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1 Introduction

1.1 Purpose

In my capacity as Chief Actuary of the Legal and General Assurance Society (‘LGAS”) |
prepared a report (the “Main Report”) for the Directors of LGAS dated 25 June 2019 on the
proposed transfer of a block of business (the “Transferring Business”) from LGAS to ReAssure
Limited (“ReAssure”). The transfer is to be carried out by way of an insurance business
transfer scheme under Part Vil of, and Schedule 12 to, the Financial Services and Markets Act

2000 (the “Scheme”).

The purpose of this Supplementary Report is to consider whether the conclusions in the Main
Report remain appropriate in light of developments since the date of that report. As such, this
Supplementary Report should be read in conjunction with the Main Report. [n particular,
details of the business to be transferred and the terms of the Scheme are set out in the Main
Report and are not repeated here.

As in the case of my Main Report, the primary audience for this Supplementary Report is the
Board of Directors of LGAS (“the Board”). However, it may also be used by the Independent
Expert, the High Court of England and Wales (“the Court”), the Prudential Regulation Authority
(*PRA”), the Financial Conduct Authority (“FCA”) and the Chief Actuary of ReAssure. This
Supplementary Report has also been shared with the LGAS With-Profits Actuary, and will also
be made available to LGAS policyholders via the Legal & General (“L&G”) website.

1.2 Status and disclosure

| am a Fellow of the Institute & Faculty of Actuaries, having qualified in 1995, and | hold a
Chief Actuary (Life) Practicing Certificate issued by the Institute & Faculty of Actuaries. | have
over 30 years of experience in the UK life assurance industry, including eight years working
for the L&G Group. | became Actuarial Function Holder of LGAS in November 2013 and then
Chief Actuary when the Solvency Il framework came into effect on 1 January 2016.

I am an employee of L&G Resources Limited, an L&G Group service company which provides
services to LGAS. LGAS constitutes a significant part of the Group to which the service
company provides services.

My financial and personal interests in the L&G Group are set out in Appendix A to this
Supplementary Report. | consider that these do not represent a conflict of interests that would
prevent me from assessing the impact of the Scheme on LGAS policyholders and | confirm
that my interests in the L&G Group have not influenced me in reaching any of the conclusions
in this Supplementary Report.

1.3 Other advice and opinions
The Independent Expert and the LGAS With-Profits Actuary have also prepared

supplementary reports to update the conclusions of their main reports in light of more recent
4
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developments.  This Supplementary Report should be read in conjunction with the
supplementary reports of the Independent Expert and the With-Profits Actuary.

In finalising my Supplementary Report, | have read drafts of the supplementary reports of the
Independent Expert and the With-Profits Actuary. Copies of this Supplementary Report have
also been provided to the Independent Expert and the With-Profits Actuary.

1.4 Compliance with Actuarial Standards

This Supplementary Report has been prepared in accordance with, and in my opinion
complies with, the Technical Actuarial Standards (“TAS”) issued by the Financial Reporting
Council. In particular, | believe this report complies with TAS 100: Principles for Technical
Actuarial Work and TAS 200: Insurance. TAS compliance of the supporting papers, reports
and models are considered separately by the relevant authors and reviewers as appropriate.

APS X2, issued by the Institute and Faculty of Actuaries, requires Actuaries to consider the
appropriate level of review that should be applied to their work. This Supplementary Report

has been subject to an Independent Peer Review by-a suitably quallfled actuary within L&G :
and is therefore believed to be compliant with APS X2.

1.5 Structure of report
This Supplementary Report is structured as follows:

> Section 2 provides an Executive Summary of the Supplementary Report, including the
main conclusions.

» Section 3 considers the updated financial position of LGAS and ReAssure as at 30 June
2019 and expected changes since that date.

> Section 4 considers the responses to the LGAS policyholder mailing.
> Section 5 considers other developments since the date.of my Main Report.

»  Section 6 sets out my conclusions.
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2 Executive summary

2.1 Financial strength
Based on the financial information as at 30 June 2019, it remains the case that:

>  the solvency position of ReAssure, together with its approved capital management
policies, provides sufficient financial strength for the transferring policies and ensures
that the risk of ReAssure being unable to pay benefits as they fall due is extremely
remote; and

>  the implementation of the proposed Scheme is projected to have an immaterial effect on
the solvency position of LGAS.

»  As observed in my Main Report, a comparison of the levels of surplus and capital
coverage in the two entities only provides a snapshot at a point in time. It is also
necessary to consider the capital management of the two entities. As described in my
Main Report, | have compared the capital management policies of the two entities and
consider that the ReAssure policy would provide adequate benefit security for
transferring policyholders.

Therefore, | am satisfied that the proposed Scheme would not have a material adverse effect
on the benefit security of either the transferring policyholders or the remaining policyholders as
at 30 June 2019.

In addition, both LGAS and ReAssure regularly monitor their solvency. | am satisfied that the
capital coverage ratio of LGAS remains within, and is still being managed to, its risk appetite.
I have also reviewed the estimated solvency position of LGAS and the estimated impact of the
transfer at 31 December 2019, and | have been provided with the estimated solvency position
of ReAssure, allowing for the estimated impact of the transfer, at 31 December 2019. | have
made a comparison of these financial positions and | am satisfied this does not change my
conclusions in respect of benefit security, either for transferring or non-transferring

policyholders.

More details can be found in Section 3 of this Supplementary Report.
2.2 Response to policyholder communications

Following approval by the Court at the Directions Hearing on 11 July 2019, the
communications plan outlined in my Main Report has been put into effect and policyholders
and other third parties, such as advisors and trustees, have been contacted to inform them of
the nature and effect of the Scheme, with dispensations to waive the obligation to write to
some policyholders granted by the Court. Statistics on mailings, responses, queries and
objections have been captured daily, and a regular forum was convened to discuss the more
complex queries and objections and decide the best response to customers. A weekly
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summary of the statistics has been provided to key stakeholders including the PRA, the FCA,
the Independent Expert, the LGAS With-Profits Actuary and myself.

All policyholders who have expressed an objection to, or who have indicated they planned to
make a representation in respect of, the proposed transfer have been responded to in writing.
As at 16 February 2020, a total of 20,838 responses from policyholders and other interested
parties have been received in response to the mailing, of which 1,141 have been categorised
as objections. The objections amount to 0.14% of the 793,279 mailings sent. Further
responses and objections beyond the date of this report are possible.

I have reviewed weekly MI, the approach of the daily forum, and a sample of written
responses to policyholders, and | am satisfied that policyholder queries and objections have
been managed in a clear, fair, sensitive and robust way.

Of the objections received a number of consistent themes have arisen, which | have
commented on in the main body of this Supplementary Report. Overall, having reviewed the
nature of the objections raised by policyholders, | am satisfied that the issues raised do not
alter my conclusions as set out in the Main Report.

More details can be found in Section 4 of this report.

2.3 Other issues

In this Supplementary Report, | have commented on a number of issues which either |
indicated in my Main Report | would revisit, or have subsequently come to my attention. In
summary, these are:

- There have been only minor changes to the Scheme, and | am satisfied that these
changes will not have any material impact on transferring policyholders.

- The proposed Legal Effective Date and Economic Effective Date of the transfer have
been postponed to 6 April 2020 and 1 April 2020 respectively. This supports the desired
outcome of a successful migration, which is in the interests of transferring policyholders,
and does not change my conclusions in respect of policyholder benefit expectations.

- After the publication of my Main Report, Swiss Re indicated that they no longer intended
to proceed with the planned IPO of ReAssure in 2019. Further to this, on 6 December
2019, it was announced that Phoenix Group Holdings plc (“Phoenix”) had entered into an
agreement to buy ReAssure’s parent company from the Swiss Re group. | have met with
members of the Phoenix leadership team, who have provided me with a summary of their
plans for the ReAssure business and outlined the approach to the management of risk
appetite within the Phoenix group. | have compared the risk appetite statements under
the respective entities and concluded that the proposed purchase would not result in any
material detriment to policyholder benefit security, and does not affect the conclusions set
out in my Main Report.

- There have been no further product changes proposed by ReAssure beyond those
commented on in my Main Report.
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- Based on the information provided to me by the migration programme, by the LGAS and
ReAssure second line functions, and by KPMG in an independent report, my conclusions
on policyholder benefit expectations in respect of operational readiness are unchanged,
and | believe it is reasonable that the entities should proceed towards a transfer of the
business.

- There have been no material changes to the proposed Annuity Introducer Agreement as
set out in my Main Report, and no further changes are proposed which would have a
material impact on policyholders.

- | can confirm | have now received and reviewed a copy of ReAssure’s unit-linked
principles and practices document, which has been approved by ReAssure’s Unit Pricing
Committee and reviewed by ReAssure’s Fairness Committee, and that the principles and
practices set out align to those used by LGAS, except in respect of two exceptions
discussed in my Main Report. | am able to conclude that ReAssure's proposed
management of unit-linked funds does not present a material detriment to the benefit
expectations of transferring policyholders.

- | have been provided with an analysis indicating ReAssure is still operating within its
service levels, and have reasonable assurance that the conclusions within my Main
Report in respect of customer service remain sound.

- | have reviewed the terms of the BTA Amendment Agreement (July 2019) and | am
satisfied that they do not represent a risk of material detriment to transferring or remaining
policyholders.

- The estimated ReAssure post-transition solvency position assumes ReAssure will be
granted permission to extend the Transitional Measure on Technical Provisions (“TMTP”)
on the Transferring Business, but this has yet to be approved by the PRA. | have no
reason to believe the PRA will not approve this application, and | consider allowance for
the TMTP within the ReAssure figures to be a reasonable assumption. [n addition,
ReAssure figures indicate non-approval would not be likely to lead to a material change in
their solvency ratio, and therefore my conclusions regarding the benefit security for
transferring policyholders is unchanged.

- In respect of ReAssure’s recent purchase of the Quilter heritage business, ReAssure have
informed me that this will not result in changes to the capital management policies of
ReAssure Group Holdings plc (‘RGP”) or ReAssure. As a result | have concluded that
this does not impact the conclusions in my Main Report.

- | have considered the recent judgment in respect of the proposed transfer of annuity
business between Prudential Assurance and Rothesay Life, but on reflection | have not
changed the conclusions reached in my Main Report.

More details can be found in Section 5 of this report.
2.4 Key conclusions and opinion

In my opinion, the conclusions of my Main Report still stand. In particular:

»  The proposed Scheme will have no material adverse effect on the security and
reasonable benefit expectations of the transferring LGAS policyholders.
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»  The proposed Scheme will have no material adverse effect on the security and
reasonable benefit expectations of the remaining LGAS policyholders.

> In respect of both the transferring and remaining policyholders, the proposed Scheme is
consistent with the requirement to treat customers fairly.

Based on these considerations, my advice to the Board is, therefore, that there is no reason at
present why the Scheme may not proceed, although the Board should consider any update
after the date of this report on ReAssure’s expected operational readiness to take on the

Transferring Business.
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3 Updated financial information

3.1 LGAS solvency position

Pre-transfer solvency position

The conclusions in my Main Report were based on the solvency position of LGAS as at 31
December 2018. Figure 3.1 shows the updated position as at 30 June 2019, with the previous
31 December 2018 position for comparison.

Figure 3.1: LGAS solvency Il surplus {(management view)

£m 30 Jun 2019 31 Dec 2018
Own Funds 10,681 10,574
Capital requirements (7,429) (7,039)
Surplus 3,253 3,535
Capital coverage ratio 144% 150%

The Own Funds as at 30 June 2019 and 31 December 2018 incorporated L&G management’s
estimate of the impact of recalculating the TMTP, as this was believed to provide the most up-
to-date and meaningful view of the Solvency Il position. In line with regulatory guidance, the
next formal recalculation will take place no later than January 2020.

The movement in surplus over the first half of 2019 reflects a number of items, principally an
increase from operational surplus offset by strain from significant annuity new business,
payment of company dividends and the impact of yield movements. The half-year capital
coverage ratio of 144% remains within the LGAS risk appetite.

Post-transfer solvency position

Figure 3.2 below shows the estimated solvency positions of LGAS at 30 June 2019 and 31
December 2018 if the Scheme had been effective at each date.

Figure 3.2: LGAS solvency Il surplus if Scheme had been in effect (management view)

£m 30 Jun 2019 31 Dec 2018
Own Funds 10,114 10,071
Capital requirements (6,961) (6,558)
Surplus 3,153 3,512
Capital coverage ratio 145% 154%

The primary effect of the transfer is to remove the Own Funds and SCR in respect of the With-
Profits Fund from the balance sheet, together with the liability to pay the shareholder transfers
to ReAssure under the RTA and the associated SCR. The removal of these items leads to a
small reduction in the monetary amount of the surplus, and a small increase in the capital
coverage ratio (due to the lower aggregate capital requirements).

The reduction in the absolute amount of surplus primarily arises due to:

10
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»  the loss of tax synergies between the Transferring Business and the remaining LGAS
business; and

> LGAS’s share of the expected costs of the transfer, to the extent that these had not
already been incurred by 30 June 2019.

Capital management policy

The results above are consistent with the LGAS capital management policy. There have been
no changes to the LGAS risk appetite statement and capital management since | wrote my

Main Report.
Developments since 30 June 2019

The solvency position of LGAS is regularly monitored between formal external half-yearly
reporting dates. | am satisfied that the capital coverage ratio of LGAS remains within, and is
still being managed to, its risk appetite. | have also reviewed the estimated solvency position
of LGAS and the estimated impact of the transfer at 31 December 2019. | am satisfied this
information does not change my conclusions in respect of benefit security for non-transferring

policyholders.

3.2 ReAssure solvency position

Pre-transfer solvency position

The conclusions in my Main Report were based on the solvency position of ReAssure as at 31
December 2018. Figure 3.3 shows the updated position as at 30 June 2019, with the previous

31 December 2018 position for comparison.

Figure 3.3: ReAssure solvency ll surplus

£m 30 Jun 2019 31 Dec 2018
Own Funds 4,312 3,901
Capital requirements (2,863) (2,678)
Surplus 1,449 1,223
Capital coverage ratio 151% 146%

Post-transfer solvency position

Figure 3.4 below shows the estimated solvency positions of ReAssure at 30 June 2019 and 31
December 2018 if the Scheme had been effective at each date.

Figure 3.4: ReAssure solvency Il surplus if Scheme had been in effect

£m 30 Jun 2019 31 Dec 2018
Own Funds 4,751 4,231
Capital requirements (3,266) (3,087)
Surplus 1,485 1,164
Capital coverage ratio 145% 138%

11
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The figures for ReAssure have been provided by the Chief Actuary of ReAssure. Please note
that ReAssure has slightly revised the figures at 31 December 2018, and these are different to
those shown in my Main Report. These revisions result in only a small movement in capital
coverage ratio, and would not have changed the conclusions set out in my Main Report. |
note, as outlined in the ReAssure Chief Actuary’s Supplementary Report, that the basis of
preparation of the pre-transfer figures above at 30 June 2019 is largely unchanged from 31
December 2018, except in respect of longevity stresses for the SCR. It is assumed that
ReAssure will be granted permission to extend the TMTP to cover the Transferring Business,
although the methodology for calculating TMTP will have to be approved by the PRA.
ReAssure has confirmed they do not intend to apply the Volatility Adjustment to the
Transferring Business.

At 30 June 2019 both LGAS and ReAssure were being managed with a level of capital in
excess of the levels required by their risk appetite statements, and this would remain the case
following transfer. Therefore, these financial comparisons do not change my conclusions on
benefit security for transferring policyholders as set out in my Main Report.

| have made further comments on ReAssure’s assumed use of TMTP for the Transferring
Business in Section 5 below.

Capital management policy

As set out in my Main Report, following exploration of an Initial Public Offering (“IPO”) of
ReAssure during 2019, new capital policies were approved in respect of ReAssure and RGP,
subject to completion of the IPO. As covered in my Main Report, | was satisfied that these
policies would have provided adequate benefit security for the transferring policyholders in the
event of an IPO. Since then, on 5 December 2019, these capital policies were formally
approved for ongoing use (even absent an IPO) by the respective ReAssure Boards.

The results above are consistent with these ReAssure capital management policies.
Developments since 30 June 2019

| understand that ReAssure carry out regular monitoring of their solvency position and
estimate their capital coverage ratio. | have been provided with the estimated solvency
position of ReAssure, allowing for the estimated impact of the transfer, at 31 December 2019.

| have made a comparison of this against the estimated LGAS solvency position at the same
date, and | am satisfied this does not change my conclusions in respect of benefit security for

transferring policyholders.

3.3 Conclusions from updated financial information

Based on the financial information as at 30 June 2019, it remains the case that;

12
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»  the solvency position of ReAssure, together with its approved capital management
policies, provides sufficient financial strength for the transferring policies and ensures
that the risk of ReAssure being unable to pay benefits as they fall due is extremely
remote; and

»  the implementation of the proposed Scheme is projected to have an immaterial effect on
the solvency position of LGAS.

»  As observed in my Main Report, a comparison of the levels of surplus and capital
coverage in the two entities only provides a snapshot at a point in time. It is also
necessary to consider the capital management of the two entities. As described in my
Main Report, | have compared the capital management policies of the two entities and
consider that the ReAssure policy would provide adequate benefit security for
transferring policyhoiders.

Therefore | am satisfied that the proposed Scheme would not have a material adverse effect
on the benefit security of either the transferring policyholders or the remaining policyholders as
at 30 June 2019.

In addition, as set out above, both LGAS and ReAssure regularly monitor their solvency. 1 am
satisfied that the capital coverage ratio of LGAS remains within, and is still being managed to,
its risk appetite. | have also reviewed the estimated solvency position of LGAS and the
estimated impact of the transfer at 31 December 2019, and | have been provided with the
estimated solvency position of ReAssure, allowing for the estimated impact of the transfer, at
31 December 2019. | have made a comparison of these financial positions and | am satisfied
this does not change my conclusions in respect of benefit security, either for transferring or

non-transferring policyholders.

13
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4 Response to policyholder communications

4.1 Communications to LGAS policyholders and other third parties

Following approval by the Court at the Directions Hearing on 11 July 2019, the
communications plan outlined in my Main Report (see section 5.10) has been put into effect
and policyholders and other third parties, such as advisors and trustees, have been contacted
to inform them of the nature and effect of the Scheme. The communication package has
included direct mailing, press adverts and web content. Throughout the rest of this section of
this Supplementary Report | refer to communications to “policyholders”, but this should be
interpreted as also referring to other third parties, except where explicitly stated.

The policy transfer website was launched on 12 July 2019. The initial direct mailings began
on 16 July 2019 and concluded on 21 August 2019, totalling 781,046 communications,
including 54,162 advisers. Further follow up mailings took place on 9 September 2019, 19
November 2019 and 28 January 2020. In total 793,279 communications have been issued to
policyholders and interested parties up to 16 February 2020. Public notices of the proposed
Scheme were placed in the Sun, the Daily Mail, the Times, the Daily Telegraph, the Guardian
and the Financial Times newspapers and the London Gazette on 29 July 2019, and further
notices in the Belfast Gazette and the Edinburgh Gazette on 2 August 2019. In the Channel
Islands, notices were published in the Guernsey Gazette, the Alderney Gazette and the Sark
Public Notice Box on both 2 August 2019 and 16 August 2019. In respect of all other EEA
states, the PRA was requested at the Directions Hearing to notify the relevant regulators in
those states of the Scheme and | understand that this process was begun on 11 July 2019.
Those regulators had three months from the date of notification within which to respond. To
date, no regulators have objected to the Scheme. If any concerns are raised by the regulators
which | consider to have a material detrimental impact on transferring policyholders, | will
make my view known to the Board, with a copy included in the final Court submissions. In
addition to the regulatory notifications in these states, notices were placed in the international
editions of The Times, The Daily Mail and the Financial Times.

As set out in my Main Report, certain dispensations to waive the obligation to write to some
policyholders were sought from the Court, and these were granted.

4.2 Policyholder responses

Management of LGAS policyholder responses has been carried out internally, with specifically
trained response handling agents. The aim has been to answer the majority of policyholder
questions at a single point of contact, although this has not always been possible. A variety of
policyholder responses have been captured: by telephone, post and email.

Statistics on mailings, responses, queries and objections have been captured daily, and a
regular forum was convened and attended by subject matter expert representatives from both
L&G and ReAssure. The more complex queries and objections have been escalated to this
forum which discussed the best response to customers. A weekly summary of the statistics

14
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and objections has been provided to key stakeholders including the PRA, the FCA, the
Independent Expert, the LGAS With-Profits Actuary and myself.

These statistics capture the source of the query (whether policyholder, trustee, IFA or other
party), the originating location (whether UK, Jersey, Guernsey, other EEA state, or rest of
world), and the product type. The statistics also capture the following categories of query:

e Business as usual

¢ Request for documentation

e General enquiries on the proposed transfer

e Objections to, or planned representations in respect of, the proposed transfer

An important part of response management is establishing whether a policyholder has made
an objection to the transfer. In some cases, the policyholder has stated definitively, on the
telephone or in writing, that they are making an objection. However, any expression of
dissatisfaction with the proposed transfer has also been treated as a flag for a potential
objection. Where the policyholder has expressed dissatisfaction on the telephone, a specific
question has been asked at the end of the call to determine whether they are objecting.
Where the policyholder has expressed dissatisfaction in writing, as there has not been an
opportunity to determine whether this was an objection in real time, this has been marked as
an objection to err on the side of caution. Where it has been ascertained that, following
responses to their concerns, a policyholder no longer wishes to object, these have been

marked as withdrawn objections.

All policyholders who have expressed an objection to, or who have indicated they planned to
make a representation in respect of, the proposed transfer have been responded to in writing.
The written responses have been tailored appropriately for the respective objection or
representation, and have also highlighted to the policyholder that these had been recorded
and would be supplied to the regulators and the Court.

Up to 16 February 2020, a total of 20,838 responses from policyholders and other interested
parties have been received in response to the mailing. In aggregate these represent 2.6% of
the population that was written to. Of these initial responses, 1,141have been categorised as
objections and 42 as complaints. The remainder comprise general Part VII and business as
usual enquiries. The 1,141 objections represent 0.14% of the population that was written to.
Further responses and objections beyond 16 February 2020 are possible, and | will comment
on those in any future iterations of this report.

I have reviewed weekly MI, the approach of the daily forum, and a sample of written
responses to policyholders, and | am satisfied that policyholder queries and objections have
been managed in a clear, fair, sensitive and robust way.

Of the objections received and not later withdrawn, a number of consistent themes have
arisen. These are discussed in the sections below. Please note that as a single objection
may contain more than one theme, some objections have been counted in more than one

section below.

15
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Loyalty to L&G

347 policyholder objections contained concerns about their policy transferring to ReAssure, on
the basis that these customers considered themselves a customer of L&G and were loyal to or
had specifically chosen the L&G brand.

Whilst brand loyalty and customer identity are understandably important to some
policyholders, |1 do not consider this to be a matter of unfairness per se. A trusted brand can
be considered shorthand for a number of more detailed factors associated with an entity
including its financial strength, the quality of its product and the expectations of future benefits,
the future fair treatment of customers (implied by the governance in place within the
organisation) and the customer service they are likely to receive. In each case, | have
commented on these underlying factors in my Main Report:

e | noted that the Solvency Il regulatory requirements, which are intended to ensure
insurance companies can remain solvent after a 1-in-200 year event, would continue to
apply to ReAssure after transfer, and that additional security was provided by the
ReAssure capital management policy. | concluded that there is no material adverse
effect on the benefit security of transferring policyholders.

e | concluded there is no material adverse effect on the benefit expectations of
transferring policyholders. In particular;

o The products policyholders have will be largely unchanged after transfer, and
where changes are proposed these are not expected to have a material
adverse impact on any group of policyholders.

o The L&G Mature Savings Chief Risk Officer (“CRO") reviewed ReAssure’s
current governance structure and the changes proposed to incorporate the
Transferring Business, and concluded that ReAssure had a strong existing
governance framework in place and that framework, together with the proposed
changes, would be sufficient for the Transferring Business. As a result |
concluded that the proposed ReAssure governance in respect of transferring
policies would not materially impact customer benefit expectations.

e A comparison of service levels by L&G’s CRO team and Operations Management
team showed a broadly similar performance across a range of processes, and they
concluded there was not likely to be any material detriment in the administration or
servicing experience for transferring customers.

| have also commented on some of these matters in other sections of this Supplementary
Report.

Concern about ReAssure

542 policyholder objections contained concerns about their policy transferring to ReAssure, on
the basis that they had a concern about ReAssure. These concerns included:

e That they were not aware of ReAssure as an entity.

e That they thought ReAssure had a poor reputation.

¢ That they had previously had a poor personal experience with ReAssure.

16
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That they believed they would get worse customer service levels from ReAssure.

That they were worried about the financial strength of ReAssure.

That they were concerned about the impact of the potential IPO, or the recent
suspension of the IPO process.

| have commented on each of these concerns separately below.

It is not unexpected that a number of policyholders were not aware of ReAssure as an
entity. ReAssure is a back book consolidator, and generally has a lower brand
recognition than L&G. Nevertheless this of itself is not a matter of fairness. As with
loyalty to the L&G brand, which | have commented on above, what matters more than
the recognition or awareness of ReAssure is the underlying benefit expectations,
financial security, service levels, and fairness of treatment that policyholders can
expect.

Some policyholders had general but unspecified concerns about the reputation of
ReAssure. | am not able to comment on unspecific concerns about reputation, but |
have separately considered matters which might affect reputation, such as customer
service levels.

The concerns of policyholders who have personally encountered poor service from
ReAssure in the past should not be lightly dismissed, and | am sympathetic to such
concerns. Nevertheless my conclusions cannot take into account individual instances
of past experience, and must instead consider the likely future experience
policyholders would typically expect to receive.

In respect of likely future ievels of customer service, as noted above and covered in my
Main Report, a review by L&G's CRO team and Operations Management team
concluded there was not likely to be any material detriment in the administration or
servicing experience for transferring customers.

In respect of financial security, as noted above and covered in my Main Report, |
concluded that there is no material adverse effect on the benefit security of transferring
policyholders.

In respect of the potential IPO, | noted in my Main Report that | have been provided
with both a copy of the new capital management policy that ReAssure has approved to
take effect following the IPO, and a copy of the capital management for the new IPO
holding company. | have concluded that these capital management policies would
provide adequate benefit security for policyholders. In addition, some objections
mentioned lack of market confidence in ReAssure, citing the recent postponement by
ReAssure of the IPO process. Whilst suspension of the IPO may have indicated lack
of support at the price that was offered, or other market challenges, it did not change
my view of the security to policyholders provided by the capital management policies
within the ReAssure entities. [n addition, this is superseded by the recent Phoenix
announcement, which | have commented on below.

It was recently announced that Phoenix had entered into an agreement to buy RGP
from the Swiss Re group. At the time of writing this has led to a small nhumber of
additional queries and 20 objections from policyholders. The objections received to
date mainly centre on perceived mismanagement of other policies by Phoenix, and in
respect of the additional period of uncertainty resulting from any integration with
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Phoenix, or additional risk for policies moving to Phoenix. In respect of the first point,
as stated above, while | am sympathetic to concerns of poor service, | must base my
conclusions on the likely future treatment of policyholders. In respect of the second
point, | am satisfied that further integration with Phoenix would not happen immediately
following the Scheme, and that any changes would be subject to appropriate scrutiny
from ReAssure and Phoenix second line functions. | have considered the further
implications for benefit security, governance and service levels in Section 5 of this
Supplementary Report. In addition, in my view the proposed purchase would remove
the residual uncertainty associated with the postponed IPO. All policyholders who
have made objections will be written to and apprised of this change in circumstances,
as well as being made aware of the new proposed date of the transfer.

| have also further commented on some of these matters in other sections of this
Supplementary Report.

Process before transfer

149 policyholder objections contained concerns about their policy transferring to ReAssure, on
the basis of the timing or quality of the information received, or the extent to which they
believed they had been consulted. A number of policyholders felt that they should have been
offered a choice about whether to have their policies transferred to another provider. In
addition, some policyholders felt that they had not received warning sufficiently far in advance
of the transfer, or that the information that had been sent to them was not clear.

| have considered these objections, and | am satisfied that the approach adopted follows the
expected legal and regulatory process for a Part VII transfer. The requirements of a transfer
of long-term insurance business are set out in the Financial Services and Markets Act. Such
transfers do not require policyholder approval and individual policyholders are not able to opt-
out of a given scheme. The transfer is subject to assessment by the Court, taking into
account the opinions of the Independent Expert, the PRA and the FCA, with the intention that
there are no material adverse effects on policyholders. Although under this process
policyholders do not have a right to opt-out of the transfer, they are informed in advance of the
transfer and their right to object and make representations to the Court. | am also satisfied
that policyholders have been written to in sufficient time under the appropriate regulatory
guidelines, in particular FG18/4 - 7.38, which recommend a minimum of six to eight weeks’
notice prior to the Sanctions Hearing. Finally, as set out in my Main Report, | am satisfied
that the communications plan in respect of transferring policyholders is appropriate, and that
the brochure and covering letters adequately describe the proposed transfer.

Process surrounding transfer

46 policyholder objections contained concerns about their policy transferring to ReAssure, on
the basis of the what they might be expected to experience as a result of the transfer process
itself. These concerns broadly fell into these further categories:
¢ Policyholders had a policy due to mature near the date of transfer, or were planning to
surrender their policy, and were concerned that the process of transfer might delay

receipt of money
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e Policyholders were worried about areas of “material concern” raised in the
Independent Expert’s Main Report relating to the migration plan.

e Policyholders were concerned that the process of transfer could lead to loss or
incorrect movement of data, or similar risks associated with a large migration.

| have noted in my Main Report that there is expected to be a short period of disruption on
either side of the proposed migration weekend, when some servicing downtime will be
experienced. However, this is not reflective of usual customer service levels in ReAssure, but
rather a typical consequence of large policy and data migrations of this nature. As stated in
my Main Report, | am satisfied that the solutions being developed are intended to minimise
the inconvenience to transferring policyholders, although it is impossible rule out any delay.

In respect of the areas of concern raised around the migration plan, and ReAssure’s
operational readiness to receive the Transferring Business, | have commented on this in
Section 5 of this Supplementary Report. There, | have noted that a rigorous process has been
put in place to ensure all activities required to operate the Transferring Business have been
captured, that detailed workstream plans are in place to transfer these activities, that
attestations of readiness from Project Sponsors will be required prior to transfer, and that
second line independent views have been provided. | have concluded that, as a result, |
consider the overall process around the assessment of operational readiness is robust.

Treatment of policyholders after transfer

206 policyholder objections contained concerns about their policy transferring to ReAssure, on
the basis of the treatment they might expect after transfer and the impact this might have on
the value of their policy, or access to their policy. Concerns centred on the possibility that
ReAssure might make additional charges to policies after transfer, or other changes to product
terms, or that the value of transferred policies might subsequently decline due to changes in
unit value, or poor investment performance or investment management.

Some changes to policy terms, conditions and practices will be adopted by ReAssure as part
of the proposed transfer, to facilitate the future administration of the business on ReAssure
systems. The Products & Proposition workstream of the transfer programme has undertaken
a detailed review of these changes and provided me with their conclusions, which is that none
of these changes are expected to result in a material adverse impact on any group of
policyholders. ReAssure has also proposed changes to the management of unit-linked
business in respect of the time of day assets are valued to calculate unit prices, and also in
respect of the metrics used to manage the With-Profits Fund. | have also reviewed these
proposed changes and | am satisfied they will have no material adverse effect on the benefit
expectations of unit-linked and with-profits policyholders respectively. In addition unit-linked
funds will continue to be managed by Legal and General Investment Management (“LGIM”) for
at least seven years after the effective date under an Investment Management Agreement,
and in respect of the With-Profits Fund, ReAssure have confirmed that in the normal course of
events they intend to manage the With-Profits Fund in a manner that is materially the same as
it has been managed by LGAS for two years following the transfer (and this includes
investment strategy for the fund). Any future changes would have to go through the

appropriate level of ReAssure governance, which as | have commented elsewhere, would not
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materially impact customer benefit expectations. These conclusions are set out in my Main
Report, and the ReAssure approach to strategy for the With-Profits Fund is set out in more
detail in the LGAS WPA Main Report.

Policy specific enquiries

147 policyholder objections contained specific queries about their policy or product
transferring to ReAssure. Examples of objections falling into this category include:
e An objection including a question as to why the move did not constitute a change of
contractual terms or conditions of sale.
e An objection related to an ongoing complaint with L&G or ReAssure.
e An objection also containing a request to transfer out, or for information to assist a
transfer.

This category, by its nature, contains some diverse queries and concerns from policyholders.
| have reviewed the responses in this category and | am satisfied that the policyholder
questions, objections and complaints have been dealt with in a robust way. Many of these
objections also contained other themes covered in this report.

Concerns in relation to Prudential / Rothesay Life ruling

On 16 August 2019, a ruling in respect of a proposed Part VIl transfer between Prudential
Assurance Company Limited and Rothesay Life PLC was made by Mr Justice Snowden,
which concluded the transfer should not be sanctioned. Following the ruling, a small number
of objectors have made reference to this case within their objection, citing this as a reason that
their policy should not be transferred.

| have commented in more detail on this ruling in Section 5.13 of this Supplementary Report.
There, | have noted that there are in my view sufficient differences between this case and the
proposed LGAS transfer, and that this has not led me to change the conclusions in my Main
Report.

Other specific concerns

A small number of other specific concerns have arisen as themes within in the objections, and
| have commented on these below:

e That there has been not been proper evaluation of any risks posed by ReAssure taking
on the Quilter business. | have commented on this in Section 5.12 of this
Supplementary Report, and have concluded that this does not impact the conclusions
in my Main Report.

e Concerns relating to cases where the policyholder already has a policy with ReAssure,
and that this would lead to increased exposure of risk. It is true that in such cases
exposure to ReAssure as an entity has increased. However, as stated in my Main
Report, based on the prevailing solvency regime and the capital management policies
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in place | consider the likelihood of ReAssure being unable to meet benefits to
policyholders as they fall due to be extremely remote.

e A number of queries relating specifically to the LGAS With-Profits Fund (“WPF”). One
particular concern has centred on the possibility that ReAssure could change the
nature of the WPF in the future, or merge this into another fund. Another concern has
centred around the WPF expense deal proposed as part of the Scheme, and whether
the transfer of £50m from the WPF as part of this deal represents good value to with-
profits policyholders. | have already commented on both of these matters in my Main
Report, where | concluded they were not against the interests of with-profit
policyholders. | have also taken into consideration the opinion of the LGAS With-
Profits Actuary, who is of a similar view.

Non-specific concerns

There were also a number of objections containing less specific concerns around the transfer.
This is not unexpected, as a Part VII process will be unfamiliar to many policyholders. | have
reviewed a sample of these and am satisfied they have been dealt with in a robust way, and
that policyholders have been given suitable information to help support their decision on
whether to object.

4.3 Conclusions from policyholder communications

Overall, having reviewed the nature of the objections raised by policyholders, | am satisfied
that the issues raised do not alter my conclusions as set out in the Main Report.
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5 Otherissues

5.1 Changes to the Scheme

Since my Main Report the only changes to the Scheme have been of a minor technical legal
nature. | have reviewed these changes and | am satisfied that these changes will not have
any material impact on transferring policyholders and do not need to be commented on further
here. The legal team at L&G also anticipates some final minor changes prior to submission to
the Court, and again do not anticipate these changes will have any material impact on
transferring policyholders. | will review these final changes and if | am not satisfied of this | will
make my view known to the Board, with a copy included in the final Court submissions.

5.2 Changes to the Proposed Effective Date

Since my Main Report the proposed Legal Effective Date of the transfer has been changed
from the 4 November 2019 to the 6 April 2020. This has been in response to a
recommendation from the transfer programme, principally in order to allow sufficient time for
the robust testing of data migration in preparation for the transfer. This supports the desired
outcome of a successful migration, which is in the interests of transferring policyholders. As a
result, | have noted it here in my Supplementary Report, but it does not change my
conclusions in respect of policyholder benefit expectations. | have commented further on
operational readiness to transfer elsewhere in this report.

In response to the postponement of the proposed Legal Effective Date, the Economic
Effective Date has been similarly postponed to 1 April 2020.

All policyholders who have made objections to the transfer will be written to in order to make
them aware of the change in proposed transfer date. The change of proposed transfer date
will also be published on the L&G website.

5.3 Phoenix Purchase of ReAssure

On 6 December 2019, it was announced that Phoenix had entered into an agreement to buy
RGP from the Swiss Re Group. The sale is expected to complete in the second half of 2020.
Initially RGP will sit directly below Phoenix within the proposed corporate structure. | have
met with members of the Phoenix leadership team, who have provided me with a summary of
their plans for ReAssure and the likely implications for transferring policyholders.

Following its prior purchase of Standard Life Assurance Limited, Phoenix intends to formally
apply to the PRA for a combined Internal Model. The application is likely to be before the end
of 2020. In the interim, Phoenix is operating under a Partial Internal Model (“PIM”) regime
under consent from the PRA. Subject to approval, Phoenix anticipates that ReAssure will
continue to operate its own PIM following completion of the purchase, until this can be brought
into the Phoenix Internal Model. This would be likely to take place in 2021, but is subject to
PRA approval of Phoenix’s combined Internal Model, and a subsequent further approval to
include ReAssure within this model.
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As set out in my Main Report, | have been provided with a copy of the ReAssure Limited
capital management policy and | believe it provides adequate benefit security to transferring
policyholders. Phoenix has given consideration to ReAssure’s stated policy and has no plans
to change this in the short term following completion of the purchase. Over time it is
anticipated that ReAssure’s risk appetite would be aligned with the rest of the Phoenix group.
| have seen a summary of the Phoenix target risk appetite for each life company within its
group, and | am satisfied that it is broadly consistent with the approach currently in operation
at ReAssure. | have also seen a summary of the overall target risk appetite for Phoenix group
and | am satisfied that this broadly consistent with ReAssure’s holding company (RGP). In
addition | would also expect any proposed change to risk appetite to be subject to appropriate
levels of scrutiny from the ReAssure and Phoenix second line functions, to go through
ReAssure and Phoenix governance (including the ReAssure Fairness Committee), and be
suitably visible to the regulators (including through any future Part VIl transfers).

There is a risk that the PRA may not approve ReAssure to continue to operate under its
existing PIM following completion of the purchase, in which case Phoenix would expect it
would revert to a Standard Formula approach. However, Phoenix has confirmed that in this
eventuality ReAssure would continue to be measured on a PIM basis for the purposes of
managing the business.

As aresult | have concluded that the proposed purchase would not result in any material
detriment to policyholder benefit security, and does not affect the conclusions set out in my

Main Report.

The process of integrating ReAssure into the Phoenix model framework would be subject to
formal governance arrangements within Phoenix, including scrutiny by the With-Profits
Committee for with-profits business. The current ReAssure Fairness Committee would remain
in place following completion of purchase, and will continue to provide oversight of the
transferring With-Profits Fund. Over time Phoenix expects to harmonise governance
arrangements with the rest of their group, resulting in a separate appointed actuary for each
regulated life entity, a separate With-Profits Actuary for each with-profits fund, and a combined
With-Profits Committee operating across all entities.

| am satisfied that the ReAssure governance structure is expected to operate as it currently
does following completion of purchase. | would expect any proposed change to governance
arrangements to be subject to appropriate levels of scrutiny from the ReAssure and Phoenix
second line functions, to go through ReAssure and Phoenix governance (including the
ReAssure Fairness Committee), and be suitably visible to the regulators (including as a result
of any future Part VII transfers). Following completion of the purchase | would also expect
service levels to operate as they currently do within ReAssure, and for them to continue to be
subject to monitoring by ReAssure governance. Therefore, | am satisfied that the proposed
purchase would not result in any material risk to policyholder benefit expectations, and does
not affect the conclusions set out in my Main Report.

All policyholders who have already made objections to the transfer will be written to in order to
make them aware of the proposed purchase.
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5.4 Changes to products

As set out in my Main Report, some changes to policy terms, conditions and practices will be
adopted by ReAssure as part of the proposed transfer, to facilitate the future administration of
the business on ReAssure systems. The Products & Proposition workstream of the transfer
programme has undertaken a detailed review of these changes and provided me with their
conclusions, which is that none of these changes are expected to result in a material adverse

impact on any group of policyholders.

Since the publication of my Main Report, and correct to the date of this Supplementary Report,
no further such changes have been proposed by ReAssure.

5.5 Operational readiness to transfer

A key consideration is whether, taking into account progress on data migration, system and
model build, testing and post-transfer resourcing, ReAssure are operationally ready to take on
the Transferring Business. As highlighted in my Main Report this has been a key area of
focus of the transfer programme. In preparation for the transfer, LGAS and ReAssure have
followed a rigorous process to ensure that all activities required to operate the Transferring
Business have been captured, including migration and reconciliation of data, systems
development and testing and recruitment and training of appropriate staff. Detailed
workstream plans are in place to transfer these activities to ReAssure and the delivery of
these plans is being closely managed. In order for the transfer to proceed, the Project
Sponsors will be required to attest that all key deliverables have been met and that readiness
to transfer has been achieved, any residual risks have been accepted and that the transfer of
the business to ReAssure will be completed successfully. Separate attestations are required
both in advance of the Sanctions Hearing and the Legal Effective Date. A monthly reporting
process has been set up to collect tracking information from each project workstream to
support these attestations. In addition a regular second line view of the state of these
readiness criteria, both from LGAS and from ReAssure, has been included in this process,
both of which have been made available to me. As a result, | consider the overall process
around the assessment of operational readiness is robust.

In addition an independent report, written by KPMG, has been commissioned by ReAssure for
the purposes of testing their operational readiness to transfer. | have seen a final copy of this
report relating to transferring LGAS policyholders, dated 20 December 2019. KPMG have
made a number of recommendations to ReAssure in respect of the migration, which in my
view have improved the robustness of the transfer process. Subject to these
recommendations being implemented, and subject to work continuing within the planned
timetable, which in KPMG’s view is both reasonable and achievable, the report concludes that
there is a high probability that the migration will be successfully delivered and that there is a
low probability of this having a material adverse effect on transferring LGAS policyholders.

| am satisfied that the attestation process is in place and will continue to be followed after the
finalisation of this Supplementary Report, which allows me to draw my conclusion. However,
if any material developments on operational readiness come to my attention after the date of
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this report, | will make my views on them known to the Board, with a copy included in the final
Court submissions.

5.6 Brexit

L&G and ReAssure continue to monitor Brexit carefully and our view is this should have little
effect on the timeline or the recognition of the Scheme as the transferring policies are
governed by English law and the Scheme is between two English companies. L&G and
ReAssure have considered how to react in the event the UK leaves the EU without a

withdrawal agreement or transition period.

Both firms are of the view that recommendation 6 of the EIOPA guidance paper issued in
February 2019 should mean that most EU based policyholders will be unaffected. This is
because the guidance states that national competent authorities should not treat the servicing
of customers with insurance contracts who have left the UK and now reside in the EEA as the
provision of cross border services. On 31 October 2019 EIOPA published member state
responses to the guidance and all committed to comply with recommendation 6, with the
exception of France where a passport will be required to carry out business. ReAssure have
confirmed that they have the relevant passport in place. Therefore, there is not expected to
be any impact on servicing of customers now resident in the EU.

5.7 Annuity Introducer Agreement

As set out in my Main Report, an Introducer Agreement has been signed between ReAssure
and LGAS in 2017. This means that pensions customers approaching retirement will be
provided with contact details for LGAS Retail Retirement as ReAssure’s annuity partner, while
also reminding customers of their freedom to shop around to potentially secure a better
annuity income using the open market option. The customer does not have to contact LGAS
and is able to choose any other retirement option or deal with any other annuity provider. |
concluded in my Main Report that the proposed agreement was fair to customers and
compliant with the FCA'’s annuity rule COB 19.9.

There have been no material changes to the proposed agreement as set out in my Main
Report, and no further changes are proposed which would have a material impact on

policyholders.
5.8 Management of Unit-Linked Business

As set out in my Main Report, ReAssure have confirmed they intend no changes to the
administration of transferring unit-linked funds, including the unit pricing and exercise of
discretion. There were two noted exceptions to this. The first was a change to the valuation
point of assets used in unit prices, which will move from the LGAS approach of taking the
value at midday or 3pm on the day the price is set to the ReAssure approach of the value at
the close of the previous day. The second was ReAssure’s intention to standardise cut-off

times for switches and other transactions.
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As described in my Main Report, compared with the current LGAS approach, the effect of
these changes is to move the asset valuation point backwards or forward by half a business
day, depending on the time of day when the transaction is processed. During this half day,
assets may increase or decrease in value, but there is no systematic benefit or cost for
policyholders. [ therefore believe this change is fair to policyholders and it does not represent
a material effect on their benefit expectations.

Also, as set out in my Main Report, ReAssure has otherwise committed to manage the unit-
linked funds in a manner consistent with LGAS’s documented unit-linked principles and
practices for a period of 12 months following the transfer. | also noted there are no current
plans to make changes beyond this point, and that any changes would be subject to
appropriate governance within ReAssure. However, at the time of writing my Main Report, a
unit linked principles and practices document confirming the ReAssure approach in detail had
not been provided. | can confirm | have now received and reviewed a copy of this document,
which has been approved by ReAssure’s Unit Pricing Committee and reviewed by ReAssure’s
Fairness Committee, and that the principles and practices set out align to those used by
LGAS, except in respect of the noted exceptions above. Therefore, | am able to conclude that
ReAssure’s proposed management of unit-linked funds does not present a material detriment
to the benefit expectations of transferring policyholders.

5.9 Customer Service

As set out my Main Report, a comparison of key service standards between LGAS and
ReAssure has been carried out which showed the actual performance achieved between the
entities was similar. Based on this comparison, the LGAS CRO and Operations Management
teams were satisfied there would be no material detriment in the administration and servicing

experience for transferring policyholders.

| have also been provided with an analysis by the Mature Savings Operations Director, which
indicates ReAssure is still operating within its service levels. Together with the comparison
above, | have reasonable assurance that the conclusions within my Main Report in respect of
customer service remain sound.

5.10 BTA Amendment Agreement

The Business Transfer Agreement (“BTA”) is an agreement between LGAS and ReAssure
(amongst others) governing the management and transfer of the in-scope business. Since the
BTA was initially agreed (December 2017), a subsequent document amending or adding to
the terms in the BTA has been agreed (July 2019). This is known as the BTA Amendment

Agreement (“BTA-AA").

| have reviewed the terms of the BTA-AA and | am satisfied that they do not represent a risk of
material detriment to transferring or remaining policyholders. Many of the terms of the BTA-
AA are commercial considerations between the two parties, and as such | have not
commented on these here. However, the following are of note:
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- The BTA-AA allows for the inclusion of certain non-profit annuities within the scope of the
transfer. | had already noted the inclusion of these non-profit annuities in my Main
Report, and they have already been allowed for in the financial metrics shown in this
Supplementary Report and my Main Report.

- The BTA-AA formalises an agreement in respect of tax for the transferring With-Profits
Fund. This is to ensure that the fund, and the policyholders invested in it, are not subject
to any tax disadvantage (or advantage) by transferring. | have already commented on
these tax arrangements in my Main Report.

- The BTA and BTA-AA allow for the transfer of all LGAS owned box units to ReAssure, in
exchange for the deduction of the value of those units from the final settlement due from
LGAS to ReAssure. This is on the grounds of practicality but should make no material
financial difference to either entity.

5.11 Transitional Measure for Technical Provisions

As noted in Section 3.2, above, the estimated ReAssure post-transition solvency position
assumes that ReAssure will be granted permission to extend the TMTP to cover the
Transferring Business. ReAssure has submitted their proposed methodology for the
Transferring Business to the PRA, both in respect of the way the Financial Resources
Requirement (“FRR”) test will be applied, and in respect of a simplified calculation to apply for
a short period between the formal recalculation date at 31 December 2019 and the date of
transfer, when another formal recalculation is proposed. | understand the PRA will be
responsible for approving the recalculation, and the ReAssure audit committee will be

responsible for approving the methodology.

| have no reason to believe the PRA or the ReAssure audit committee will not approve this,
and | consider allowance for the TMTP within the ReAssure figures to be a reasonable
assumption. However, this matter was commented on in the Main Report of the Chief Actuary
of ReAssure. This report indicated that “... the change in solvency ratio as a result of the
Scheme implementation assuming a TMTP recalculation is a reduction of 9% (and without a
TMTP recalculation it would be ¢11%).” | take comfort from this statement as it indicates that
a c2% adverse impact in the ReAssure’'s solvency ratio is a likely worst case were the
application not to be approved. An adverse outcome of this magnitude would not lead to a
change in my conclusions around the benefit security of transferring policyholders.

5.12 Purchase of Quilter business

On 5 August 2019, it was announced that ReAssure had agreed to purchase the heritage life
and pensions fund from Quilter (formerly Old Mutual), representing approximately 200,000
customers, for £425m. The Change in Control application was approved by the PRA on 10
December 2019, taking effect from 31 December 2019.

| have been informed that the intention is to integrate the business into ReAssure. This is
expected to culminate in a Part VIl transfer application within two years. The considerations of
any future integration programme such as this is beyond the scope of this report. However,
assuming that the transfer from LGAS is approved, the transferring LGAS policyholders will
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become existing policyholders of ReAssure. At this point their future benefit security and
benefit expectations will be a relevant consideration for the Court, regulators and ReAssure
governance bodies opining on any future integration. ReAssure have further confirmed there
will be no change to the capital management policy of RGP or ReAssure, and will manage the
Quilter business within these capital management policies. As a result | have concluded that
these matters do not impact the conclusions in my Main Report.

5.13 Prudential - Rothesay Life Judgment

On 16 August 2019 (and therefore after the publication of my Main Report) a judgment was
made by Mr Justice Snowden (“the judge”) in respect of a proposed Part VIl transfer of annuity
business from Prudential Assurance Company Limited (“Prudential’) to Rothesay Life PLC
(“Rothesay”). In summary, notwithstanding the views of the Independent Expert, the judge
concluded that it was not appropriate to sanction the transfer.

I have reviewed the final judgment and have considered the similarities and differences
between the proposed Prudential — Rothesay transfer and the proposed LGAS — ReAssure

transfer.

I consider the following points to be of particular relevance:

The judgment drew attention to the reputation of Prudential, and that Prudential
policyholders had taken this reputation into account when taking out their policy, whereas
Rothesay did not have the same brand recognition. This has also been a theme in some
objections made in respect of the proposed LGAS transfer, in that ReAssure is a back

- book consolidator with a lower brand recognition than L&G. As | have commented in

Section 4 of this report, | do not consider this a matter of unfairness per se, and that what
is more important is the underlying benefit expectations, financial security, service levels,
and fairness of treatment that policyholders can expect. Nevertheless, it is also worth
stating that ReAssure is a specialist in the management and administration of business
similar to that covered by the proposed LGAS transfer. It was founded in 1963, and has
grown through the acquisition of multiple businesses covering varied policy types to
become a leading life and pensions consolidator in the UK, with over 2.2 million
customers and investments of over £39 billion. | consider that ReAssure’s experience
and position mean it is well placed to provide the security and service expected by
transferring policyholders.
The judgment considered that the relative SCR coverage ratio of Prudential and Rothesay
did not “provide a complete answer to the question of security of benefits for
policyholders”. | consider the capital coverage ratio to be a key measure in assessing the
long-term solvency stability of LGAS and ReAssure, with components of the underlying
capital designed to account for and provide contingency against potential deteriorations
from the different risk factors to which each entity is exposed. The capital coverage ratio
presents a comparable view which applies to each entity regardless of parental strength.
However, | am also of the view that it does not provide a complete picture. As observed
in Section 3 of this Supplementary Report, | also recognise that the capital coverage ratio
only represents a snapshot at a point in time, which is why | have also compared and
considered the capital management policies of the entities, which is a key indicator of the
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long term capital coverage to which each entity will be managed. In addition the
regulatory framework set out by the PRA, to which UK based insurance entities, such as
LGAS and ReAssure, must comply includes the Own Risk and Solvency Assessment
(*ORSA"). This is a forward looking assessment of an entity’s future solvency position,
with consideration of appropriate stress and scenario testing, and provides further
reassurance that an entity will be able to manage within its capital management policy.

- | note that, as ReAssure is UK based, the protections afforded by the Financial Services
Compensation Scheme would continue to apply to transferring policyholders.

- Finally, I note that an important element of the judgment was that the Prudential —
Rothesay transfer concerned annuity policies, a key characteristic of which is the financial
significance to policyholders and the inability of those policyholders to surrender their
policies. There are also some annuity policies within the scope of the proposed LGAS
transfer. However:

o The with-profit annuities in scope of the proposed transfer will, if the Scheme is
sanctioned, move to ReAssure along with the entire LGAS With-Profits Fund. |
consider this important because the fund itself provides an additional level of
comfort for invested policyholders, both in respect of the ring-fenced nature of its
assets, and the level of governance and regulatory scrutiny it is subject to.

o The non-profit annuities in scope of the proposed transfer are those which are
linked to the above with-profits annuities (these were set up for the associated
protected rights pots of the annuitants). Aithough not in the scope of the original
sale of the transferring business, these have now been included in the proposed
transfer precisely on a point of fairness, to avoid transferring policyholders having
their pensions split and potentially suffering tax disadvantages.

In summary, considering these factors, the Prudential — Rothesay judgment has not led me to
change the conclusions reached in my Main Report.
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6 Conclusions

Having considered the matters set out above in this Supplementary Report, my opinion is that
the conclusions of my Main Report still stand. In particular:

»  The proposed Scheme will have no material adverse effect on the security and
reasonable benefit expectations of the transferring LGAS policyholders.

»  The proposed Scheme will have no material adverse effect on the security and
reasonable benefit expectations of the remaining LGAS policyholders.

> In respect of both the transferring and remaining policyholders, the proposed Scheme is
consistent with the requirement to treat customers fairly.

Based on these considerations, my advice to the Board is therefore that there is no reason at
present why the Scheme may not proceed, although the Board should consider any update
after the date of this report on ReAssure’s expected operational readiness to take on the
Transferring Business.

Andy Rowley
LGAS Chief Actuary
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Appendix A — Personal interests

Remuneration
| am an employee of Legal & General Resources Limited, a company within the L&G group.

As an employee of Legal & General Resources Limited, | am subject to a similar pay and
benefits structure as other senior managers in the organisation.

[ have no individual performance incentives directly related to the success or otherwise of this
Part V| transfer.

Share interests

| have the following share interests in Legal & General Group Plc:

Employee Share Plan 15,040
Ordinary Share 9,012
Share Bonus Plan 2010 Combined 12,141

| also hold a number of share options in Legal & General Group Plc in Save as You Earn
Contracts. The options held at 9 January 2020 are:

Number of Options Option Price Option date

2488 £2.17 1 June 2022
1791 £2.01 1 June 2020
Policies

| hold no policies with LGAS.

Pension

As an employee of Legal & General Resources Limited, | am enrolled in the Legal & General
Employee Pension Plan.
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