Please note

The telephone numbers of the
Parliamentary and Health Service
Ombudsman changed on 15 March 2009.

The new contact details are:
Helpline: 0345 015 4033
Fax: 0300 0614000
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Service level agreements

1996 — detailed scrutiny programme for the 1995 returns

The priorities for DTI for the 1995 scrutinies are to be
Priority | Description Other Indicators (note: these indicators are Target
subordinate to the description, and are merely to
give some broad assistance. They are no substitute
for judgement, both where a higher or lower
priority may be justified)

1 As at present, the allocation of Within
priority 1 will denote a company two
which either is not weeks
demonstrating that it holds the
required minimum margin or else
where there are significant
problems which lead GAD to
believe that it does not meet the
requirements under proper
bases.

2 This priority denotes those 1. The cover for the RMM is less than 1.25x Within
companies where there are 2. There is evidence of material non-compliance four
significant and substantial with the valuation regulations months
concerns.

3 This priority denotes companies 1. The cover for the RMM is less than 1.5x Within
where there are sufficient 2. There is evidence of a non-trivial, but not six
concerns to warrant early material non-compliance with the valuation months
attention, or there are other regulations
reasons to require scrutiny early | 3. The company was in priority 1 or 2 for the
in the cycle. previous year

4. A company visit is scheduled for October to
January (or equivalent for non-December
companies)

5. The company had commenced trading, but was
authorised for less than eighteen months at the
valuation date

4 Companies which warrant a 1. The cover for the RMM is less than 2x Within
scrutiny for any reason, but 2. The company was in priority 3 in the previous nine
would otherwise not fall withina | year months
category to ensure this. 3. There is evidence of non-compliance with less

important regulations

4. The company did not receive a scrutiny in either
of the previous two years

5. A company visit is scheduled for February to
September (or equivalent for non-December
companies)

5 Companies which do not qualify Scrutiny within the last two years No target
for priority 4 after the initial date
scrutiny, but for which decisions initially
will be taken later in the year.

6 Companies which, at the review, None
are determined to be omitted
from the scrutiny process.

) ]
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Service level agreements

1998 — between the Treasury and GAD

Agreement between Insurance Directorate (I Directorate) of Her Majesty’s
Treasury (HMT) and the Government Actuary’s Department (GAD) setting
out the level of service to be provided by the GAD in respect of the
supervision of companies authorised, or seeking authorisation, under the
Insurance Companies Act 1982 to carry on long term business.

INTRODUCTION

This agreement sets out the level of service to be provided by the Government
Actuary’s Department (GAD) to Insurance Directorate (I Directorate) of HMT in
respect of the supervision of all companies authorised, or seeking
authorisation, under the Insurance Companies Act 1982 (“the Act”) to carry on
long term business. This agreement covers the long term business of composite
companies as well as companies which transact only long term business.

MAIN PRINCIPLES

1. | Directorate’s primary role, as set out in its mission statement, is to
regulate the insurance industry effectively (within its duties and powers set out
in the Act) so that policyholders can have confidence in the ability of UK
insurers to meet their liabilities and fulfil policyholders’ reasonable
expectations. In fulfilling these aims | Directorate has sole responsibility for all
executive decisions taken in the exercise of the Secretary of State’s powers
under the Act.

2. One of GAD’s primary functions is to advise | Directorate in the fulfilment of
these aims. In carrying out this role, GAD recognises that its function is
advisory and that it has no responsibility for the exercise of the Secretary of
State’s powers under the Act.

3. In order to enable | Directorate and GAD to carry out their primary roles, a
close working relationship between the two is necessary, in which both sides
keep each other fully informed. | Directorate will copy to the GAD all relevant
correspondence received from companies. (“Relevant correspondence” for this
purpose does not include letters of complaint from policyholders, unless there
are actuarial issues involved, and notifications of management changes.) |
Directorate will also notify the GAD of all changes of control affecting the
company, including changes of Managing Director and Appointed Actuary.
Unless special circumstances arise, GAD will accompany | Directorate on all
visits to companies, and be given the opportunity to attend all meetings held
by | Directorate with companies. GAD may hold meetings with companies on
actuarial issues at GAD. The GAD will notify | Directorate of, and offer the
Directorate the opportunity to attend, all such meetings.

Payment by HMT for services provided by the GAD
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Service level agreements

1998 — between the Treasury and GAD

4. The level of fees to be paid by | Directorate to the GAD for the provision of
services under this agreement will be subject to a separate agreement
between the two parties negotiated annually.

DETAILED ACTIVITIES

5. The following sets out the detailed services provided by the GAD to |
Directorate. It is not an exhaustive list. In particular, as section B and C make
clear, GAD will stand ready to comment and advise where appropriate on all
issues when asked to do so by | Directorate.

A. Examination (or scrutiny) of annual returns

A1. The returns submitted to | Directorate under Section 22 of the Act are the
principal tool enabling HMT to form a view on an insurance company’s present
and future solvency. GAD have the main role in the detailed scrutiny of these
returns, and in providing advice to | Directorate on what action needs to be
taken in following up points arising from the scrutiny.

A2. The following paragraphs are written on the basis that most company year
ends are 31 December. However, when the year end of any company is
different from 31 December, the same principles will apply.

The scrutiny programme

A3. The scrutiny programme (the order in which the returns are examined in
detail by the GAD) for each year is to be agreed between | Directorate and GAD
by mid September on the following basis. Where it is known that a company
will be visited during the course of the scrutiny year in question GAD will make
every effort to carry out the scrutiny and report to | Directorate before the
visit. | Directorate and the GAD will also agree before the start of each
scrutiny cycle whether there are any special topical issues affecting the life
assurance industry in the next twelve months which need to be addressed
during the course of the scrutinies.

Initial action by | Directorate

A4. The role of | Directorate initially is to ensure that the GAD receives the
insurance annual returns and shareholders’ accounts needed to complete its
part of the process. In particular, | Directorate will aim to provide GAD with
appropriate copies within four working days of receipt. | Directorate will also
notify GAD, by end June and end December each year of the company visits to
be carried out in the next twelve months.
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Service level agreements

1998 — between the Treasury and GAD

A5. | Directorate will notify GAD when an extension has been granted to a life
office under the terms of Section 22(1) of the Act.

A6. Chasing of late returns is the responsibility of the | Directorate supervisor
who will answer any queries on when a return is expected.

Initial Action by GAD

A7. The role of the GAD in the initial process is to provide | Directorate with a
clear overview of the scrutiny programme by mid September. The main
elements of the initial process will be:

a. GAD will report to HMT immediately if the initial scrutiny of any company
raises serious concern. The main examples of where serious concerns arise
are when:

i. a company has failed to meet its solvency margin, or is in financial
difficulties;

ii. a company has failed to provide the necessary directors’, actuary’s
and auditors’ certificates, or any of the certificates is significantly
qualified;

iii. significant data errors or omissions exist;

iv. a breach of section 30 (allocation of surplus to with profit
policyholders) appears to have taken place;

V. a company appears not to be complying with its Notice of
Requirements, or with undertakings it has given to the HMT.

vi. there appear to be any other clear breaches of the Act and
regulations.

b. GAD will send to HMT by the end of August a report covering all initial
scrutinies which will consist of:

i. a priority rating for each company, based on GAD’s views of its
financial strength and taking account of the indicators set out in Annex A.

ii. an indication of solvency cover for each company.
iii. a target date for full scrutiny of each company’s returns.

c. | Directorate and GAD will use their best endeavours to agree the scrutiny
programme, both as regards time - tabling and allocation of priority rating by
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Service level agreements

1998 — between the Treasury and GAD

mid September. However, GAD does not need to wait for the scrutiny
programme to be agreed before starting its detailed scrutinies of what it
perceives to be the most urgent cases. Generally speaking, these will be the
priority 1 cases.

Progressing the scrutiny programme

A8. The role of GAD in the detailed scrutiny process is to provide | Directorate,
in the form of a report, with a means of identifying those companies which:

a. are not complying with statutory requirements;

b. are failing to meet the statutory requirements, or are in danger of
failing to meet them in the near future;

c. appear not to be meeting policyholders’ reasonable expectations.

A9. In addition the scrutiny report will contain:

e a basis for action in relation to individual companies if any of the
fundamental requirements above are not being met, or if trends in the
returns point to problems with these in the near future;

e a basis for informed longer term discussion with individual companies on
problems which may arise in future if current trends in key performance
indicators continue;

e key indicators include:

a. cover for the solvency margin and trends in free asset ratios

b. actuarial issues, e.g. change in strength of valuation basis, matching.
c. type of new business being written, by volume and mix

d. trends in expense ratios

e. trends in lapse rates

f. assets; worrying exposures, investment strategy, impact on bonus
strategy

g. significant developments during year

A10. Detailed scrutiny reports for all companies will follow the format set
out in Annex B but modified for companies that are less important subsidiaries
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Service level agreements

1998 — between the Treasury and GAD

within an insurance group or where a different format is agreed between GAD
and | Directorate for individual cases.

A11. Detailed scrutiny reports will be provided to HMT in accordance with the
scrutiny programme. Broadly for companies with December year-ends, (and
therefore with returns to be submitted to HMT by end-June), the aim will be to
provide detailed reports for all companies with priority ratings 1 to 3 by the
end of December in the year they are received. Within that period, priority 1
and 2 cases will be given priority, and will be completed by the end of October.

A12. Detailed scrutiny reports on priority 4 cases will be submitted by the end
of March the following year.

A13. GAD will endeavour to complete a scrutiny by the end of May for the
remaining Priority 5 cases.

A14. Companies with year ends other than December will have detailed
reports provided within a comparable timescale, according to the priority
awarded to them (as indicated in Annex A).

A15. It may be necessary to amend the programme of detailed scrutinies, as
both the priority ratings and the target date for a full scrutiny may be subject
to some fine tuning e.g. due to some restructuring of an insurance company
being planned. | Directorate and GAD will agree revised target dates where it
is necessary to make amendments to the programme.

Action arising from the detailed scrutiny

A16. Points arising from the detailed scrutiny of the returns which require
clarification will normally be taken up with the company, or with its Actuary,
by GAD. However, GAD will always consider whether the point to be taken up
is more appropriate for | Directorate and will recommend accordingly. Where
GAD has written to the company, it will be for GAD to chase the reply. This
should be done within six weeks of the letter issuing. Points arising from the
company reply should be dealt with within 2 weeks.

A17. If GAD considers that | Directorate might need to exercise HMT’s powers
of intervention, or take any course of action, it will make appropriate
recommendations. GAD will not, however, initiate any such action nor
commit | Directorate to any particular decision or course of action.

A18. GAD actuaries will be available on request to discuss with supervisors any
issues concerning individual companies, or arising out of their detailed scrutiny.

Monitoring the progress of the scrutiny programme
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Service level agreements

1998 — between the Treasury and GAD

A19. GAD will circulate to | Directorate at the end of each month a report of
the progress of the scrutiny programme.

B. Authorisation of new life offices

B1. The purpose of the authorisation procedure is to form a judgement on
whether, on the basis of the application submitted and on the initial starting
capital, the company will remain solvent until its fourth year of operation, and
will be managed and controlled by fit and proper persons. GAD’s main role in
this process is to evaluate the financial projections and related matters, and
provide advice to | Directorate as to whether, in their view, the solvency
requirements will be met.

B2. In the initial stages, GAD will attend the meetings with companies who are
considering making an application for authorisation. They will also attend any
subsequent meetings as the authorisation progresses.

B3. When the written applications are submitted to | Directorate by the
company, GAD will comment on the draft (of which there may be several over
time) and final versions. GAD’s main role will be to advise | Directorate on the
proposals as they affect the solvency and financial viability of the company. In
the case of companies transacting only long term business GAD will have the
main responsibility for commenting on the Scheme of operations, projections,
type of investments representing the insurance funds, reinsurance treaties and
actuarial certificates (typically paras 10 - 20 and 23 of part 1 of schedule | of
the Insurance Companies Regulations 1994). However, they will not be
restricted to these matters if they consider that other parts of the application
require comment or give rise to concern. In the case of “health composites”
which may now be authorised following the implementation of the 3rd EC
Directives, | Directorate will decide whether GAD input is appropriate in
respect of the general business Classes 1 and 2.

B4. GAD may also deal direct with the applicant or its advisers in order to
clarify any unclear point in the application.

B5. In order to enable | Directorate to meet its own targets, GAD will provide |
Directorate with comments on the first draft application within four working
weeks of receipt. On each subsequent draft of the application, GAD will
provide comments within a time-frame agreed between it and | Directorate.

C. Other supervisory matters

C1. | Directorate will notify GAD of any changes of appointed actuary that
have been advised to them. GAD will liaise with | Directorate over any action
that is needed where there is any concern about the reasons for the change of
appointed actuary. All new appointed actuaries (who have not previously held
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Service level agreements

1998 — between the Treasury and GAD

such a position) will be interviewed by the Government Actuary and a note of
this meeting will be forwarded to | Directorate.

C2. Aside from the scrutiny of returns and authorisation processes, GAD will
also provide advice on all areas which impact on a life office’s solvency or the
reasonable expectations of policyholders. It is not possible in a document of
this nature to anticipate all of the instances in future where GAD’s advice will
be sought. However, as outlined in paragraph 3 above, to enable GAD to carry
out its duties effectively, all documents received by | Directorate from the life
office will be copied to GAD. | Directorate will request advice from the GAD
when there are issues which might affect, for example, the financial security
of a life office, policyholders’ reasonable expectations, or where the issues
raised are actuarial or professional. However, GAD are always free to
comment on any document if it believes that there are issues that should be
brought to | Directorate’s attention. These other areas of responsibility
include:

C3. Transfers of portfolio - These are transfers of engagements (assets and
liabilities) from one company to another under the terms of Schedule 2C of the
Act. The main issues to be considered are whether the transfer will adversely
affect the security of policyholders or their reasonable expectations. GAD will:

- attend the meeting with the Independent Actuary, and be given the
opportunity to attend any meetings held by | Directorate with the
company;

- provide advice on the draft Scheme documents to enable | Directorate to
form a view on the proposals and to comment to the company within the
time scales set by the court procedure, and in good time to influence
events if necessary

C4. Requests by companies for concessions under Section 68 - GAD will
endeavour to respond to | Directorate within two weeks of receipt in GAD of
such requests in 90% of these cases.

C5. Other miscellaneous correspondence - e.g. requests for interpretation of
legislation - GAD will endeavour to respond to | Directorate within two weeks
of receipt in GAD of such requests in 90% of these cases.

C6. Quarterly returns - GAD will aim to comment on quarterly returns within
three weeks of their receipt in the GAD. When there are no substantive issues
to raise, the report will be in the form of a “nil return”.

C7. Company visits - as mentioned above GAD will normally accompany |
Directorate on all company visits according to the agreed visits programme.
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