recorded in the
income statement
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F. Financial instruments (continued)

Other financial assets

Other financial assets, including investment in equny instruments, WhICh are not subsidiaries,
associates or Joint Ventures, are initially measured at fair value, which is normally the
transaction price,

Such assets are subsequently carried at fair value and the changes in fair value are recognised
-in the Income Statement.

The Company classifies its other financial assets into the following categories:
» Shares and other variable yield securities and units in unit trusts — at fair value through
profit and loss; '
» Equity release mortgages — at fair value through profit and loss;
+ Debts and other fixed income securities — at fair value through profit and loss; and
» Deposits with credit institutions — at fair value through profit and loss.

The fair value of other financial assets is calculated based on paragraph 11.27 of FRS 102:

» Level 1 - The unadjusted quoted price in an active market for identical assets or liabilities
that the entity can access at the measurement date.
"o Level 2 - Inputs other than quoted prices included within Level 1 that are observable for
© the asset or liability, either directly or indirectly.
* Level 3 - Inputs are unobservable for the asset or liability.

Purchases and sales of financial assets are recognised on the trade date, i.e. the date the
Company commits to purchase or sell the asset. Purchases or sales of financial assets require
delivery of assets within the time frame generally established by regulatlon or convention in the
marketplace.

Afinancial asset is derecognised when the contractual righi to receive cash flows expires or when
the asset, together with substantially all the risks anhd rewards of ownership, has been transferred.

Financial liabilities
Basic financial liabilities, including trade and other payable, loans from fellow group companies
are initially recognised at transaction price.

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost, any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the income statement over the period of the
borrowings using the effective interest method.

Financial assets and financial liabilities are offset and the net amount reported in the balance
sheet only when there is a legally enforceable right to offset the recognised amounts and there
is an intention to settle on a net basis or to realise the assets and settle the liabilities
simultaneously. Income and expenses will not be offset in the income statement account unless
required or permitted by any accounting standard or interpretation, as specifically disclosed in
the accounting policies of the Company.

Unrealised investment gains and losses are calculated as the difference between the valuation
at the balance sheet date and their valuation at the last balance sheet date or purchase price, if
acquired during the year. Unrealised gains and losses include adjustments in respect of
unrealised gains and losses recorded in prior years, which have been realised during the year
and are reported as realised gains and losses in the current income statement. All gains and
losses arising in relation to investment connected with the carrying on of the long-term insurance
business are reflected initially in the technical account — long-term business. Investment gains
and losses arising in relation to other investments (those investments directly attributable to
shareholders) are taken to the non-technical account.
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F. Financial instruments (continued)

Derivative financial instruments ‘

Derivatives are initially. recognised at fair value on the date on which a derivative contract is
- entered into and are subsequently re-measured at their fair value. Changes in the fair value are
recognised immediately in the income statement. Fair values are obtained from.the respective
derivative counterparty. All derivatives are carried as assets when the fair value is positive and
as liabilities when the fair value is negative. ' '

G. Investments

Land and buildings

Land and building-are measured at cost at initial recognltlon The cost of purchased land and
buildings comprises their purchase price and any directly attributable expenditure such as legal
and brokerage fees, property transfer taxes and other transaction costs. Land and buildings
are subsequently revalued every quarter at open market value, by qualified external valuers, in
accordance with the guidance notes issued by the Royal Institution of Chartered Surveyors. All
changes in market value are recorded as investment income in the income statement.

Investments in group undertakings -

Investments in subsidiaries are held at carrying value which is defined as cost less accumulated
impairment losses. .

H. Finance leases

Amounts receivable under finance leases are recognised on the balance sheet as a debtor at the
amount of the net investment in the lease; represented by the remaining minimum lease
payments payable by the lessee, less cash payments received-that are attributable to future gross
earnings. Finance income is recognised in the technical account on a basis that reflects a
constant periodic rate of return on the net cash investment in the lease. Over the lease term
rentals will be appomoned between a reducnon in the net investment in the lease and gross
earnings.

I. Long-term business provision

. Insurance' contracts are measured in line with FRS 103. The valuation uses a gross premium
method in respect of the Company’s business. The approach is a modified Canadian Asset
Liability Method (CALM), as noted in Accounting Policy A ‘Basis of preparation’ above.

. The key modification to CALM is that the Asset Defeult Provision (ADP) for Bonds, Finance
leases and other financing arrangements and Commercial mortgages has been strengthened to
allow for long-term unexpected default losses.

The insurance contract liabilities are determined using assumptions approved by the Board of
Directors. The insurance contract liabilities are based on a best estimate assessment of the future
liabilities plus additional margins for adverse deviation.

The valuation basis adopted reflects the value of related assets as per sections F - Financial
instruments, G - Investments and H - Finance leases above, and the yield derived therefrom,’
together with a prudent assessment of future rates of return on new monies receivable as income
from existing business (premiums and investment income). Other assumptions reflect a best
estimate assessment of future experience of mortality, morbidity and other relevant factors,
together with additional prudent margins sufficient to ensure that there is no foreseeable risk that
liabilities to policyholders in respect of long-term insurance contracts will not be met as they fall
due
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I. Long-term business provision (continued)

The Company carries out an annual liability adequacy test on its insurance liabilities less related
deferred acquisition costs and other related intangible assets to ensure that the carrying amount
of its liabilities is sufficient in the light of estimated future cash flows. Where a shortfall is |dent|fed
an additional provision is made.

Although the process for the establishment of technical provisions follows generally accepted
actuarial practice, the provisions that result from the process remain uncertain. As a consequence
of this uncertainty, the eventual value of claims could vary from the amounts provided to cover
such future claims. The Company seeks to provide appropriate levels of technical provisions
taking known facts and experience into account but nevertheless such provisions remain
uncertain.

J. Technical provisions for Unit-linked Iiabilitiés

Liabilities under unit-linked contracts are recognised as and when the units are created and are
dependent on the value of the underlying financial assets, derivatives and/or investment property.
“Unit-linked contracts are carried in the balance sheet at an amount determined by the valuation
of the related units on the valuation date.

K. Current taxation

The current tax expense is based on the taxable profits for the year, at rates that have been
enacted at the balance sheet date after any adjustments in respect of prior years.

L. Deferred taxation ,

Deferred tax is recognised in respect of all timing differences that have originated but not
reversed at the balance sheet date where transactions or events have occurred at that date that
~ will result in an obligation to pay more, or a right to pay less or to receive more, tax, but only to
the extent that the directors consider that it is more likely than not that there will be suitable
taxable profits from which the future reversal of the underlying timing differences can be
deducted.

' Deferred tax is measured at the tax rates that are expected to apply in the periods in which timing
differences reverse, based on tax rates and laws enacted or substantively enacted at the balance
sheet date.

The Ipng-term business result shown in the non-technical account is grossed up by a notional
amount representing the overall effective rate of tax attributable to shareholders' profits.

M. Foreign currencies

Transactions in foreign currencies are recorded at the rates ruling at the dates of the transactions.

‘Monetary assets and liabilities denominated in foreign currencies are retranslated at the rates of
exchange ruling at the balance sheet date. Non-monetary items at historical cost are translated
using the exchange rate at the date of transaction, and non-monetary assets measured at fair
value are translated using the exchange rate when the fair value was determined. All differences
are taken to the income statement. :

N. Operating leases

Rentals payable under operating I€éases are charged to the income statement as incurred over
the lease term.
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O. Dividends .

Interim dmdends are recognised when paid and final dividends are booked as a ||ab|I|ty when
they are approved by the Board of Directors passing a wntten resolution.

P. Assets under construction

Assets under construction are stated at cost less impairment losses. Cost comprises direct
costs of construction, such as materials, labour, overheads and any other costs directly
attributable to bringing the assets to a working condition for their intended use. Capitalisation
of these costs ceases and the asset concerned is transferred to the appropriate category when
substantially all the activities necessary to prepare the asset for its intended use are completed.
No depreciation is provided on the assets under construction.

Q. Provisions

Provisions are recognised when the Company has a present obligation, either legal or
constructive, resulting from a past event, and in management's judgment, it is probable that
an outflow of economic resources will be required to settle the obligation and a reliable
“estimate can be made of the amount. The amount recognised for provisions is based on
management's best estimate at the year-end date.

The Company recognises a provision for restructuring when a detailed formal plan for the
restructuring has been established and the plan has raised a valid expectation in those
affected that the restructuring will oceur. .

{
R. Value in force of acquired business

Value in force of acquired business is recognised on the Part VIl transfer of portfolios of
-insurance contracts when the fair value of the net assets acquired exceeds the value of the
consideration paid for it. The amount is subsequently amortised over the weighted average
duration of the technical provisions acquired at the date of transfer which the Company
estimates to be 13 years.
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4. (_:ritital accounting judgements and estimation uncertainty

A. Critical judgements in applying the accounting policies

The following are the critical judgements, apart from those involving estimations (which are
dealt with separately below), that the directors have made in the process of applying the
accounting policies and that have the most significant effect on the amounts recognised in
financial statements.

Contract classification

An assessment is-made as to the significance of insurance risk transferred to the Company
when deciding whether to classify and account for a contract as an insurarice or investment
contract. The Company policy on this is disclosed in more detail in Note 3B.

Classification of financial instruments

The Company has chosen to adopt sections 11 (Basic Financial Instruments) and 12 (Other
Financial instruments) of FRS 102 in respect of financial instruments. A judgement is made
when deciding how to appropriately classify and account for these instruments, including the
application of the falr value option. The Company policy on this is disclosed in more detail in
Note 3F.

B. Key sources of estimation uncertamty

The key assumptions concerning the future and other key. sources of estimation uncertainty at
the reporting period, that may have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year, are discussed below.

Impairment

The Company assesses at each balance sheet date whether there is objective evidence that
any financial asset or subsidiary undertaking not carried at fair value is impaired. Such an
asset is impaired and-impairment losses are incurred only if there is objective evidence of
impairment as a result of one or more events that have occurred after the initial recognition of
the asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated future
cash flows of the asset that can be reliably estimated.

If there is objective evidence that an impairment loss has been incurred, the amount of theloss
is measured as the difference between the asset's carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have been incurred) discounted
at the asset’s original effective interest rate. The carrying amount of the asset is reduced and the
amount of the loss is recognised in,the income statement for the period. If an investment carried
at amortised cost has a variable interest rate, the discount rate for measuring any impairment
loss is the current effective interest rate determined under the contract.

If in a subsequent period, the amount of the impairment loss decreases and the decrease can

_be related objectively to an event occurring after the impairment was recognised (such as -
improved credit rating), the previously recognised lmpalrment loss is reversed through the
income statement for the period. .

The Company'’s policies for assessing impairment are disclose.d in Notes 3F and 3G. The
~ values are disclosed in Note 11.
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B. Key sources of estimation uncertainty (continued)

Measurement of insurance coritract liabilities

Insurance contract liabilities and reinsurance assets are based on.appropriate valuation ’
-assumptions. The setting of assumptions considers past experience and requires significant
judgement with particular emphasis paid to longevity, catastrophe, morbidity and credit risk
assumptions where variances in the level of assumptions set can have a significant effect on

* the overall valuation.

The Company'’s policies for measuring insurance contract liabilities are disclosed in Notes 3C
and 3l. The'methodologies and assumptions used in calculating and measuring these -
liabilities are discussed in detail in Note 18.

Fair value of unquoted financial instruments

Where'quoted bid values are not available, the fair value of financial instruments is determined
from a model-price based upon market observable data. The valuation techniques and inputs for .
these models involve judgement, specifically around the choice of a suitable index of external

bonds and the application of a spread to reflect any additional risk inherent to the specnfc deal

!
The Company’s poIncnes for.measuring the falr value of these assets are disclosed in Note 3F.
The valuation techniques employed by the Company are disclosed in Note 11.
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5 Premium analysis

In the opinion of the Directors, the Company operates in one busnness segment only, Iong -term

business.

SA  Gross premiums written

Life
Non-participating contracts
Participating contracts -
Unit-linked contracts

Pension
Non-participating contracts
Unit-linked contracts

Permanent Health

Total direct insurance written premiums
Periodic premiums

Single premiums

Total gross direct insurance preiniums

Reinsurance premiums
Net written premiums

2020 2019
£m £m
140.7 116.7
- 0.7
- 53
140.7 122.7
01,2222 1,216.6
- 0.1
1,222.2 1,216.7
180.3 173.4
1,543.2 1,512.8
5§75.0 558.0
968.2 954.8
1,543.2 1,512.8 -
" (3,065.8) (649.1)
(1,522.6) 863.7

Premiums include £0.2m (201 9: £0. 2m) of overseas contracts written in Hong Kong. Recurring.

single premiums are treated as single premiums.

Included in gross written premlums is £976.6m (2019: £973.2m) in respect of annuity and other

individual business and £566.6m (2019: £539.6m) in respect of group contracts.

Included in reinsurance premiums is a c£2:5bn block of CPA annuity business under-a 90%

quota share treaty with CLACBB, an internal reinsurer.
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5 Premium analysis (continued)

5B  New business premiums

Life
Individual and group

N

Non-participating

v

Pension
Individual and group
Non-participating

Permanent Health
Group o

Total new business premiums

Periodic premiums
Single premiums ‘
New business premiums

2020 2019
Gross Gross
£m £m
547 30.8
547 30.8
877.0 953.2
877.0 t 9532
18.3 18.9
18.3 18.9
950.0 1,002.9
57.3 557
892.7 947.2
950.0 1,002.9

All new business premiufns represent direct business and are written in the United Kingdom.

Incremental increases on existing policies are classified as new business premiums.
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6 Net Investment return .

Technical account Non-technical

long-term business “account
2020 2019 2020 - 2019
: ’ £m £m £m, £m
Income from land and buildings 87.0 93.9 - -
Dividends received from subsidiaries - - 76.4 204.6
Income from financial instruments at fair value
through profit and loss
" = Designated as such on initial ‘ .
recognition . 554.3 579.8 15.3 21.4
Income from loans and receivables valued at ) i
amortised cost : 102.7 100.8 1.4 1.6
Investment income 744.0 774.5 93.1 227.6
Unrealised (losses) from land and buildings (61.1) (69.8) - -
Unrealised gains/(losses) from financial e
instruments at fair value through profit and loss
= Designated as such on initial .
recognition 671.7 3813 . (8.1) 15.8
Unrealised gains/(losses) on investments 610.6 3115 (8.1) 15.8
. Realised (losses)/gains from land and buildings (3.2) 14.2 - c-
Realised gains from financial assets at fair value - :
through profit and loss ‘
= Designated as such on initial . :
recognition 27117 7929 6.0 3.9
'Realised (losses) from loans and receivables T .
valued at amortised cost . ’ (5.1) (3.5 - -
Realised gains on investments 263.4 803.6 6.0 3.9
Reinsurers’ share - (261.6) (231.9) - -
Net Investment return : 1,356.4 1,657.7 91.0 247.3

1

The note provides information on the gross investment income and the reinsurers’ share in
relation to investment income. The note has been presented to show the investment income,
unrealised and realised gains/(losses) at a gross level with a separate line at the bottom of the
note to deduct the reinsurers’ share. In the current year the reinsurers’ share of the investment
return has been £261.6m (2019: £231.9m). ’
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7  Other technical income

Fees from investment contracts
Movement in deferred income reserve
Other fee income

8 Changes in technical provisions

Changes in long-term business provision

Increase in insurance contract liabilities
(Decrease)/Increase in investment contract liabilities
Increase in long-term business provision

Changes in technical proviéion for unit-linked liabilities

Decrease in insurance contract liabilities

Increase in investment contract liabilities

Increase in technical provision for unit-linked liabilities net of
reinsurance ' :

9 Net operating expenées

Acquisition costs .
Changes in deferred acquisition costs
Other expenses

2020 2019
£m £m
88 174
8.3 10.9
3.1 3.0

20.2 31.3

2020 2019
£m £m

763.0 305.7

- (1.9) 20.1

761.1 325.8

2020 2019
£m £m

(2.8) (300.1)
58.9 400.9
56.1 100.8
2020 © 2019
£m £m
66.8 62.8
6.5 9.2
84.4 94.2
157.7 166.2
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9 'Net operating expenses (continued)

Net operating expenses include:

Technical account
Commission in respect of direct insurance

Fees payable to the Company's auditor for

the audit of the Company's annual accounts
Fees payable to the Company's auditor for

audit related assurance services to the Company
Fees payable to the Company's auditor for

other services to the Company

10 Taxation

.(a) Long-term business - .

Tax charged in the long-term business technical account
comprises:

' Current tax
UK corporation tax
Transfer to deferred tax ‘ '
Overseas tax ‘
" Prior year adjustment

Deferred tax

Origination and reversal of timing differences
Current year losses carried forward
Transfer from current tax

Total tax charged in the long-term business technical account

- 2020 2019
£m £m
38.1 38.3
0.6 0.5
0.7 0.4
0.0 0.1
1.3 1.0
2020 2019
£m - £m
11.8 20.7
19.9 -
(12.3) (1.0)
19.4 19.7
0.1 12.6
(23.8) -
(19.9) -
(43.6) 12.6
(24.2) 32.3

52



CANADA LIFE LIMITED

10 Taxation (continued)

(b) Tax on profit on ordinary activities
Tax charged in the non-technical account comprises:

Current tax
UK corporation tax

Tax charged attributable to balance on long-term business
technical account

Total current tax

Total tax charged in the non-technical account

2020 2019
fm £m
18 11

17.4 412

19.2 423

19.2 . 423

The standard rate of tax applied to reported profit on ordinary activities is 19% (2019: 19%).

-{c) - Factors affecting current tax charge for the yea},

The tax assessed in the non-technical account is lower than the standard UK corporation tax

rate, because of the following factors:

Profit on ordinary activities before tax

Current tax-charge at standard UK corporation tax rate of 19%
(2019: 19%) .

Effects of: ‘

Non-taxable dividend income

‘Other non-taxable income

Prior year adjustments and uncertain tax provisions

Current tax charge for the year (note 10(a)) '

2020 2019
£fm £m
168.4 449.0
32,0 85.3
(14.5) (38.9)
13.7 6.0
(11.8) (32.7)
19.4 19.7
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11 Investments

Finanéial Assets

- Other finaﬁcial investments

Financial assets de5|gnated at fair value through

profit and loss '
2020 2019

£m £m
Designated as such on initial recognition: '
» Shares and other variable yield securities and units in unit
trusts — Listed . 1201 114.7
+ Equity release mortgages . ) 7247 - 491
+ Debts and other fixed income securities 17,216.9 15,606.5
+ Deposits with credit institutions . 997.0 7355
: 19,058.7 16,505.8
Loans and receivables: . :
s Loans secured by mortgages - © 2,4816 2,497.9
e Loans due from group companies : 116.8 ~ 116.8
2,598.4 2,614.7
Total other financial investments =~ 21,6571 19,120.5

For listed financial assets at fair value through profit and loss, fair value is by reference to quoted
bid-values. or where not available on a model price based upon market observable data. These
model prices are derived by choosing a suitable index of external bonds and applying a spread
to reflect any additional risk inherent to the specific deal. ‘

For units in unit trusts and shares in open ended investment companies, fair value is by reference
“to published bid-values.

For equity release mortgages, there are no market observable prices; therefore, an internal
valuation model is used discounting expected future cash flows. The cash flow analysis considers
future expenses, discount rates, house price growth and volatility, assumed mortality and
redemption experience and also a stochastic assessment of the no negative equity guarantee
“embedded in the loan product. ‘To the extent that observable inputs are not available, a number
of unobservable inputs are used The unobservable inputs, used in the measurement of equity
release assets are:
e Rates of mortality and the risk of customers going into long term care,

Rates of voluntary loan redemption;

Rates of interest cessation (i.e. switching from interest paying to interest roll-up);
Expenses;
Property dilapidation,;

House price inflation (relative to retail price inflation); and

House price volatility.

The above assumptions are set after analysing historic experience and allowing for expected
future trends. The mortality assumptions are based on appropriate standard industry tables, with
allowance for future improvements based on the CM! (Continuous Mortality Investigations).
Voluntary redemption and interest cessation assumptlons take account of the Company’s recent
experience analyses.

. Observable inputs used in the measurement of the equity release assets are:
e Future retail price inflation; :

¢ Risk free rates; and

* The initial loan balances.
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11  Investments (continued)

Included in the investments portfolio are the following impaired investments:

Mortgage loans

2020 2019

£m £m
226 16.7
22.6

16.7

The impaired mortgages had a gross value of £58.2m (2019: £46.5m) reduced by an
impairment loss of £35.6m (2019: £29.8m). There are no other impaired assets in the current

year (2019: £nil).

The table below shows financial assets carried at fair value through profit and loss by valuation
method. The net derivative liabilities of £55.4m (2019: £54.4m) are disclosed below within level
2 analysis and gross amounts are disclosed in Note 30:

2020 2019
£m £m
Quooted prices in active markets (level 1) 1,171 850.2
Valuation technique
Market observable data (level 2) 17,161.5 15,5652.2
Non-Market Observable (level 3) 724.7 491
Land and buildings
Land and buildi,ngs'at current market value:
Freehold Leasehold Total Freehold Leasehold Total
2020 2020 2020 2019 2019 2019
£m £m £m C£m £m £m
At 1 January ﬁ,523.9 62.3 1,586.2 1,573.3 65.4 1,638.7
Transfer between - - . - -
categories
Additions : 0.8 0.7 1.5 0.1 1.0 1.1
Disposals (44.3) - (44.3) - - -
Revaluation . (40.6) (15.0) (55.6) (49.4) (4.1) (53.5)
At 31 December 1,439.8 48.0  1,487.8 1,523.9 62.3 1,586.2
Land‘and'buildings at cost:
. .
83.2 1,407.5 1,367 .1 ) 82.5 1,449.6

At 31 December - 1,324.3
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11 Investments (continued)

All properties held by Canada Life Limited were valued as at 21 December 2020. The valuation
of different parts of the portfolio was conducted by Cushman & Wakefield and BNP Paribas
Real Estate Advisory, acting in the capacity of independent external valuers.

Investment properties were valued on the basis of open market value, being the estimated
- amount at-which an investment property should exchange on the valuation date between a
willing buyer and a willing seller in an arm'’s length transaction after proper marketing and where
the parties had acted knowledgeably, prudently and without compulsion. .

The properties in owner occupation for the purpdses of the Company’s business were valued
. assuming vacant possession. All valuations were carried out in accordance with the RICS
Valuation and Appraisal Standards.

‘Included in the figures shown for current market value is £7.7m (2019:.£9.0m) in respect of
buildings which are owned and occupied by the Company.

Investments in group undertakings and participating interests :
' : : 2020 2019

’ £fm £m
Shares-in group undertakings : 1,453.3 } 1,453.3
12 Other debtors

2020 2019
£m £m
Due in less thah one year

UK corporation tax - . -
Other debtors 14.0 17.3
Amounts due from group companies . 135.6 91.1
: : 149.6 108.4

Due in more than one year
" Amounts receivable under finance leases ' 129.8 1301
Total 279.4 238.5

The cost of assets held for the purpose of letting under finance leases is £129.8m '(2019
£130.1m). The aggregate rentals receivable in the accounting period in respect of finance
leases is £5 5m (2019: £5.4m).

13  Assets under construction

2020 2019
£m : £m
" Assets under construction . : ' 34.9 6.5
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14 Assets held to cover linked liabilities

2020 ' 2019

Market Historical Market Historical
Value Cost - Value Cost
£m £m £fm £m
* Assets held to cover linked A . :
liabilities : . 2,825.8 . 25789 22716 2,038.3
15 Technical provisions
Long-term business provision
2020 2019
£m £m
Insurance contract liabilities _ . 21,633.8 19,195.0
Investment contract liabilities 0.2 0.5
Long-term business provision L . 21,634.0 19,195.5
. ' ‘
Technical provision for linked liabilities
2020 2019
£fm , £m
Insurance contréétliabilities : 61.5 ' 54
Investment contract liabilities 2,764.3 .2,266.2
Technical provision for linked liabilities 2,825.8 2,271.6
16 Called up share capital
2020 2019
. £m £m
Allotted, called up and fully paid
Equity interest ]
342.2m (2019: 342.2m) ordinary shares of £1 each 342.2 342.2
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17 Financial liabilities

In 2002 the Company entered into two subordinated loan agreements with other Canada Life
group companies. One agreement, for a loan of £70m, is for a term of thirty years. The other
agreement, for a loan of £40m, is for an undated term. In 2005, the Company borrowed £25m
for a term of thirty years, under a new subordinated loan facility with a Canada Life group
company, in connection with the acquisition of the Phoenix & London Assurance Limited
annuity book. ' '

In February 2006 the Company made an additional £65m drawdown under the subordinated
loan facility established in 2005. This was part of a refinancing arrangement under which the -
Company paid a £65m 2006 interim dividend on 20 February 2006 to its parent undertaking
The Canada Life Group (U.K.) Limited. ’

In May 2006 the Company borrowed an additional £130m under two new subordinated loan
agreements with other Canada Life group .companies, in connection with the reinsurance
agreement with The Equitable Life Assurance Society. One agreement, for a loan of £50m, is
for a term of thirty years. The other agreement, for a loan of £80m, is for an undated term.

Interest was payable in respect of the 2002 thirty year term loan at 2.25% per annum above
London Inter-bank Offer Rate (LIBOR) for the first ten years, at which time the Company had
the option to fully repay the loan. On 25 September 2012, no repayment was made and the
ongoing liability was subject to interest at 2.90% per annum above LIBOR for the remaining
term. The loan agreement was amended in February 2016 and the interest rate was updated
to be in line with prevailing market rates. The loan is now subject to interest at 4.20% per annum
above LIBOR for the remaining term. Any amount which falls due for payment under the terms
of the agreement shall be suspended if, in the opinion of the Company’s Chief Actuary (or such
other person as the PRA shall approve), this would result in a breach of its required margin of
solvency. The loan is immediately repayable in the event of any step being taken to wind up
the Company. The lender may only petition for the winding up of the Company following the
second anniversary of the default of the terms of the agreement by the Company. In a winding
up no amount will be paid in respect of the subordinated debt until all policyholders and other
creditors have been paid in full. Other than in these circumstances the lender cannot call for
repayment of the loan within the term. Repayment of the subordinated debt is subject to no
objection to such repayment being received from the Prudential Regulation Authority.

‘The ternﬁs of the 2002 undated subordinated debt are similar to the above. This loan was also
amended in 2016 and is subject to interest at 4.20% per annum above. LIBOR. In addition,
repayment is subject to a minimum of five years’ notice to the Prudential Regulation Authority.

The terms of the 2005 and February 2006 subordinated debts are similar to the above 2002
thirty year term loan with the exception of the applicable interest rates which are 0.8% and
1.05% per annum above LIBOR for the first ten years and subsequent years respectively.

The terms of the £50m May 2006 thirty year term subordinated debt are similar to the previous
thirty year loans other than in respect of the interest rate, which is fixed at 5.65% per annum for
the first ten years, and 5.9% in subsequent years.

The terms of the £80m May 2006 undated subordinated debt are similar to the 2006 thirty year
term loan, with the exception that the Company can elect to defer payment of interest. Deferred
interest may be paid by the Company in whole or part at any time, but would become payable
on cancellation of the facility as a consequence of any steps having been taken to wind up the
Company. ’ )

Total interest expense of £14.4m (2019: £15.1m) has been recognised in the non-technical
account in respect of subordinated liabilities. i
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17  Financial liabilities (contmued)

The following table provides information about the maturity periods of the Company’s
subordinated liabilities as at 31 December 2020:

<1yr 15yrs 5-15yrs 15yrs+  Total

Subordinated liabilities £m £m £fm £m £m
GBP LIBOR + 4.20% £70 million . :
subordinated loan 2032 (a) - - 70.0 - 70.0
GBP LIBOR + 4.20% £40 million

. undated subordinated loan (a) - - - 40.0 40.0
GBP LIBOR + 1.05% £25 million :
subordinated loan 2035 (b) - - 25.0 - 25.0
GBP LIBOR + 1.05% £65 million
subordinated loan 2035 (b) - - 65.0 - 65.0
Fixed 5.90% £50 million . ’ '
subordinated loan 2036 (c) : - - - 500 50.0
Fixed 5.90% £80 million undated R
subordinated loan (c) - - - 80.0 80.0

' - - 160.0 170.0 330.0

The following table provides information about the maturity periods of the Company's
subordinated liabilities as at 31 December 2019:

: <1yr 1-5yrs 515yrs 15yrs+ Total
Subordinated liabilities : £m £m £m £fm £m

GBP LIBOR +2.90% £70 million .
subordinated loan 2032 (a) - - 70.0 - 70.0
GBP LIBOR + 2.90% £40 million oo

undated subordinated loan (a) - - - 40.0 40.0
GBP LIBOR + 1.05% £25 million : ]

subordinated loan 2035 (b) ' - - - 25.0 25.0
GBP LIBOR + 1.05% £65 million :
subordinated loan 2035 (b) - - - 65.0 65.0
Fixed 5.65% £50 million .

subordinated loan 2036 (c) - - - 50.0 50.0
Fixed 5.65% £80 million undated‘ ‘

subordinated loan (c) : - - - 80.0 80.0

- - 70.0 260.0 330.0

(a) The interest rate changed to GBP LIBOR + 4.20% from GBP LIBOR + 2.90% during 2016 and
GBP LIBOR + 2.90% from GBP LIBOR + 2.25% during 2012. ’

(b) The interest rate changed to GBP LIBOR + 1.:05% from GBP LIBOR + 0.8% during 2015.

(c) The interest rate changed to 5.90% from 5.65% during 2016.

The above loans are exposed to LIBOR and as it has been announced that this rate will be
discontinued at the end of 2021, these loans will require a new reference interest rate from that
point onwards. The Company has a programme in place to ensure all LIBOR- exposures,
including the above loans, will be amended during 2021.
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18 Long-term business provision
The methodologies used to calculate the long-term business provision (LTBP) are as follows:
\

The Canadian Asset Liability Method (CALM) is used for the determination of policy liabilities
for most lines of business. For non-participating business the actuarial liabilities are computed
using a stable interest rate track which is based on the discount rate derived at the time the
business was written. A Fair Value Adjustment, which is the difference between the market
value and amortised value of the assets, is added to convert the actuarial liability valuation from
a stable interest rate track to a market consistent valuation.

As noted in the introduction, two Part VIl transfers occurred in 2020. These were:

- transfer the insurance business of MGM Advantage Life Limited, a wholly-owned
subsidiary of CLG, across to the Company effective at 1 January 2020.

- Totransfer a small number of Canada Life Limited policies, where the policyholder was
resident in Ireland and Germany when their policies were sold, to Irish Life Assurance
plc (a wholly-owned subsidiary of CLL) and an EU registered affiliate. This transfer was
effective on 31 December 2020. ‘ '

This note details the relevant assumptions for the valuation of LTBP as at 31 December 2020
and so is after allowing for both transfers. -

For non-linked business, the calculation of the long-term business provision is based on the
discounted value of future benefits less future premiums-and the value of future expenses of
maintaining the policy.

For-unit linked business, the provision is equal to the cancellation value of units (i.e. the value
of the assets to which the contracts are linked) together with, where appropriate, a prowsnon in
respect of future expenses, mortality and other risks. .

The principal assumptions used to calculate the Iong-term business prows;on at 31 December
2020 are as follows:
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18 Long-term business provision (continued)

Valuation interest rates’ (net of tax) for material product groups:

Annuities in Payment (Non-linked)

This valuation

Last valuation

Product group
) Pre-2020 2020 Pre-2019 2019
Business Business Business . Business
Purchase Life Annuities (PLA) 3.28% 1.04% 3.26% 1.13%
- — —
CLPensmps Annuities (Non MA fund?) 4.26% n/a 4.938 n/a
— CPA business
2.08% (Non 2.61% (Non
_ i Linked) / Linked)/
3y . 0, 0,
CL Pensions Annuities (Non MA fund?) 6.23% 0.83% (Indéx 4.93% 1.17% (Index
Linked) Linked)
2.08% (Non .2.61% (Non
. - Linked) / : Linked)/
3 0, (1)
CL Pensions Annuities (MA fund?) 4.82% 0.83% (Index 4.85% 1.17% (Index
. Linked) Linked)
Ex-PALAL Annuities (PALAL) © 4.26% nfa 4.64% - n/a
Ex-Equitable 2006 Annuities 4.26% n/a 4.89% n/a
Ex-Equitable 2015 GBP Annuities 4.26% n/a 3.25%" n/a
1.97% (Non 2.46%(Non
- . Linked) / . Linked) /
0, 0,
Enhanced Annuities \ 4.27% 0.86% (Index 3.96% 1.14%(Index
Linked) - Linked)
) 2.06% (Non . 2:46%(Non
e Linked) / Linked) /
0, 0, .
Bulk Annuities 2.80% 2.07% (Index 2.88% 2.42%(Index
Linked) Linked)
0.65% (Non 1.18%(Non
. . Linked) /. Linked) /
0, 0,
Dgath in Service (DIS) 4.47% 0.74% (Index 4.60% 1.03% (Index
Linked) ' Linked)
2.06% (Non A
Ex- MGMA Annuities 266% | Linked)0.83 nla n/a
% (Index
Linked)

' Rates reported throughout this section are on a Canadian IFRS basis: amortised cost yields
representing the average of the yields at the time the business was written less an amount in respect of
asset defaults (ADP), interest mismatch risk (IRP) and investment expenses. A fair value adjustment is
applied to convert actuaria! liabilities to a market consistent basis. An adjustment is then made to the
CIFRS actuarial liabilities to reflect the UK GAAP ADP basis.
? Canada Life Pension Annuities have been split into Matching adjustment (MA) and Non- Matchnng
adjustment (Non MA) funds for the purposes of the Solvency Il valuation.
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18 Long-term business provision (continued)

(PHI) claims in payment*

This valuation . Last valuation
Claim Type isti . i isti
yp ~c|§?:st'?§re New claims cl?i(rlr?;l?p?re New claims
, 2020) (2020) 2019) (2019)
Non-linked 3.01% 1.32% 3.25% 1.93%
Index-linked 2.48% 0.56% . 2.79%% 0.81%

The interest rate assumptiohs in the valuation are amortised cost interest rates reflecting yields
on assets at the time the business was written. They vary from year to year as they reflect the
yields on assets backing the new business written each year.

Bond, finance lease and other financing arrangements and commercial mortgage asset default
provisions (ADP) for expected default losses are derived using ADP factors. The ADP factors
vary by the company'’s internal rating for each asset and by cash flow term. The factors allow |
for the risk of costs arising from default and downgrade, calibrated to a specified percentile
conditional tail expectation of internal risk models. Bonds, commercial mortgages, finance
leases and financing arrangements are calibrated to the 80" percentile. They are applied as
reductions to the asset cash flows to quantify the impact of defaults, the ADP for each asset
being the present value of these asset default cash flows.

Bond ratings and mortgage ratings are determined by using CLL’s internal rating models.
An additional allowance for long-term unexpected default losses on credit assets is made by

applying an uplift to the ADP for bonds, finance leases and other financing arrangements and
mortgages. ‘ ‘ ‘ .

* Some classes of index-linked business are subject to a cap on the annual increases applied and are
treated as non-linked for valuation purposes. The valuation interest rates for non-linked and index-linked
business reflect this reallocation. in 2019 the methodology was changed with respect to interest rates
such that claims are split into 2 cohorts — current year and all previous years.
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18 Long-term business. provision (continued)

Mortality assumptions (inclusive of prudent margins) for material blocks of business are set out
below:, : .

Product group

This valuation

Last valuation ’

IPP Term Assurances

Males: 90.0% of the Reinsurer's
Rates plus an addition of (0.01/
expectation of life) at each age

Females: 90:0% of the Reinsurer's
Rates plus an addition of (0.01/
expectation of life) at each age

Males: 90.0% of the Reinsurer’s
Rates plus an addition of (0.01/
expectation of life) at each age

Females: 90.0% of the
Reinsurer's Rates plus an
addition of (0.01 / expectation of
life) at each age

Annuities in payment (PLA)®

Males: 73.6% LMLO8 tapering from

age 100 to 92% LMLO8 at age 120 '

with improvements basis (2)

Females: 81.1% LFLO8 tapering
from age 100 to 92% LFLO8 at age
120 with improvements basis (2)

Males: 73.6% LMLO8 tapering
from age 100 to 92% LMLO8 at
age 120 with improvements basis
(M 7
Females: 91.1% LFLO8 tapering
from age 100 to 92% LFLO8 at
age 120 with improvements basis

()

Males: 90.3% CLM10 tapering
from age 92 to 95% CLM10 at
age 100 with improvements basis
(1) .
Females: 93.1% CLF10 tapering
from age 92 to 95% - CLF 10 at age
100 with improvements basis (1)

Males: 97% CLELM13 tapering from
age 94 to 96% CLELM13 at age 110
Annuities in payrhent with improvements basis (2) ’
Females: 93.1% ALLF13 tapering
from age 97 to 96% ALLF13 at age
110 with improvements basis (2)

(Canada Life Pensions
Annuities (excluding
Compulsory Purchase
Annuities) & Fixed Term

Income Plan)® Both with select adjustments S2

Both with select adjustments S1

Both with postcode adjustments
(where applicable)

Both with postcode adjustments
(where applicable)

Both with lifestyle factors (where
applicable)

Both with lifestyle factors (where
applicable)

Males: 90.3% CLM10 tapering
from age 92 to 95% CLM10 at
age 100 with improvements basis

(M

Females: 93.1% CLF10 tapering
from age 92 to 95% CLF10 at age
100 with improvements basis (1)

Males: 100.4% CLELM13tapering
from age 94 to 96.5% CLELM13 at
age 110 with improvements basis (2)

Females: 93.1% ALLF13 tapering
from age 97 to 96% ALLF13 at age
110 with improvements basis (2)

Annuities in payment

(Canada Life Pensions -
Compulsory Purchase
Annuities)

Both with select adjustments S2
Annuities in payment o

Both with select adjustments S1
Both with postcode adjustments

(where applicable) Both with postcode adjustments

(where applicable)

Both with lifestyle factors (where

applicable) Both with lifestyle factors (where

applicable)

A temporary reserve is additionally held to reflect some short term volatility which has been observed in
the mortality improvement rates over recent years, in particular since 2011 onwards.

¢ The underlying mortality tables for main blocks (i.e. excluding PLAs and DIS) use Canada Life’s own
graduated tables. The tables were graduated from data covering 2010 to 2016 including data from the
two main blocks of annuitants in the UK (ex-PALAL and ex-ELAS).

63



CANADA LIFE LIMITED

18 Long-ter.m business provision (continued)

Product group

This valuation

Last valuation

Annuities in payment

(Ex — PALAL)S

Males: 98.9% SLPLM13 tapering -
from age 95 to 96% SLPLM13 at

-age 110 with improvements basis (2)

Females: 93.1% ALLF13 tapering
from age 97 to 96% ALLF13 at age
110 with improvements basis (2)

No select adjustments apply

Males: 97.9% CLM10 tapering from
age 92 to 95% CLM10 at age 100
with improvements basis (1)

Females: 93.1% CLF10 tapering from
age 92 to 95% CLF10 at age 100 with

improvements basis (1)

No select adjustments apply

Annuities in payment

' (Ex-Equitable 2006 & Ex-
Equitable 2015)8

Males: 100.4% CLELM13 tapering
from age 94 to 96.5% CLELM13 at
age 110 with improvements basis (2)

Females: 93.1% ALLF13 tapering
from age 97 to 96% ALLF13 at age
110 with improvements basis (2)

Both with select adjustments S2

(without year of entry factors)

Males: 98.8% CLM10_L tapering from
age 92 to 95% CLM10_L at age 100
with improvements basis (1)

Females: 93.1% CLF10 tapering from
age 92 to 95% CLF10 at age 100 with
improvements basis (1)

Both with select adjustments S1
(without year of entry factors)

Annuities in payment
(Bulk — Annuities)®

Schemes reserved under Non Club
Vita Basis

Males: 95.0% S2PMA with
improvements basis (2) :
Females: 95.0% S2PFA with
improvements basis (2)

No select adjustments apply

Both with bulk adjustments B1

Schemes reserved under Club Vita
Basis

Males: 95.0% S3PMA with
improvement basis (2)

Females: 95.0% S3PFA with
improvement basis (2)

Some schemes use scheme specific
base mortality factors derived from
their own experience. :

No select adjustments apply
Both with bulk adjustments B2

Schemes reserved under Non Club
Vita Basis

Males: 95.0% S2PMA with
improvements basis (1)

Females: 95.0% S2PFA with
improvements basis (1)

No select adjustments apply

Both with bulk adjustments B1

| Schemes reserved under Club Vita

Basis
Males: 95.0% S3PMA with
improvement basis (1)

Females: 95.0% S3PFA with
improvement basis (1)

Some schemes use scheme specific
base mortality factors derived from
their own experience.

No select adjustments apply
Both with bulk adjustments B2

Annuities in payment (DIS)®

Males: 92% S3DMA tapering from
age 92 to 92% S3DMA at age 120
with improvements basis (2)

Females: 92% S3DFA tapering from
age 92 to 92% S3DFA at age 120
with improvements basis (2)

No select adjustments apply

Males: 87.4% NLTEWO0911_M
tapering from age 92 to 92%
NLTEWO0S11_M at age 120 with
improvements basis (1)

Females: 87.4% NLTEWO0911_F
tapering from age 92 to 92%
NLTEWO0911_F at age 120 with
improvements basis (1)

| No select adjustments apply
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18 Long-term business provision (continued)

/

This valuation

Last valuation

Product group

Annuities'in payment (Ex- '
MGMA Standard Lives)

Males: 92% PNMAQOQ with no
tapering and improvements basis (2)

Females: 92% PNFAQO with no
tapering and improvements basis (2)

Both with postcode adjustments
(where applicable)

Impairment factors apply’

No select adjustments apply

n/a

Annuities in payment (Ex-
MGMA Impaired Lives)

Males: 70% PNMAQO (POS1)/60%
PNMAOQO (POS 2-6) with no tapering
and improvements basis (2)

Females: 70% PNFAQO (POS1)/60%
PNFA (POS2-6) with no tapering
and improvements basis (2)

Both with postcode adjustments
(where applicable)

Impairment factors apply® .

No select adjustments apply

n/a

Annuities in payment
(Canada Life Enhanced)®

Males: 85.6% PNMAOQO with

| improvements basis (2)

Females: 73.6% PNFAQO with
improvements basis (2)

Both with postcode adjustments

‘| (where applicable)

Impairment factors apply®

No select adjustments apply

Males: 85.6% PNMAOO with

1 improvements basis (1)

Females: 73.6% PNFAOQO with
improvements basis (1)

Both with postcode adjustments
(where applicable)

Impairment factors apply®

No select adjusfments apply

"Enhanced ahnuities use additional adjustments for specific medical conditions for.impaired lives,

applied on a case-by-case basis.

.
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Improvements Basis (1)
Males:
CMI_2018_M, smoothing parameter Sk = 7.5 .
An addition of 0.3% p.a., taperlng to nil between ages 90 and 100, is applied to initial rates of improvement
to adjust for the socioeconomic profile of CLL annuitants. This adjustment reduces over time in line with
the age-period convergence assumption.
No cohort effects are fitted for those aged 40 and younger in 2018.
Long term rate of improvement =
.2000-2019: 1.5% up to age 80 reducing to 0% at age 110
2020+: 1.5% up to age 80 reducing to 0% at age 110 plus the following additions, which are
150% of the prescribed Canadian Actuarial Standards Board (ASB) rates, in each year of projection:

Age Addition -

0-40 1.5% p.a.

41-60 Linearly reducing
61-90 0.75% p.a.
91-104 Linearly reducing
105-115 0.3% p.a.

116+ 0%

A manual reserve adjustment has been introduced in respect of ages 95 and above to reduce
the impact of the increase in size of negative improvements at these ages between CMI 2017
and CMI 2018.

Females:
CMI_2018_F, smoothlng parameter Sk =7.5
An addition of 0.3% p.a., tapering to nil between ages 90 and 100, is applied to initial rates of improvement
to adjust for the socioeconomic profile of CLL annuitants. This adjustment reduces over time in line with
the age-period convergence assumption.
No cohort effects are fitted for those aged 40 and younger in 2018.
Long term rate of improvement =.

2000-2019: 1.5% up to age 80 reducing to 0% at age 110

2020+: 1.5% up to age 80 reducing to 0% at age 110 plus the followmg addmons which are

150% of the prescribed Canadian Actuarial Standards Board (ASB) rates, in each year of projection:

Age Addition

0-40 1.5% p.a.

41-60 Linearly reducing
61-90 0.75% p.a.
91-104 Linearly reducmg
105-115 0.3% p.a.

116+ 0%

A manual reserve adjustment has been introduced in respect of ages 95 and above to reduce
the impact of the increase in size of negative improvements at these ages between CMI 2017
and CMI| 2018.
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Improvements Basis (2) -
Males:
CMI_2019_M, smoothing parameter Sk = 7.5
An addition ofO 3% p.a., tapering to nil between ages 90 and 100, is applied to initial rates of improvement
to adjust for the socioeconomic profile of CLL annuitants. This adjustment reduces over time in line with
the age-period convergence assumption.
No cohort effects are fitted for those aged 40 and younger in 2019.
Long term rate of improvement =
2000-2020: 1.5% up to age 80 reducing to 0% at age 110

2021+ 1.5% up to age 80 reducing to 0% at age 110 plus the following additions, which are

150% of the prescribed Canadian Actuarial Standards Board (ASB) rates, in each year of projection:

Age Addition

0-40 1.5% p.a.

41-60 Linearly reducing
61-90 0.75% p.a.
91-104 Lingarly reducing
105-115 0.3% p.a.

116+ 0%

Females:
CMI_2019_F, smoothlng parameter Sk = 7.5
An addition of 0.3% p.a., tapering to nil between ages.90 and 100, is applied to initial rates of |mprovement
to adjust for the socioeconomic profile of CLL annuitants. This adjustment reduces over time in line wnth
~ the age-period convergence assumptlon -
No cohort effects are fitted for those aged 40 and younger in 2019.
Long term rate of improvement =
2000-2019: 1.5% up to age 80 reducing to 0% at age 110

2020+: 1.5% up to age 80 reducing to 0% at age 110 plus the following additions, which are

150% of the prescribed Canadian Actuarial Standards Board (ASB) rates, in each year of projection:

Age Addition

0-40 1.5%p.a.

41-60 Linearly reducing
61-90 0.75% p.a.
91-104 Linearly reducing
105-115 0.3%p.a.

116+ - 0%

Details of the adjustments referred to in the table are as follows:

Adjustments S1: :
30 year select factors apply for each yéar of entry from 1997 to 2019, which are combined with residual

select factors for the first 10 years of the annuity. The following residual factors apply for both sexes for
the first 10 years of the annuity (i.e. the mortality rate is multiplied by the factor below):

Year 1: 45% Year 5: 72% . Year 9: 91%

Year 2: 58% Year 6: 77% Year 10: 95%

Year 3: 63% Year 7: 81% - Year 11 onwards: 100%
Year 4: 68% Year 8: 86%

Adjustments S2:
30 year select factors apply for each year of entry from 1997 to 2019, which are.combined with residual

select factors for the first 10 years of the annuity. The following residual factors apply for both sexes for
the first 10 years of the annuity (i.e. the mor{aiity rate is multiplied by the faclor below):

Year 1: 53% Year 5: 80% Year 9: 93%

Year 2: 70% Year 6: 83% Year 10: 97%

Year 3: 73% ~ Year7:87% ~ Year 11 onwards: 100%
Year 4: 77% Year 8: 90% i’
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Adjustments B1:

The following bulk factors apply at age 60 for both sexes (i.e. the mortality rate is multiplied by the factor

below):

Bulk Class 1:62%
Bulk Class 2: 74%
Bulk Class 3: 89%

. Bulk Class 4: 98%
Bulk Class 5: 117%
Bulk Class 6: 139%

" The factors taper to 100% between ages:

75-95 for Bulk Classes 1-4
60-95 for Bulk Classes 5-7

Adjustments B2:

The mortality rates are calcula

Bulk Class 7: 192%

ted using factors that depend on bostcode grouping-, geographic region,

annuity size band and pensioner retirement status, varying by age and sex. According to the mapping of
an individual life to the above mentioned factors, corresponding adjustments will be selected to be
applied to the base mortality assumption.

Morbidity:

Non-Profit Fund: product
| group .

A This valuation

Last valuation

Group income protection
claims in payment
(termination rates)

Recoveries: 61.2% of CMIR12 in the first
year

105.3% of CMIR12 in the second year
102.0% for the next three years

62.9% for the next five years

34.0% thereafter.

Deaths: 207% of CMIR12 in the first year
235.8% of CMIR12 in the second year
123.3% for the next three years

65.5% for the next five years

27.2% thereafter.

Recoveries: 61.2% of CMIR12 in the first
year

105.3% of CMIR12 in the second year
102.0% for the next three years

62.9% for the next five years

34.0% thereafter.

Deaths: 207% of CMIR12 in the first year
235.8% of CMIR12 in the second year
123.3% for the nextthree years

65.5% for the next five years

27.2% thereafter.
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Expenses: .

The UKGAAP expense valuation assumptions for material lines are shown below, these are
inclusive of a 10% margin. .

Expense This valuation Last valuation
Assumptions Maintenance Investment Maintenance Investment
Annuities £20.57 10.3 bps © £21.78 7.9 bps
Group Health £210 - £5850 10.3 bps £220-£4350 7.9 bps

Material Sensitivities:
The significant sensitivities are as follows:

« A decrease of 10% in our annuity mortality assumptions would increase net annuity
reserves by approximately 2.3%, while a decrease of 0.1% in valuation rate of interest
would increase net annuity reserves by about 1.2%.

e A decrease of 10% in our Group Income Protection (IP) termination and mortality
assumptions would increase. Group IP claims in payment net reserves by
approximately 3.0%.

" Reinsurance Arrangements:

During 2006 the Company acquired an annuity block of The Equitable Life Assurance Society
("ELAS"). As part of this acquisition the Company entered into a reinsurance agreement where
the Company ceded 15% of this acquired book to Canada Life International Re Limited
("CLIRe"), a fellow group undertaking, on a funds withheld basis. This arrangement changed in
2008. Two new arrangements were put in place and currently 25% of longevity risk is ceded to
Royal Bank of Canada (RBC) under a reinsurance treaty, and 13.3% of the longevity risk is
passed to J.P. Morgan Ventures Corporation ("*JPM”) under an analogous non-reinsurance
financing arrangement. In addition, the treaty with CLIRe was extended so that 25% (instead
of the 15% previously) of the remaining liabilities for this business was reassured with CLIRe. -

In July 2011 the agreement with CLIRe was novated to Canada Life Assurance Company
_ Barbados Branch (“CLACBB"), and effective 1 July 2012 the treaty with CLACBB was extended
so that 40% (previously 25%) of the remaining liabilities for this business is reassured with
CLACBB. During 2015 the treaty with CLACBB was further extended so that 90% of the
remaining liabilities for this business is reassured, effective 1 January 2015.

During 2005 the Company acquired the annuity book of Phoenix & London Assurance Limited
("PALAL"). As part of this acquisition the Company entered into a reinsurance agreement where
the Company ceded 40% of this acquired book to CLIRe, a fellow group undertaking, on a funds
withheld basis. In July 2011 this agreement with. CLIRe was novated to CLACBB. During 2015
the treaty with CLACBB was extended so that 90% of the remaining hab:lmes for this business
is reassured, effective 1 January 2015.

Reinsurance with CLIRe transferred, during 2018, to London Life and General Reinsurance
dac (“LLGR"), which has since been renamed as Canada Life Re Ireland dac.
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During 2008 the Company entered into a 50% quota share agreement with Hannover
Rueckversicherung AG & Hannover Life Reassurance (UK) Ltd (following a business transfer,
the entire agreement is now with Hannover Rueckversicherung AG) to reinsure its impaired life
annuities. The impact of this treaty on the end of 2020 balance sheet is to reduce gross
technical provisions by £255.4m (2019: £222.9m).

During 2015 the Company reassured a £850m block of pension and general payout annuities
from Equitable Life (effective 1 January 2015) (“Highgate”). The Company acquired this
business from Equitable Life in February 2016 via a Part VIl transfer. The block consists of
Sterling and Euro denominated policies (Irish and German annuities) as well as three US dollar
denominated policies. The Company has entered into a reinsurance. agreement where the
Company ceded 90% of the Sterling denominated pension and general payout annuities within
this block to CLACBB on a funds withheld basis.

In 2019, a new amended and restated agreement was‘sighed with CLACBB which consolidated
the three arrangements for the PALAL, ELAS and Highgate blocks into one consolidated
arrangement. : ‘

During 2016, the Company ceded 50% of the longevity risk from Canada Life Pension annuities
originally sold by the Company before 2010 to CLACBB. 100% of the longevity risk from Group
Death-in-service Annuities in force at 31 December 2015 was also ceded to CLACBB.

The 50% longevity risk reinsurance arrangement included CPA block of annuities. Effective 1
of April 2020, the CPA block of annuity policies (c£2.2bn) was further included under the
consolidated PALAL, ELAS and Highgate treaty under a 90% quota share arrangement. The .
total impact of the above combined arrangements on the end of 2020 balance sheet is to reduce

gross technical provisions by £5,727.5m (2019: £3,610.6m)

The impact of the remaining reinsurance arrangements for non CPA pension annuities and
Group Death-in-service annuities on the end of 2020 balance sheet is to reduce gross technical
* provisions by £86.5m (2019: £137.3m. This included £43.3m for the CPA reinsurance
arrangement under the 50% longevity risk swap treaty).

During 2018, the Company ceded 90% of the longevity risk from bulk annuities sold by the
Company since 2015 to Canada Life Annuity Reinsurance Ltd (“CLAR"). This arrangement was
carried out as three transactions, with the first tranche effective in January 2018, the second in
October 2018 and the third in October 2019. The impact of this reinsurance on the end of 2020
balance sheet is to increase gross technical provisions by £34.1m (2019: £17.1m).

Following the part VI transfer of the MGMA liabilities effective 15t January 2020, the existing
reinsurance arrangements with Hannover Re also novated across to Canada Life. These
arrangements include a 50% quota share arrangements for non-linked annuity business written
prior to 15 January 2016 and 75% longevity swap arrangement for non-linked annuity business

“written after 15 January 2016. The impact of this reinsurance on the end of 2020 balance sheet
is to reduce gross technical provisions by £608.0m.

Additional reinsurance arrangements are in place for group income protection, group life and

individual life. The cumulative impact of these treaties on the end of 2020 balance sheet is to
reduce gross technical provisions by £131.5m (2019: £129.1m).
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19 Deferred taxation

(i) The deferred tax asset, and for the prior year Ilabllnty, included within prowsnons for other
risks and charges comprises:

2020 2019
] £m £m
Unrealised gains on investments : 11.9 : 21.9
Losses carried forward ’ (23.8) -
Provisions and other timing differences (6.7) . 14
Deferred tax (asset)/liability (18.6) © 233
(ii) Movements in the deferred tax balances are analysed as follows: )
: 2020 - 2019
, £m £m
At 1 January oo . 23.3 12.2
Income statement . : (23.8) ‘ 125
Transfer from current tax (19.9) .
Deferred tax on with profits - (1.4)
Other deferred tax movements 1.8 -
At 31 December ' 4 (18.6) - 233

The tax attributes which are recognised do not have an expiry date.

Deferred tax is calculated at 19%, the currently enacted corporation tax rate for s‘ha'reholde_r;
and 20%. for policyholder attributes. A proposal to increase the UK shareholder tax rate to
25% from 1 April 2023 was announced in the Budget on 3 March 2021 and is expected to be
enacted later this year.

20 Other creditors including taxation

2020 - 2019

. £fm £m
Due in less than one-year . ‘
UK corporation tax . - . 109 30.9
Amounts owed to group companies - 1377 46.2
Other creditors : 1359 - 162.7

Total . . 284.5 229.8

For other creditors, the fair value approximates to the book value due to their short maturity. -

21 Other provisions

In 2018, the Company recorded a restructuring provision in respect of activities aimed at
achieving planned expense reductions and an organisational realignment. Despite delays due
to Covid-19, the Company had achieved most of the planned benefits and the restructunng has
been substantially completed.

‘ L £m
At 1 January 2020 . : 225
Amounts used . (9.5)
At 31 December 2020 . 13.0
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22 Staff costs

. The Company had no employees during the year (including directors) (2019: none).

With effect from 1 April 2005, all staff contracts of employment with the Company were
transferred to CLFIS (U.K.) Limited (“CLFIS”), a fellow subsidiary of its parent undertaking CLG.
The associated costs are recharged back to the Company, where appropriate.

‘23  Directors’ emoluments

Certain directors of this Company have served during the year as directors of other companies

within the Great-West Lifeco Inc. group of companies, and their remuneration has been paid
- by other group companies. These directors do not apportion their remuneration between their
. services as directors of the Company and their services as directors of entities within the group;
as such no disclosure is made in relation to their emoluments.

Certain directors of this Company have their remuneration paid by CLFIS, a fellow subsidiary
of CLG. It is not considered practicable to apportion the emoluments between their services
as directors of the Company and their services as directors of other group undertakings. In
respect of these directors the aggregate amount of emoluments and fees paid during the year
-was as follows:

" 2020 - 2019

‘ A | £000 £'000

Fees : 566 - 543

Emoluments - 1,026 1,014
Highest paid director , < ‘

Emoluments - : 1,026 ‘ 1,014

During the year, CLFIS made contributions of £4k (2019: £7k) into the defined contribution
pension scheme on behalf of the highest paid director. During the year, CLFIS made
contributions on behalf of one (2019: one) director into the defined contribution pénsion
scheme. :

. 'd
As at 31 December 2020, none (2019: one) of the Company’s directors who was employed
within the UK group of companies had share options. No director who was employed within
the UK group of companies exercised share options during the year (2019: no director).
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24 Finance leases receivable

Amounts receivable under Finance leases relate to assets held for the pu'rpose of letting:

2020

Minimum lease

Present value of
minimum lease

Within one year
Second to fifth years inclusive

More than five years

Less: unearned finance lease income

. \ ' -
Total finance leases receivable

payments payments

£m £m

5.7 5.1

24.0 19.9

2254 104.8

2551 129.8.

(125.3)

129.8 129.8

2019

Minimum lease

Present value of
minimum lease

Within one year
Second to fifth years inclusive
More than five years

Less: unearned finance lease income

" payments payments

£m £m

55 54

23.5 20.7

2316 104.0

260.6 1301
(130.5)

130.1 130.1

Total finance leases receivable

25 Operating leases receivable

The future minimum lease payments receivable under non-cancellable operating leases as

~follows: . , '

~ No later than one year

Later than one year and not later than five years:

Later than five years

. 2020 2019
£m £m
784 89.0
274 .4 296.2
4526 4953
805.4 8805

Operating lease receivable is related to rental income from the Company’s property investment

portfolio.
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26 - ;Rellated party transactions

No contracts of significance existed at any time during the year in which a director or key manager
was materially interested or which requires disclosure as a related party transaction as defined
under FRS 102 section 33 Related Party Disclosures. No other contracts of significance existed
at any time during the year between the Company and other related parties that similarly require
disclosure under FRS 102 section 33. Advantage has been taken under FRS 102 33.1A, Related
Party Disclosures, not to disclose transactions between entities, 100% of whose voting rights are
controlled within the Great-West Lifeco Inc group of companies.

27  Dividend paid

2020 . 2019
£m £m
Dividends paid in the year 245.0 246.6

245.0 246.6

~ 28 Capital Commitments

Authorised and contracted commitments not provided for in respect of investment properties,
finance leases and other financial assets’ developments, payable after 31 December 2020:
£89.3m (2019: £95.6m). Of the amount due, £65.8m is expected to be provided for in the next
12 months (2019: £95.5m). Of the amount due, £4.8m is in respect of investment properties
© (2019: £7.9m).
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29 Supplementary information in respect of Fmancnal Reportmg

Standard 103 Insurance contracts (unaudited)

In March 2014, the FRC issued FRS 103 on Insurance contracts. In summary, FRS 103 largely
permits entities to continue with existing accounting policies for insurance contracts.

The Company is regulated by the Prudential Regulation Authority (“PRA") and is subject to
insurance solvency regulations which specify the minimum amount and type of capital that must
be held in addition to the insurance liabilities.

The Solvency Il regime has been effective from 1 January 2016 and establishes a new set of
EU-wide capital requirements, risk management and disclosure standards. The Company is

required to meet a Solvency Capital Requirement (“SCR") which is calibrated to seek to ensure’

a 99.5% confidence of the ability to meet obligations over a 12 month time horizon. Following
regulatory approval in December.2019 the company uses a Partial Internal Model for the
calculation of the Credit, Longevity and Catastrophe components of the SCR." All other
components of the SCR are calculated using the Standard Formula.

The capital statement in respect of the Company’s life and pensions business is set out below.
This statement shows an analysis of available capital resources calculated on a Solvency I
basis. It also shows the regulatory capital requirements and, in total, the overall surplus capital
over regulatory requirements.

2020 Capital statement table

2020
LTBF® Total
business
£m £m
Shareholders’ funds 2,958 2,958
2,958 ;2,958
Other qualifying capital :
Subordinated Debt 330 330
. . 330 330
Adjustments onto regulatory basis .
Adjustment to assets and liabilities 594 594
Fair value of Subordinated Debt _ 154 154
Own Funds ' 4,036 - 4,036
Solvency Capital Requirement - 2,484
UK Capital Resources Requirement 2,484
Overall surplus bapital over regulatory requirements 1,652

8 Long-term business provision
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29 Supplementary information in respect of Financial Reporting

Standard 103 Insurance contracts (unaudited) (continued)

2019 Capital statement table

_ Shareholders’ funds

Other qualifying capital

Subordinated Debt

Adjustments onto regulatory basis
Adjustment to assets and liabilities

Fair value of Subordinated Debt

Own Funds

Solvency Capital Requirement
UK Capital Resources Requirement

Overall surplus capital over regulatory requirements

76

2019

LTBF Total

business

£m £m

. 3,054 3,054

3,054 3,054

330 330

330 330
498 498 °

121 121

4,003 4,003

2,551

2,551

1,452
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29 Supplementary information in respect of Financial Reporting
Standard 103 Insurance contracts (unaudited) (continued)

Movement in the year

The overall surplus capital has increase by £100m in the year comprising a £33m increase in
total available capital resources (Own Funds) and a £67m decrease in the required capital
under Solvency Il, i.e. the SCR. -

Total L&P
Business
£m
Own Funds 2019 ' : 4,003
Capital movements :
MGMA Part VII ' (48)
Expected surplus emerging over 2020 ) . 140
New business contribution _ o (6)
Investment gains/(losses) . ) (282) -
Other Economic Impacts : 177
Quota Share Reinsurance ) 297
Non-economic experience gains/(losses) : - 54
Assumption changes 58
Tax ' - (12)
Changes in Transitional Measure on Technical Provisions ) (102)
Dividends paid ‘ (245)
. Other factors ) : 2
Own Funds 2020 ' 4,036

The Transitional Measure on Technical Provisions included under the Solvency Il regime allows
companies to smooth the transition from Solvency | to Solvency Il over 16 years. The
Transitional Measure on Technical Provisions can be recalculated every 24 months or more
frequently if there is a material change in risk profile.

The movements in Own Funds are detailed below:

e MGMA Part VII: :
On 1 January 2020, CLL obtained business of MGMA and the impact of this is to
reduce Own Funds by £48m.

» Expected Surplus emerging over 2020:
This relates to expected investment returns in excess of the valuation discount rate
~ used in calculating the liabilities, and the expected release of risk margin as in-
force business runs off. ’

e New Business Contribution:
New business contribution arises from initial expenses and solvency Il reserves
required for new business over 2020 being marginally greater than the premium *
paid.

e investment gains/(losses):
Own funds have decreased as risk-free rates fell over 2020, rating experience
was worse than that assumed in the fundamental spread assumptions and
property values fell as indirect consequences of Covid-19.
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29 Supplementary information in respect of Financial Reportmg
Standard 103 Insurance contracts (unaudited) (contmued)

Movement in the year (continued)

Other Economic Impacts:

This is driven from movements in the Irish Life Participation. During 2020, the value
of the participation increased £107m from non-currency related factors, of which
£76m was paid to CLL through a dividend. In addition, currency movements on
the Irish Life participation led to an increase in Own Funds of £72m.

Quota Share Reinsurance :

Effective as of 1st April 2020, CLL reinsured a c£2.5bn block of CPA annuity

business under a 90% quota share treaty with CLACBB, an internal reinsurer.
This replaces a longevity swap which previously covered 50% of only the
longevity risk on this portfolio and increases own funds by £297m.

Non-économic experlence gams/losses

There has been a positive life experience of £39m primarily from morbidity
experience, with positive longevity and adverse mortality experience, as a result
of Covid-19, broadly offsetting. There are a few other items, such as project
costs, which are also included within this line.

Assumption & Modelling changes:

Following the annual basis change review process, a number of assumption
changes & model enhancements were made. The increase in own funds
predominately arises from the annual recalibration of the PIM, and the update to
the internal rating model for the valuation of commercial mortgages leading to the
removal of the cap on mortgage ratings within the Matching Adjustment Fund.
There is also an increase in own funds from the annual update of expense
assumptions to -reflect recent experience and an update to expected claims for
Protection products though these are partially offset by the impact from smaller
basis changes.

Tax:

The actuarial liabilities include certam provisions for shareholder tax. The overall
movement in these provisions and tax paid over the year is a £12m reduction in
Own Funds. .

Changes in Transitional Measure on Technical Provisions: :
The Transitional Measure on Technical Provisions linearly runs off each year, with
the intention of smoothly running off over 16 years. The reduct|on in own funds
over 2020 is due to the planned run off over the year.

Dividends:

Total dividends of £245m were pald during 2020 to Canada Life Group (U.K.)
Limited.
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29 = Supplementary information in respect of Financial Reporting
Standard 103 Insurance contracts (unaudited) (continued)

Basis of calculating available capital resources in life and pensions business

The available capital (Own Funds) of the UK business has been determined in accordance with
Solvency |l regulations and amounts to £4,036m (2019: £4,003m).

The Own Funds include £330m face value of subordinated debt (2019: £330.0m) which had a
market value of £484m at 31 December 2020 (2019: £451m).

It is the Company’s policy to ensure that it is adequately capitalised to support its life business
and exceed Solvency Il regulatory capital requirements.

Basis of calculating the Solvency Il regulatory capltal requirement in life and pensions

. business

Each life assurance Company must retain sufficient capital to meet the Solvency |l regulatory
capital requirements under the Solvency Il regulations. The company uses its approved Partial
Internal Model for the calculation of the Credit, Longevity and Catastrophe components of the
SCR. All other components of the SCR are calculated using the Standard Formula. The SCR
is deducted from Own Funds to give the overall surplus capital over regulatory requirements.

Constraints over available capital resources

The Matching Adjustment fund under Solvency |l is ring fenced but there is flexibility, subject to
certain rules, to withdraw assets in excess of the liabilities if certain criteria are met. Otherwise
_ there are no constraints on the utilisation of assets between funds to meet the solvency
requirements. .

Sensitivity analysis

The Company’s capital position is sensitive to changes in market conditions, both due to
changes in the value of the assets and the effect that changes in investment conditions may
have on the value of the'liabilities. It is also sensitive to assumptions and experience relating to
mortality and morbidity and to a lesser,extent, expenses and lapses.

The most significant sensitivities arise from the following risks:

« Longevity risk — Longevity.risk is the potential loss or volatility of earnings or capital

. arising from an adverse change in the value of assets (i.e. Equity Release Mortgages)

~or insurance liabilities, resulting from changes in the level, trend, or volatility of mortality
rates, where a decrease in the mortality rate leads to a decrease in the value of assets

or an increase in the value of insurance liabilities. :

. Market risk — the risk of loss arising from changes in the values of, or income from, -
assets, or interest or exchange rates. A risk of loss. also arises from changes in the
volatility of asset prices, interest rates or exchange rates.

e Credit risk — this is the potential loss or volatility of earnings or capital arising from the
inability or unwillingness of a counterparty to meet its on-balance sheet and off-balance
sheet contractual obligations. Financial losses are attributed to:

» the default of that security in its financing obligations;

» the downgrade of a security's creditworthiness; and

e achange’in the yield premium required by the market in respect of credit risk
on risky assets. -
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29 Suppleméntary information in respect of Financial Reporting .
Standard 103 Insurance contracts (unaudited) (continued)

« Expense risk — this is the potential loss or volatility of earnings or capital arising from

- variability of expenses incurred with fee for service business or in servicing and
maintaining insurance, savings, or reinsurance contracts (e.g. the variability in expense
liability cash flows due to the variation of the in-force policies, excess claims, lapses
and surrenders, asset management, new business decrease or other circumstances
-that could have an impact on unit expenses);

¢ Operational risk — this is the potential loss or volatility of earnings or capital arising from
potential problems due to inadequate or failed internal processes, people and systems
or from external events;

+ Lapse risk — this is the potential loss or volatility of earnings or capital arising from
adverse change in the value of insurance liabilities and Equity Release Mortgages,
_resulting from changes in the level or volatility of the rates of policy lapses, terminations,
renewals and/or surrenders. For lapse supported products, a decrease in the lapse rate
leads to an increase in the value of the insurance liabilities. For lapse sensitive
products, an increase in the lapse rate leads to an increase in the value of the insurance
liabilities.

» Mortality risk — this is the potential loss or volatility of earnings or capital arising from
an adverse change in the value of insurance liabilities or in the value of assets (eg.
Equity Release Mortgages) resulting from changes in the level, trend, or volatility -of
mortality rates, where an increase in the mortality rate leads to an increase in the value
of insurance liabilities;

« Morbidity risk — this the potential loss or volatility of earnings or capital arising from an
adverse change in the value of insurance liabilities resulting from changes in the level,
trend, or volatility of disability, health, dental, critical iliness and other sickness rates,
where an increase in the incidence rate or a decrease in the disability recovery rate
leads to an increase in the value of insurance liabilities; and

o Catastrophe risk — two sources of catastrophe risk arise through mortality and morbidity
risk: .

o Mortality catastrophe risk is the potential loss or volatility of earnings or capital
arising from adverse change in the value of insurance liabilities, resulting from
the significant uncertainty of pricing and provisioning assumptions related to -
extreme or irregular mortality events; and

o Morbidity catastrophe risk is the potential loss or volatility of earnings or capital
arising from adverse change i in the value of insurance liabilities, resulting from
the significant uncertainty of pricing and provisioning assumptions related to
extreme or irregular morbidity events.

The timing of any impact on capital would depend on the interaction of past experience and
assumptions -about future experience. In general, if experience had deteriorated or was
expected to deteriorate and management actions were not expected to reduce the future impact
then assumptions relating to future experience used in determining the appropriate levels of
technical provisions would be changed to reflect it. In this way, liabilities would be increased to
anticipate the future impact on the capital position. Examples of possible management actions
include changes to discretionary surrender terms. -
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29 . - Supplementary information in respect of Fir'lanciall Reporting
.Standard 103 Insurance contracts (unaudited) (continued)

Options and guarantees

Options and guarantees are features of life assurance and pensions’ contracts that confer
potentially valuable benefits to policyholders.

Some annuity payments are linked to inflation though subject to a maximum cap and minimum
floor, which are taken into account to project the liability cash flows used in the valuation. The
caps and floors are a common feature for inflation linked benefits for the bulk annuity business.

. Assumptions
The assumptions that have the greatest effect on the measurement of liabilities, mcludlng
options and guarantees are:

e economic assumptioris;
s mortality;

+ - morbidity; and

e expenses.

Economic assumptions
For the purposes of the determination of habllmes economic assumptions are based on the
prevailing market rates and current asset mix of each fund and include a margin for prudence.

Mortality :
These assumptions are calculated in line with standard actuarial methodology, on the bas:s of

past experience adjusted for a best estimate of how the various factors affecting the parameters
may worsen in future — for example mortality improvements for annuity business.

Morbidity
These assumptions are calculated in line with standard actuarial methodology, on the basis of
past experience.

Expenses

Expenses are based on past experienced levels allowmg for inflation and other foreseeable
significant adverse changes in future years.
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30 . Risk management objectives and policies for mitigating risks

The risk management objective is to manage risks in accordance with the Company’s risk
appetite, risk strategy and business strategy. The Company’s risk management policies and
the processes for identifying risks include identification, management, mitigation, monitoring
and reporting of financial, insurance and other risks. The key components are:

" o Market risk — the potentiél loss of earnings or capital arising from the changes in
market rates or values. L )

‘e Credit risk — the potential loss of earnings or capital arising from the inability or
unwillingness of ‘a counterparty to meet its on- and off-balance sheet contractual
obligations, Financial losses are attributed to:

 the default of that security in its ﬂnancing obligations;
» the downgrade of a security’s credit worthiness; and
» achange in the yield premium.required by the market in respect of credit risk
.on risky assets.
e Insurance risk — the potential loss or volatility of earnings or capital arising from the
risk associated with contractual promises and obligations made under insurance
contracts.
The Company also monitors other categories of risk which are:
e Liquidity risk — the.potential loss or volatility of earnings or capital arising from a
©company’s inability to genérate the necessary funds to meet its on- and off-balance
sheet obligations as they fall due.

« - Operational risk — the potential loss or volatility of earnings or capital, as well as poor
treatment of customers and company reputation implications, arising from‘inadequate
or failed internal processes, people and systems or from external events.

« Conduct risk - the risk of unfair outcomes for customers as a result of inadequate or
failed processes or inappropriate behaviours, offerings or interactions by the Company,
its employees or its Agents.

For each of the risks above, the Company determines its risk appetite and sets its investment
and underwriting policies accordingly. Risk policy is documented in each of the above areas,

including the actions to mitigate those risks. A summary of how each risk is mitigated is provided
below with.quantitative information on the exposure to that risk; where appropriate.

Risk owners are assigned to manage these risks and there are key process controls to identify,
assess, report, monitor and mitigate these risks.

Market risk .
The most imponanf components of markét risk are:
| * interest rate risk;
; property and équity risk; and
e currency risk.

. The Company is exposed to market risk throug.h its financial assets and financial liabilities.
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30 Risk management objectives and policies for mitigating risks
(continued)

The Company is also exposed to market risk through the reinsurance assets and policyholder
liabilities. In particular, the key risk is that adverse market movements impact the proceeds
from financial assets which are not sufficient to fund the obligations arising from policies as
they fall due.
\
The Company manages these positions through its asset liability management (ALM) approach
that has been developed to ensure that the-assets are sufficient to meet the liabilities arising
from insurance contracts under a wide range of financial conditions. A separate portfolio of
assets is maintained for each distinct category of liabilities. The assets chosen are of a similar
nature to those liabilities, such that the impact of any change in the value of the assets will be
reduced-by a change in the value of the liability.
-

‘Earnmgs are exposed to market risk to the extent that the income from policyholder funds is
based on the value of assets held within unit-linked funds and also to the extent that shareholder
assets have been invested. -

Given the uncertainties on the impact and nature of the Covid-19 pandemic, it is difficult to
predict the exact impact on the UK economy and the Company. The Company is most sensitive
to market risks, which could be adversely impacted as a result of certain Covid-19 scenarios.
Sensitivities to market risk are shown in section (iv) below. Stress tests are carried out taking
into account changes to a number of key economic factors. These tests demonstrate that the
Company has a robust process for managing the market risks it faces. Solvency ratios
calculated for regulatory purposes show that the company retains adequate capital to meet
PRA requirements.

(i) Interest rate risk

Interest rate risk is the potential loss or volatility of earnings or capital arising from the effect of

the volatility and uncertainty of future interest rates on asset cash flows relative to liability cash -
flows and on surplus assets. This also includes changes in the amount and timing of cash flows

related to asset and liability optionality including interest rate guarantees and book value

surrender benefits in the liabilities. Furthermore, by considering the impact on liabilities as well

as assets, this covers the impact of any ALM mismatching.

Fair value mterest rate risk
This is the specific risk where the value of a financial mstrument will fluctuate because of
. changes in market mterest rates.

Interest rate risk arises primarily from investments in fixed interest securities. In addition, to the .
extent that claims inflation is based on interest rates, liabilities to pollcyholders are exposed to
interest rate risk.

Interest rate risk is managed by cash flow matching the investment portfolio and the
. policyholder liabilities. Assets of the appropriate duratlon are bought and sold to maintain this
match which is regularly monltored

The value of the Company’s assets that are exposed to fair value interest rate risk is
£13,825.2m (2019: £12,340.0m). There is an offsetting liability impact of interest rate changes.
The sensitivities to changes in interest rates are shown below (see (iv) Sensitivity to market
_risk).
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30 Risk management objectives and policies for mitigating risks
(continued)

Cash flow interest rate risk :

This is the specific risk where the future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Company’s investments in variable interest
rate bonds are exposed to cash flow interest rate risk.

The value of the Company’s maximum assets that are exposed to cash flow interest rate risk
is £4,453.4m (2019: £4,062.4m). There is an offsetting liability impact of interest rate changes.
Sensitivities to changes in interest rates are shown below (see (iv) Sensitivity to market risk).

(ii) Property and equity risk

Property risk is considered as part of the wider category of Equity Risk, as such this is defined
as: : v

The potential loss or volatility of earnings or capital arising from an adverse change in of the
values of assets, liabilities, financial instruments and fee revenue to changes in the level or the
volatility of market prices of common shares or residential and commercial property, when
those shares are considered to be held for the purposes of backing specified liabilities.

Exposure arises from the Company’s investment in properties, mortgages and finance leases

that back the annuity portfolio. The key areas where this risk could result in a loss are as follows:

e default on property tenancy agreements and mortgage repayments resulting in the
reduction of the income stream; and

e adverse movements in property values.

The Company manages this risk by holding additional capital to protect itself from a significant
fall in property values, close monitoring of its property exposures and careful selection of
properties and limiting exposure to properties in aggregate and by geography, industry and
type of property. Exposures are regularly monitored, reported and managed to ensure
compliance with the Company’s investment policy.

Equity risk can also arise through the -potential loss or volatility of earnings or capital arising.
from the equity exposure as it relates to fee income (unit-linked) business and thérefore is a
by-product of one of the Company’s core business activities.

For unit-linked policies, the policyholder bears the majority of the investment risk. Any change
in asset values is closely matched by a change in the liability although fee income which is
expressed as a percentage of fund value is also affected. Shareholder funds also invest in
equities and are subject to risk from fluctuation in their value.
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30 Risk management objeétives and policies for mitigating risks
(continued)

(iii) Currency risk

~ Currency risk is the potential loss or volatility of earnings or capital arising from adverse
changes in the value of assets, liabilities and financial instruments to changes in the level or in
the volatility of currency exchange rates.

Currency risk arises principally from the Company’s investment in Irish Life, a Company that
conducts the majority of its operations in Euros. A devaluation of the Euro against Sterling that
is considered to be permanent could trigger an impairment of the carrying value of these
investments.

The Company has a currency hedge in place for commercial reasons; this will mitigate the
impact of adverse currency fluctuations. Movements in the market value of these contracts are
taken through the income statement in the period they arise.

The risk arising from the Company’s investments in foreign currency denominated securities of
. £360.6m (2019: £357.1m) is mitigated using foreign currency swaps. The nominal value of the
foreign currency denominated securities is £275.9m (2019: £282.5m). The net derivative assets
and liabilities relating to currency risk are disclosed as other debtors of £8.5m (2019: £16.0m)
and other creditors of £63.8m (2019: £70.4m). ’

For unit-linked contracts, currency risk is borne by the policyholder. As noted above, the
Company is subject to currency risk only to thé extent that income from policyholder funds is
based on the value of the foreign-denominated financial assets held in those funds, and also to
the extent that shareholder assets have been invested.

(iv) Sensitivity to market risk

Results of sensitivity testing on the long-term business fund and shareholder funds on-an FRS
102 basis to market risk are set out below:

Sensitivity factors

= Interest rates — the impact of an increase or decrease of 100 basis points in market
interest rates (nominal yield) as at the balance sheet date

* Equity / property market values — the impact of a 10% decrease in equity / property
market values as at the balance sheet date ’

. Sensitivities as at 31 December 2020:

Interest rates’ Interest rates  Equity / Property
+100bps " -100bps , -10%
Profit before tax (Em) R € 7 ' (43)
Profit after tax / Equity (Em) ' (1) 5 (35)

Sensitivities as at 31 Deqember 2019:

Interest rates ‘Interest rates Equity / Property
+100bps © -100bps - -10%
Profit before tax (Em)’ @2 M : (17)
Profit after tax / Equity (Em) - (18) 3 - _ (14)
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30 Risk management objectives and policies for mitigating risks

(continued) -

Credit risk

Credit risk is the risk of potentiél ioss or volatility of earnings or capital arising' from the inability

or unwillingness of a counterparty to meet its on and off balance sheet contractual obligations.

Financial losses are attributed to:

« the default of that security in its financing obligations;
« the downgrade of a security’s credit worthiness; and
e achange in the yield premlum requnred by the market in respect of credit risk on risky
assets. .
V4
Key areas where the Company is exposed to credit risk are:

e exposure to corporate bonds and prlvately placed bonds (as well as finance Ieases
and other financing arrangements);

e exposure to mortgages,

e exposure to financial derivatives; and

e exposure to the reinsurers’ share of i insurance ilabmtles

The Company’s investment policy sets limits on the Company’s exposure (which are linked to

“credit rating) to a single counterparty and geographical and industry segments. These
exposures are monitored and reported -regularly to senior management in order to ensure
compliance with the Company's exposure limits. Regular reviews of counterparties are
performed in order to identify the most appropriate opportunities for managing the Company’s
credit exposures more efficiently. '

Reinsurance is used to manage insurance risk. The Company cedes insurance risk to
reinsurance counterparties in order to mitigate insurance risk. Reinsurance counterparty risk
represents the potential loss or volatility of earnings or capital arising from a reinsurance
counterparty failing to maintain its contractual obligations in relation to payments under the
reinsurance contract. The creditworthiness of reinsurers is considered when treaties are
entered into and monitored on an ongoing basis.

The following table provndes information regardlng the carrying value of financial assets and
the ageing of financial assets

As at 31 December 2020:

(Em)
Balance sheet category ' Past due Impaired Gross Less Net
Not past 0-3 3-6 6-12 12 assets carrying impairment carrying
due  mths mths  mths  mths + . value value
Other financial investments
Financial assets designated at 19,058.7 - - - - - 19,058.7 - 19,058.7
fair value through profit and loss o .
Loans and receivables 2,575.8 - - - - 582 .2634.0 (35.6) 2,598.4
Assets held to cover linked 2,825.8 - - - - - 2,825.8 - 2,825.8
liabilities
Debtors arising from direct 21.2 ' 423 ., 9.1 84 _ 16 - 826 - 826
insurance operations
" Other debtors 279.4 - - - - - 279.4 - 279.4
Assets Under Construction 349 - - - - c- 349 - 349
_ Accrued interest and rent 193.7 10.0 3.6 29 0.5 - 210.7 (1.6) 2091
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30 Risk management objecfives and policies for mitigating risks

(continued)

Credit risk {continued)

As at 31 December 2019:

(£m) -
Balance sheet category Past due Impaired Gross Less Net
Not past 0:3 - 3.6 6-12 12 assets carrying .impairment carrying
. due  mths mths mths  mths + value value
Other financial investments ’
Financial assets designated at 16,505.9 - - - - - 16,505.9 - 16,505.9
fair value through profit and loss
Loans and receivables 2,597.9 - - - - 46.6 26445 (29.8) 2,614.7
Assets held to cover linked 22716 - - - - - 2,271.6 - 2,271.6
liabilities .
Debtors arising from direct 19.4 39.5 9.4 4.0 1.2 - 73.5 - - 735
insurance operations
Other debtors 238.5 - - - - - 238.5 - 238.5
Assets Under Construction -~ 6.5 - - - - - 6.5 - 6.5
Accrued interest and rent 1791 03 . 0.2 0.1 - - 179.7 - 179.7
The impaired assets are as follows:
: . . . 2020 2019
£fm £m
Mortgage loans 22.6 16.7
22.6 16.7

The following table gives an indication of the level of creditworthiness of those categories of
assets which are most exposed to credit risk. The ratings used are derived from the ratings
published by three external ratings agencies (Standard and Poor's, Moody's Investors Service

and Fitch Ratings) where we rate the instrument no higher than the highest published ratirjg.

Mortgage Loans are excluded from the table below as theé.e are not rated by the external
agencies. Instead the company uses an internal credit rating model to determine a credit score
for each Mortgage Loan and considers a material proportion of the portfolio to be investment

grade.

Assets held within unit-linked funds have been excluded from the table below as the credit risk
on these assets is borne by the policyholders rather than the shareholders.

As at 31 Deqember 2020

AAA AA
) £m £m
Corporate Bonds 855.3 3,830.2
Gilts - 3,575.2
Total Gross Assets 855.3 7,4054
Less: Reinsured portion , (2145)  (1,709.0)
Total as at 31 December 2020 640.8 5,696.4
insurance '

Net

A . BBB
£m £m
5,879.9 2,977.7

5879.9 29777
(1,133.1)  (980.4)

. 4,746.8 1,997.3

.BB
£m
37.8

37.8 -

(26.0)
1.8

B D
£m £m
58.0 2.8
58.0 2.8

(43.7) -
14.3 2.8

Toial
£m
13,641.7
13,5752
17,216.9
(4,106.7)
13,110.2




CANADA'LIFE LIMITED

30 Rlsk management objectwes and policies for mitigating risks
(continued)
Credit risk {(continued)
As at 31 December 2019 v
: AAA AA - A BBB BB B Total
£m £m £m £m £m £m £m
Corporate Bonds 647 .4 3,937.2 4,599 4 2,664.2 75.0 131 11,936.3
Gilts ' - 3,670.2 - - - - 3,670.2
Total Gross Assets 647.4 - 7,607.4 4,599.4 2.664.2 75.0 13.1 15,606.5
Less: Reinsured portion (149.3)  (1,299.1) (684.4) (632.9) (24.7) - (2,790.4)
Total as at 31 December 2019 498.1 6,308.3 . 3,915.0 2,031.3 50.3 1341 12,816.1

Net of Reinsurance

There is one defaulted bond of £2.8m (2019: £nil) in the portfolio. Collateral is held in the form
of cash or marketable securities.

In respect of the longevity insurance contracts that the Company has entered into:
: e The value of deposited cash collateral with the Counterparty was £93.3m (2019
£90.1m) .
e The value of deposited marketable securities (UK Gilts) was £143.3m (2019: £121.2m)
» . The value of deposited marketable securities (corporate bonds) was £78.7m (2019:
£138.5m)

The UK gilts are held in a segregated client account at Royal Bank of Canada with the
-‘Counterparty approving the quality of the collateral and any movements into or out of the
custody account. :

The cdrp‘brate bonds have been transferred'to the Counterparty and are held in three
segregated client custody accounts at RBC over which we have a charge. '

All of the over-the-counter (“OTC") derivative contracts that have been entered into are fully
collateralised as per the Credit Support Annex, and with each Counterparty there is an agreed
Minimum Transfer Amount.

The net cash collateral value and the value of deposited cash collateral with Counterparties
- was £63.4m (2019: £61.9m). The value of cash received from a Counterparty held at RBC
within the nominated custody account was £nil (2019: £nil).

Insurance risk

Insurance risk and other policy cash flow risk consusts of the following three main areas, where -
these are as defined in Note 29:

Insurance risks:
o mortality risk
o morbidity risk in the disability recovery rate leads to an increase in the value of
insurance liabilities.
e catastrophe risk

Other policy cash flow risk:

e lapserisk
e expense risk
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30 Risk management objectives andb policies for mitigating risks
(continued) : '

Insurance risk (continued)

The Company actively pursues mortality risk and morbidity risk in those areas where it
considers it has a competitive advantage in managing these risks to generate shareholder
value without compromising the interests of policyholders and the need to treat customers
fairly. Lapse risk and expense risk are taken on as a consequence of meeting strategic
objectives, and where it is deemed financially beneficial for the organisation to do so.

Underpinning the management of insurance risk is:

e adherence to an.approved underwriting policy that takes into account the level of risk
the Company is prepared to accept; .

» controls around the development of products and their pricing; and

. regjular analysis of actual mortality, morbidity and lapse experience which feeds into
the development of products and policies. -

Risks in excess of agreed ljnderwriting limits may be accepted if they can be reinsured at a
reasonable rate. '

(i) Mortality and morbidity risk
Payout annuities

Payout or lifetime annuities are contracts that, in return for a lump sum, pay a regular amount
(usually monthly or annually and sometimes increasing at a fixed or index-linked rate), until the
death of the policyholder. As a result, if annuitants live longer than expected on average, profits
will reduce. In many cases the annuity-is guaranteed payable for a fixed term (usually five
years) even in the event of death. Many policies are written on joint lives so that when the first
life dies the benefit continues, sometimes at a reduced level. These features tend to reduce
the volatility of results to random fluctuations in experience but not the impact of a general
increase in longevity. ' ,

Life assurance

Most of the Company’s insurance policies other than annuities include life assurance, mainly

through Group protection policies. When pricing policies, an assumption is made as to the

likelihood of death and this assumption is reviewed as part of the annual valuation of policies.

To the extent that actual mortality experience is worse than that anticipated in pricing and

subsequently in the insurance liability valuation a loss will be made. The risk is greater for those

policies such as Group Life and term assurance where the maturity or surrender benefit is small
_(or zero) in relation to the death benefit.

Income protection

Income protection policies pay a regular level of benefit if the policyholder is unable to work
due to incapacity for more than a specified period. The two main risks involved are an increase
in the frequency of claims (the inception rate) and an increase in the average length of the
claim.(a reduction in recovery rate). Most income protection policies are regular premium with
the premium and cover fixed at inception. Some Company policies allow premiums to be
reviewed but the premium rates are usually guaranteed for two or more years.
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30 Risk management objectives and policies for ‘mitigating risks
(continued) : ’

Insurance risk (continued)

Critical illness

* The Company has written a number of critical illness policies that pay out in the event of a
group scheme member suffering a defined critical illness. As for life assurance, the amount
payable on these events can be significantly higher than the amount payable (if any) if the -
" policy is surrendered. ‘

Equity Release MoArtgages

The Company writes Equity Release Mortgages (ERMs) which allow homeowner(s) (aged over
55) to borrow against the equity in their home to supplement retirement income or pay for one-
off costs/purchases. The ERM is repaid on death of the policyholder or entry into long term
‘care through sale of the home. All ERMs have a No Negative Equity Guarantee (“NNEG")
which limits the loan repayment to the net sale proceeds of the home. .

(i) Lapse risk

Lapse experience varies over time as well as from one type of contract to another. Factors that
will ‘cause lapse and surrender rates to vary over time include changes in investment
performance of the assets underlying the contract where appropriate changes that make
alternative products more attractive, customer perceptions of the insurance industry in general
and the Company in particular, and the general economic environment. There are some
additional factors, such as property prices, which affect persistency for ERMs.

(iii) Expense risk

Expense risk is an area where value can be generated by efficient expense risk management.
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30 Risk manabement objectives and policies for mitigating risks

‘(continued)

Liquidity risk

Liquidity risk is the potential loss or volatility of earnings or capital arising from a company’s
inability to generate the necessary funds to meet its on- and off-balance sheet obligations as

they fall due.”

For policyholder funds liquidity risk could potentially arise from:

¢ a short-term mis-match between assets and liabilities;

¢ having to realise assets to meet liabilities when asset values are depressed; and

« an unexpectedly high level of claims or surrenders.

The Company’s exposure to liquidity risk is limited due to more than adequate holdings in liquid:
‘assets and to an extent through the nature of its liabilities.
The Company manages these positions through its asset liability management (ALM) approach
that has been developed to ensure that the assets match the liabilities arising from insurance
contracts under a wide range of financial conditions. It also has implemented a liquidity policy.

As at 31 December 2020

<1yr ~ 15yrs 515yrs - 15yrs+ Total
. £m " £m £m £m £m
Technical provision for linked ‘
liabilities 2,825.8 - - - 2,825.8
Derivative financial liabilities 10.3 22 24.0 27.3 63.8
2,836.1 2.2 24.0 27.3 2,889.6
As at 31 December 2019
<1yr 1-5yrs  5-15yrs  15yrs+ Total
‘ , £m £m £m £m £m
Technical provision for linked ’
liabilities 2,271.6 - - - 22716 .
Derivative financial liabilities 4.1 12.7 24.4 29.2 70.4
2,275.7 12.7 24.4 292 2,342.0
The following table shows a maturity analysis of the financial assets:
- As at 31 December 2020
<1yr 1-5yrs  5-15yrs  15yrs + Total
_ £m £m £m £m £m
Other financial investments 2,019.3 3,398.1 6,899.4 9,340.3  21,657.1
Assets held to cover linked . .
liabilities 2,825.8 - - - - 2,825.8
Derivative financial assets ’ 3.3 0.4 .- 4.8 85
) 4,848.4 3,398.5 6,899.4 - 9,345.1 24,4914
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30 Risk management objectives and policies for mitigating risks
(continued) '

Liquidity risk (continued)

As at 31 December 2019

<1yr 1-5yrs  5-15yrs  15yrs + Total

£m . £m £m £m £m

Other financial investments 1{893-4 2,995.5 59985  8,233.1 19,1205
Assets held to cover linked :

liabilities : 2,271.6 - - - 22716

Derivative financial assets - “13.2 - 2.8 16.0

4,165.0 3,008.7 59985 . 8,2359 21408.1

A maturity analysis of subordinated liabilities is presehted in Note 17.

Operational risk

Operational risk .is the potential loss of earnings or capital, as well as poor treatment of
customers and company reputatuon implications, arising from potential problems due to
inadequate or failed. internal processes, people and systems, or from external events.
Examples include the following:

e breakdown of the policy administration system resulting in the |nab|I|ty to service
policyholder claims and requests over a period of tlme

e sudden changes in regulatlon resulting in additional compliance costs; and

» undetected fraudulent claims.

Operational risk assessments are conducted within each business line as a starting point. The
assessment aims to .identify all material operational risk scenarios that, if they were to
crystallise, would lead to a material reduction in the level of cap|tal resources or adversely
impact the operations or reputation of the Company.

The Company’s Risk team works with the business to provide challenge and oversight to each
of these assessments. Action plans for unacceptable levels of risk and/or the remediation of
control weaknesses are put in place and managed through to closure.

These assessments are taken into account when quantifying the impact of operational risk
scenarios when calculating the capital required in respect of operational risk.
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(continued)

Conduct risk

The-Company recognises the importance of fair outcomes for customers and takes a balanced
and sustainable approach to conducting business, thereby enabling it to deliver on its promises
to customers no matter how far into the future.

Conduct risk is the risk of unfair outcomes for customers as a result of inadequate or failed
processes or inappropriate behaviours, offerings or interactions by the Company, its employees
or its Agents. The Company has defined the following sources of Conduct risk:

e Product Design and Ongoing Governance
This risk that processes, behaviours, offerings or interactions by CLL, its employees or its
Agents threaten customers’ fair treatment in relation to, but not limited to, the failure to consider
customer vulnerability, identify appropriate target markets, designing products that do not meet
customer needs, use of inappropriate distribution channels, poor or opaque product design
inciuding excessive fees and. charges, inadequate product management and ineffective
ongoing review of product performance : ‘ -

e Disclosure and Product Sales

This risk that processes, behaviours, offerings or interactions by CLL, its employees or its
Agents threaten customers’ fair treatment in relation to, but not limited to, product manufacturer
issues such as unclear marketing or product literature and failure to provide product distributors
with sufficient information on the benefits, features and target market of the product or product
distributor issues where CLL or its agents are acting as-product distributor such as inappropriate
sales or advice including negligent or malicious intent, failure to consider potential customer
vulnerabilities, failure to clearly explain product features, risks and terms, fees, commission and
charges and failure to assess suitability of the product. :

e Post-Sales Service
This risk that processes, behaviours, offerings or interactions by CLL, its employees or its
Agents threaten customers’ fair treatment in relation to, but not limited to, failure to consider
potential customer vulnerabilities, poor customer communications and interactions, inadequate
complaint resolution and claims handling processes, and .unreasonable barriers to customers
seeking to switch products or end their relationship with CLL.

Conduct Risk may directly or indirectly have a potential impact on the customer. Customer
detriment does not actually have to occur for a Conduct risk to exist, it may be that there is
potential for customer detriment to occur. Conduct risk. is assessed by business lines and
shared service functions in line with the risk framework. The Company’s Risk and Compliance
teams work with the business to provide challenge and oversight of these assessments and
action plans are put in place for unacceptable levels of risk and/ or remediation of control
weaknesses, and are managed through to closure. . '
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. {continued) :

Climate change risk

Climate change has the potential to drive a wide range of risks to the company’s business. The
impact of climate change will emerge over a long time horizon and the impact will depend upon
the speed, effectiveness and orderliness of the global transition to a low carbon economy. The
financial risks arise from climate change through two primary risk factors:

« Physical risks arising from the increased frequency and severity of climate-related risks
such as heatwaves, floods, wildfires and storms. :
e Transition risks arising from the process of adjustment towards a lower-carbon
economy, which encompasses: )
o Climate related changes in policy and regulation
o Shifting sentiment and societal preferences .
o . Disruptive technology and business models -

All of the above could impact the value of assets and create credit exposures as costs and

opportunities become apparent. The most significant impacts to Canada Life will be for assets
held within the investment portfolios.
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31 Parent company and controlling party

As at the balance sheet date the immediate parent company is The Canada Life Group (U.K.)
Limited a company incorporated in the UK. The controlling party and ultimate parent company,
which is also the parent company of the largest group of companies for which'consolidated
financial statements are drawn up and of which the Company is a member, Power Corporation
of Canada, is incorporated in Canada. The parent company of the smallest group for which
consolidated financial statements are drawn up and of which the Company is a member, The
Canada Life Assurance Company, is incorporated in Canada. Copies of the group financial
statements for both The Canada Life Assurance Company (330 University Avenue, Toronto,
Ontario, Canada, M5G 1R8) and Power Corporation of Canada (751 Victoria Square Montréal,

Québec, Canada, H2Y 2J3) can be obtained from the Company’s registered office.

32 Group undertakings

At the balance sheet date, the Company directly or.indirectly held investments in the issued
ordinary share capital of the foliowing undertakings.

Company . Registered office Country of Principal Holding
address incorporation activity %
ﬁlsbsirgr"“é;e Canada Life Place, . . .
: Potters Bar, Hertfordshire, | United Kingdom Dormant 100%
Company ENG 5BA ' '
Limited
. Canada Life Place, .
(th’}’(a)dﬁir';q'{ti 4 | Potters Bar, Hertfordshire, | United Kingdom cﬂﬁl‘;‘:ﬁy 100%
o EN6 5BA
gj:gda Life Canada Life Place, A ‘ . Fund .
Managers gﬁtéegz 2ar, Hertfordshire, | United Kingdom management 190/0
(U.K.) Limited
g?::sa Life Canada Life Place, _ _ . Ancillary
Services Potters Bar, Hertfordshire, | United Kingdom services 100%
- ENB 5BA
(U.K)) Limited
Canada Life Canada Life Place, i
Holdings Potters Bar, Hertfordshire, | United Kingdom Dormant 100%
(U.K)) Limited | EN6 5BA
lC;iaS:ada Life Canada Life Place, . _ . ,
0 . Potters Bar, Hertfordshire, | United Kingdom Dormant 100%
_peratlons ENG 5BA
Limited .
Canada Life Canada Life Place, o
Management | Potters Bar, Hertfordshire, | United Kingdom Dormant 100%
(U.K) Limited | EN6 5BA -
Canada Life Canada Life Place, -
Services Potters Bar, Hertfordshire, { United Kingdom Dormant 100%
(U.K) Limited | EN6 5BA
Cornmarket : .
1st Floor, Boucher Plaza,
'S”S“’.ance 4-6 Boucher Road, United Kingdom | ISUrance 14500,
ervices Belfast, BT12 6HR brokerage
Limited '
Canada Life
Home .
: 110 Cannon Street, ) - Ancillary o
?Lﬁz?:: London, EC4N 6EU United Kingdom services 100%
Limited
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32 Group undertakings (continued)

Synergy

Sunrise ] Canada Life Place, Potters United Property 100%
(Wellington Bar, Hertfordshire, EN6 5BA Kingdom | Management °
Row) Limited )
APTFS Unit A, Apex Business Centre, Wealth :
Nominees Blackthorn Road, - Ireland Management 100%
: Sandyford, Dublin 18 gen
APT Wealth Block B, Apex Business ’ . .
Management Centre, Wealth "4 O
Limited Blackthorn Road, Ireland Management 100%
Sandyford, Dublin 18
Canada Life ) .
Ireland Irish Life Centre, Abbey Street Ancillary 0
Holdings Lower, Dublin 1 Ireland services _100A’
Limited '
Clearview . i
| Investments & The Gallery, 13 Bedford Row Lnrztlirearn(tiliancial
H ) ) 1 0,
Pensions Limerick, V94 VY47 Ireland 1 bianning 100%
Limited ,
. company
Cornmarket Insurance
Group Financial | Liberties House, Christchurch brokerage o
Services Square, Dublin 8, DO8FP21 Ireland holding 100%
Limited company
Cornmarket — . : - :
- ) Liberties House, Christchurch Insurance o
R.et?” Trading Square, Dublin 8, DO8FP21 Ireland brokerage 100%
Limited :
g?sézrﬁserf; 4) 1st Floor, 1 Exchange Place, Propert
s IFSC, Dublin 1, Ireland, Ireland perty 100%
ompany DO1R8WS Management
Limited
Glohealth ' : :
: . . . ' : Health .-
Flnanmal Irish Life Ceptre, Lower Abbey Ireland Insurance 100%
Services Street, Dublin 1 . ‘agency Services
Limited gency sen ‘
Irish Life
Associate . . : Investment
Holdings o Life Genire, Lower AbDEY |'retand | holding 100%
Unlimited ’ company
Company :
Irish Life .
Assurance Irish Life Centre, Lower Abbey . o
Public Limited | Street, Dublin 1 Ireland | Life assurance | 100%
Company '
' : . Wealth.
- Irish Life Centre, Lower Abbey Management o
ILGAPT Limited Street, Dublin 1 .| lreland Consulting 100%
Services.
Wealth
. Irish Life Centre, Lower Abbey ' Management o
ILGWM Limited Street, Dublin 1. Ireland Holding 100%
: company

96



CANADA LIFE LIMITED

32 Group undertakings (continued)

Insurance
intermediary,
Irish Life - . investment
Financial Irish Life Centre, Lower Abbey business, o
Services Street, Dublin 1 !reland mortgage. 100%
Limited ) intermediary, life
assurance
service provider
Irish Life . . . .
Irish Life Centre, Lower Abbey : Holding o
Group Street, Dublin 1 Ireland company 100%
Limited
Irish Life ' ’
‘Group Irish Life Centre, Lower Abbey ireland ’ " Administrative 100%
Services Street, Dublin 1 service provider °
Limited
Irish Life )
Health . ) .

. Irish Life Centre, Lower Abbey Health o
De§|gnated Street, Dublin 1 - IrelandA Insurance 100%
Activity
Company
Irish Life Irish )

Holdings Irish Life Centre, Lower Abbey Holding o
Unlimited Street, Dublin 1 ' Ireland company 100,/"
Company :

Irish Life

Trustee Irish Life Centre, Lower Abbey Management o
Services Street, Dublin1 -~ treland Services 100%
Limited

Stephen Irish Life Centre, Lower Abbey Property A0
Court Limited | Street, Dublin 1 Ireland Management 100%

: ' Insurance
Vestone Liberties House, Christchurch brokerage o
Limited Square, Dublin 8, DOgFP21 | 'rétand holding 100%
~ company

llona c/o Corporation Service

Financial Company, 251 Little Falls USA “S":r’\‘/iafeesme”t 100%
Group Inc. Drive, Wilmington, DE 19808

APT .

Block.B, Apex Business

Workplace ! .

Pension gent':e, R Ireland \l\/AVeaIth 90%
Limited lackthorn oaq, anagement. }

) Sandyford, Dublin 18

Radial Park The Brampton, Newcastle- United

Management | Under-Lyme, Staffordshire, Kinadom Dormant 76%
Limited ST5 0QW 1 RIng '
1939 ILIV ' . )

Consulting | [ish Life Centre, Lower Abbey | rgjng | Holding 75%
Limited ' : pany '
"Acumen & 4a Sandyford Business Centre, Wealth

Trust dac Blrtonhall Road, Sandyford, Ireland Management 75%

Dublin 18, D18XK37

i
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32 - Group undertakings (continued).

4a Sandyford Business

Acumen &

. Centre
Trust Pension : Wealth

’ Burtonhall Road, Ireland - 75%
Trustees dac Sandyford, ' Management

. Dublin 18, D18XK37
BCRM 4a Sandyford Business
Financial Centre, :

Holdings Burtonhall Road, Ireland . :\lﬂvae:;thement 75%
(Ireland) dac -| Sandyford, 9
: Dublin 18, D18XK37 .
2 Sandyford Business Wealth ]
Invesco Centre, : Management
Limited Burtonhall Road, Ireland and Pensions | 75%
Sandyford, Consulting
Dublin 18, D18XK37 Services
. Pension
Invesco 2 Sandyford Business
Trustees Centre, . ;r:vséiﬁefor :
Designated Burtonhall Road, Ireland Aoproved 75%
Activity Sandyford, Pgﬁsion
Company Dublin -18, D18XK37 Schemes |
ILP Pension 2 Sandyford Business -?::Jrspt(;?tfgr
Trustees Centre, ) Revenue
Designated Burtonhall Road, Ireland 75%
> , Approved
Activity Sandyford, Pension
Company ‘ Dublin 18, D18XK37 Schemes
: . Unit 2 Nore House
City Life Bessboro Road TR Insurance . o
Limited Blackrock Ireland brokerage 75%
Cork
City Gate .
Park 1104 City Gate, Mahon Property o
Administration | Co.Cork . treland Management 67%
Limited
Conexim
Advisors 97 Haddington Road, ‘ Wealth o
Limited Dublin 4, D04 YK79 Ireland Management | 22-8%
Platform
Capital .

. 97 Haddington Road, Wealth o
Holdings Dublin 4, D04 YK79 Ireland Management | 2287
Limited
SJRQ . -

Riverside IV Fourth Floor, 76 Lower Property o
Management | Baggot Street, Dublin 2 Ireland Management 51%
Limited
Dakline c/o Savills commercial :
Company (Ireland) Limited, 33 Property o
Limited by Molesworth Street, Ireland Management 50%
Cuarantee Dublin 2
gﬁ)ltgi Mossley Tax Shop, 2 .

Lees Road, Mossley, . . Property o
?;A:;a%iment Ashton-Under-Lyne, United Kingdom Management 50% -
ks Lancashire, OL5 OPF «
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32 Grodp.u_ndertakings (continued)

EIS Financial | Activities of -
. 6 Clairmont Gardens; . . insurance o
‘ fi?nrxlggs Glasgow, G3 7LW United Kingdom agents and 100%
. : brokers
c/o Sky Property
Choralli Management Limited, . Property 0
Limited 53 Bracken Road, Ireland Management 20%
Sandyford, D18N23 '
The investments in subsidiary undertakings are as follows:
: : 2020 2019
£m £fm
Carrying value: At 1 January 1,453.3 1,453.3
: Additions 0 -
At 31 December 1,453.3 1,453.3
Valuation adjustment: Movement during year - -
' ' At 31 December - -
Carrying value: At 31 December 1,453.3 1,453.3

Included in the above table is Canada Life Home Finance Trustee Limited which changed its
name from MGM Advantage Life Trustee Limited effective 29 March 2021.
~acquired 100% of the share capital (100 shares of £1 each) in January 2020 which is identified
in the additions above.

The company
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- 33 Part VIl Transfér from MGM Advantage Life Limited

In 2019 court approval was received to transfer the insurance business of MGM Advantage Life
Limited, a wholly-owned subsidiary of CLG, across to the Company. On 1 January 2020, the
scheme effective date, the Company completed the sale under Part VIl of the Financial
Services and Markets Act 2000. This resulted in the transfer of £2,894m of assets and £2,832m
of liabilities covering 32,000 policies across both the linked and non-linked portions of the
Statement of Financial Position. .

The value of assets and liabilities transferred have been adjusted to align accounting-policies
and can be seen in the table below:.

£m

- Other financial investments ) . 1,858
Assets held to cover linked liabilities 582

“Reinsurers’ share of technical provisions . . 535
Other assets 1
Total assets ‘ ' 2,976
Long-term business provision oo 1,677
Technical provision for linked liabilities . 582
Deposits received from reinsurers : 572
Other liabilities ' : ' A
Total liabilities 2,832
Net assets ’ 144
Less: Consideration paid 4 (82
Value in force arising on aéquisition 62

The Company has i'ecognised net written premiums of £34m and £23m of profit after tax in the
year since the date of the transfer in respect of this book of busnness (including the amortisation
on the value in force of acquired business). :

34 Value in force of acquired business
The difference between the fair value of the net assets at transfer and the consideration paid

“has been recognised on the Statement of Financial Position as value in force of acquired
business.

2020 2019

£fm £m

Carrying amount at the beginning of the period ’ . - -
Additions during the year 62.0 : -
Amortisation for the year . (4.8) -
‘ 57.2 -

The amount will be amortised over the weighted average duration of the technical provnsmns
acqwred at the date of transfer which the Company estnmates to be 13 years.
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