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FOREWORD

This document has been issued by the Insurance Directorate of the HM
Treasury to provide guidance to companies preparing returns for deposit
with the Insurance Directorate under the Insurance Companies (Accounts
and Statements) Regulations 1996, as amended by the 1997 Amendment
Regulations (“the Insurance Annual Return). It also gives guidance for UK
companies preparing statements of their insurance business in other EEA
states under the European single market for deposit with the Treasury under
Regulation 81 of the Insurance Companies Regulations 1994, ("Insurance
Statistical return”). It revises and replaces the previous guidance PGN
1996/3. The changes from that document, unless trivial, are indicated by a
side bar.

This document gives an overview of the requirements of those Regulations
and, in particular, presents the Insurance Directorate's interpretation of
those Regulations. It also describes the statutory background to the
requirement to prepare the Returns and explains the relationship between
the Insurance Companies (Accounts and Statements) Regulations 1996 and
the other Regulations relevant to the preparation of the Returns including
the Insurance Companies Regulations 1994. Chapter 11 includes guidance
on the Insurance Companies (Equalisation Reserves) Regulations 1996.

This document is intended to be read in conjunction with the Regulations
and statutory provisions referred to above which alone have the force of
law and which must, in the case of seeming conflict, prevail.

This document is included in the Insurance Directorate's list of published
guidance to which it expects companies to certify compliance under the
provisions of paragraph 5 of Schedule 6 of the Insurance Companies
(Accounts and Statements) Regulations 1996. See chapter 17 for further
guidance on this area.
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CHAPTER ONE
1. THE STATUTORY REQUIREMENT TO PREPARE RETURNS

1.1 The basic requirement

1. The Annual Returns must be prepared by all insurance companies to
which Part Il of the Insurance Companies Act 1982 applies. This includes
with certain exceptions all insurance companies, whether established within
or outside the United Kingdom which carry on business within the United
Kingdom.

2. The most important of the exceptions referred to above is an "EC
company”, (i.e. an insurance company, other than a pure reinsurer, with its
head office in another EEA State which is authorised to carry on business in
the UK by its home member State). See chapter two for further comment
on their status.

1.2 The statutory basis of the Annual Return

1. The outline content of the Annual Returns is laid down by three
sections of the Insurance Companies Act 1982.

» Section 17 provides for a "profit and loss account”, "revenue account”
and "balance sheet" together with "notes, statements and reports" and
"certificates annexed thereto".

o Section 18 provides for an "abstract” of the annual investigation of the
appointed actuary.

» Section 21 provides for an "auditors’ report”.

2. All three sections provide for Regulations to be made to prescribe the
detailed content of the documents to be prepared. They form the statutory
basis for the Insurance Companies (Accounts and Statements) Regulations
1996, (“the 1996 Regulations™), which repeal and replace the Insurance
Companies (Accounts and Statements) Regulations 1983, (“the 1983
Regulations").

1.3 Deposit of returns with the Treasury

1. Section 22(1) of the Insurance Companies Act 1982 requires that
every document prepared under sections 17, 18 or 21 be printed and five
copies be deposited with the Treasury within six months of the end of the
period to which the documents relate. The Insurance Directorate requests
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that one of the five copies [not the signed one] is left unbound held
together with a treasury tag in the top left-hand corner. However the
Annual Returns need not (as was previously required) be printed on coloured
paper. A company which opts for electronic submission (see below) need
only deposit one printed copy, which should be a bound signed copy.

2. [In addition to the above a registered society should also deposit one
copy with its registrar under the Industrial and Provident Societies Act 1965
or the Industrial and Provident Societies Act (Northern Ireland) 1969. A
company which carries on industrial long term business should also deposit
two copies with the Registrar of Friendly Societies.]

3. Section 22(3) requires that one copy of every document (other than
the auditor's report) be signed by such persons as may be prescribed.
Section 22(4) requires that one copy of the auditors’ report be signed.
Further details on the signature of returns is given in the next chapter.

4, The Treasury has power under section 22(1) to extend the period for
deposit by up to three months if he thinks that "the circumstances are such
that a longer period should be allowed". A company seeking such an
extension should apply to its normal supervisory contact in the Insurance
Directorate. The application should identify the "circumstances” being
relied upon as justifying the extension and should be made as early as
possible. Only in very exceptional circumstances will an application for an
extension be granted where it is not made before the end of the six month
period. Similarly, if it becomes necessary to seek a further extension
beyond the one already granted (but within the overall limit of three
months), application should be made before the expiry of the extension in
operation.

5. A company wishing to deposit returns electronically may only do so
with the prior approval of the Insurance Directorate. A separate document
"Electronic Submission of Returns - Technical Specification” details the
format in which an electronic return must be presented. The document
described in paragraph 1.4.3 below details the validation rules which must
be applied at source in the generation of the Annual Return. There are
software packages commercially available for the generation of the Returns.
It is likely that a return generated using such a package will be acceptable
to the Insurance Directorate. A company wishing to use another package or
bespoke software will need to satisfy the Insurance Directorate that the
technical specification referred to above is met in full. Companies
considering electronic submission should apply to:

the Insurance Directorate
HM Treasury
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1 Victoria Street
London SW1H OET

1.4 Inaccurate or incomplete returns

1. Section 22(5) requires the Treasury to consider the documents
deposited under section 22(1) and, if any such document appears to him to
be inaccurate or incomplete, to communicate with the company with a view
to the correction of any such inaccuracies and the supply of deficiencies.

2. A letter from the Insurance Directorate under section 22(5) may draw
attention to an apparent inaccuracy or incompleteness and ask for an
explanation or it may also ask for the inaccurate or missing documents to be
(re)submitted. In either case the company should consider the points raised
in the letter and respond promptly either explaining why there is not in fact
any inaccuracy or incompleteness, or (re)submitting the inaccurate or
missing documents.

3. The validation of returns by the Insurance Directorate takes place at
two levels. Firstly certain "absolute” relationships are expected always
(subject to any section 68 order) to be present between data items in the
Annual Return (and between those items and the data items in the previous
return). Secondly the "reasonableness” of the data items is reviewed. This
includes comparing data with other published sources such as the
Companies Act accounts to test its consistency and completeness. A listing
(in the form of a systems specification) of the "absolute" relationships which
are validated is available on request from -

The Insurance Directorate
HM Treasury

1 Victoria Street

London SW1H OET

1.5 Other documents to be deposited with the Annual Returns

1. Section 22(6) requires that a company deposit with its return "any
report on the affairs of the company submitted to shareholders or
policyholders of the company in respect of the financial year to which the
[return] relates". This includes, but is not limited to, the report and
accounts of the company prepared under Schedule 9A of the Companies Act
1985 (or in the case of an overseas company prepared under section 700 of
the Companies Act 1985).

2. Although strictly the section only requires one copy of any report, the
Insurance Directorate would find it helpful if general business companies
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would deposit two copies, and long term business companies three copies.
[A registered society should also deposit a copy of such documents with its
registrar under the Industrial and Provident Societies Act 1965 or the
Industrial and Provident Societies Act (Northern Ireland) 1969. A company
which carries on industrial long term business should also deposit two copies
with the Registrar of Friendly Societies.]

1.6 Insurance fees

1. No later than when depositing the Annual Returns and other
documents referred to above, a company should separately send a
completed insurance fees form to the address shown on the Form and,
where a fee is due, a cheque in payment. The insurance fees form should
be returned even if it only evidences that no fees are payable.

2. Section 94A of the Insurance Companies Act 1982 provides that where
a fee is due, the Annual Return shall not be regarded as deposited until that
fee is paid.

1.7 Disclosure of the Annual Returns and other documents deposited
with the Treasury

1. The returns and the documents deposited with them are publicised in
two ways.

o Firstly under section 23(1) a company must send a copy to any
shareholder or policyholder who requests it, and

« Secondly under sections 65 and 66 the Treasury must deposit with the
Registrar of Companies the Annual Returns and other documents
deposited with him. The documents deposited with the registrar of
companies are available for public inspection.

2. Under section 23(2) the Treasury may exempt a company from the
above disclosures but-

« only in respect of a statement or report annexed to the documents
prepared under section 17, (e.g. not the abstract of the report of the
appointed actuary), and

« only if in the opinion of the Treasury disclosure would be harmful to the
business of the company or any of its subsidiaries.

3. This dispensation will only be given in exceptional circumstances,
e.g. where disclosure would reveal that a company had significant trading
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links with two states at war with each other and thereby seriously prejudice
its ability to continue to trade in one or both of those states.

1.8 Section 67, 68 and 69 orders

1. These sections of the Insurance Companies Act 1982 empower the
Treasury in relation to a particular company (at the request, of or with the
consent of, that company) -

. to modify or disapply certain provisions of that Act; [a section 68
order];

. to direct that, for certain specified purposes under the Act, long
term business be treated as general business or vice versa; [a section 67
order];

. to extend or shorten, for the purposes of the Act, the company's
financial year; [a section 69 order].

The purposes under the Act for which these orders may be used include, but
are not confined to, the preparation of the Returns.

2. A company which wishes to apply for an order should do so through
its normal supervisory contact at the Insurance Directorate. The
application should identify the circumstances which the company considers
justify the granting of an order. It is important that an application is made
as early as possible, preferably as soon as the circumstances which justify it
are known to have arisen.
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CHAPTER TWO
2. THE TYPES OF RETURN

2.1 An overview

There are three basic types of Annual return-

insurance company,

through a branch in the United Kingdom, and

2.2 The detailed requirements

companies are required to prepare.

D a "global return” which reports the entire worldwide business of the

. a "UK branch return” which reports only the business carried on

. an "EEA branches return” which reports the entire business carried on
through all branches in EEA states (including the UK).

1. The following table summarises the types of return which insurance

<--Type of SSECEETTEEPTEEPEEE Location of Head Office ------------------- >
company -->
United A member An EFTA® Rest of the
Kingdom State™® state World®@
(other than
U.K.)
Pure reinsurer Global Global Global Global return
return return return

United Kingdom

Global return

deposit company and EEA
branches
return

EEA deposit UK branch

company return

All other Global Exempt® UK branch Global return

insurance return return and UK branch

companies return.
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[(1) The member States are those States which are members of the
European single market in insurance, i.e. the 15 EU States, Iceland, Norway
and Liechtenstein.

(2) Special rules apply for Switzerland. A Swiss general insurance company
reports as for a company with its head office in the EFTA. Other Swiss
companies report as for companies with their head office in the "rest of the
world".

(3) Exceptionally where an EC company is required to prepare returns under
the paragraph 7 of Schedule 2F to the Insurance Companies Act 1982, the
same rules apply as for an EFTA company.]

2. The above table summarises the requirements of Regulation 3(3) and
3(4). "United Kingdom deposit company”, "EEA deposit company” and "pure
reinsurer” are defined in Regulation 3(1).
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CHAPTER THREE
3. INTERPRETATION OF THE REGULATIONS

3.1 Definitions

1. Regulation 3(1) includes a list of about 60 defined words and
expressions. In addition to these specific definitions Regulation 3(2) lays
down two general rules of interpretation.

2. Unless the context otherwise requires words and expressions in any
Form®), or in any Regulation® requiring a statement to be annexed to the

Forms, are to have the same meaning as applies in-

D the Regulations® which lay down the rules for valuing assets and
liabilities and calculating the solvency margin, or

. the rules which lay down the form and content of accounts prepared
under the Companies Act 1985.

In the case of any conflict the first of the two above rules prevails.

[(1) This should be taken to include the instructions to any Form.

(2) These are Regulations 19 to 21, 23, 24 and 26.

(3) These are Parts IV, VIl and IX and Schedules 3 and 12 of the Insurance

Companies Regulations 1994.]

3.2 Valuation of assets and liabilities

1. Regulation 4 requires that, unless otherwise more specifically
provided, assets (other than linked assets) and liabilities included in any
document in the Annual Return should be valued using the valuation rules in
the Insurance Companies Regulations 1994.

2. Linked assets (defined by Regulation 3(1) as long term business assets
identified in the records of the company as being assets by reference to
which property linked benefits are to be determined to the extent that they
are held to match liabilities in respect of property linked benefits) should
be valued in accordance with "generally accepted accounting concepts,
bases and policies or other generally accepted methods appropriate for
insurance companies”.
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3.3 Requirement to fairly state information

1. Regulation 5 requires that every revenue account, profit and loss
account, balance sheet, note, statement, report and certificate required to
be prepared under section 17 of the Insurance Companies Act be prepared
in the manner specified and “fairly state the information provided on the
basis of the Regulations”. This is a closely analogous requirement to the
‘true and fair’ concept for Companies Act accounts. As with that concept it
includes the concept of materiality where properly applied. Forthcoming
guidance to be issued by the Auditing Practices Board will in great detail
discuss the application of the materiality concept to the Annual Returns.
[Nb. materiality is not an acceptable excuse for basic arithmetical or cross-
referencing errors in or between Forms. Nor is it an acceptable excuse for
the deliberate or reckless misstatement or omission of information required
to be disclosed by the Regulations. Nor does it justify a lack of proper care
to the preparation of such information.]
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CHAPTER FOUR
4. CONVENTIONS FOR THE COMPLETION OF ALL FORMS

4.1 Scope
1. The accounting rules and conventions described in this chapter apply

(other than where the contrary is explicitly stated) to all documents in the
Annual Return other than the Forms, notes, statements and certificates
required under Schedules 4 to 6.

2. The accounting rules and many of the conventions for preparing the
Annual Return which are presented in this chapter derive from Paragraphs 1
to 7 of Schedule 1. The other conventions although not directly arising from
the Regulations are merely cosmetic and are requested to facilitate the
Insurance Directorate's processing of the Annual Returns.

4.2 Completion of Forms

Signature of forms

1. The first Form in the Annual Return (normally Form 9 or 10) should be
signed. If the Annual Return consists of more than one bound volume then
the front Form of each volume should be signed. Where space does not
allow the signatures to be affixed to the foot of this Form a covering sheet
should be used. The covering sheet should have the same header
information as Form 9* and should be entitled “Covering sheet to Form 9*”.

* = or Form 10 as the case may be.

2. A global return should be signed by at least two directors and the
chief executive. If there is only one director, he or she and the chief
executive should sign. If there is no chief executive, or if there is only one
director (other than the chief executive), the secretary should also sign. A
UK branch return or EEA branches return should be signed by the Authorised
UK representative and the Principal UK employee. See Regulation 27.

Use of own forms

3. A company may either submit its return on Forms printed by the
Insurance Directorate or print its own Forms. However in the latter case it
should make sure that they are laid out exactly as the Forms in the relevant
Schedules to the Regulations. Companies wishing to print their own Forms
are requested to contact Section 4c of the Insurance Directorate. In
general, the Insurance Directorate will accept returns produced using a
recognised forms generation package. Where a company is using a bespoke
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software application, it will be requested to send specimen blank Forms to
the Insurance Directorate well before they intend to use them.

Headings

4, After the heading "Name of company” the full registered name of the
company should be given without abbreviation.

5. In the heading "Global business/UK branch business/EEA branch
business” all except one of the three alternatives should be deleted
according to whether the Form is part of a global return, UK branch return
or EEA branches return (see chapter two).

6. The heading "Financial year ended" should be followed by the date of
the last day of the financial year written in the style "dd-month-yy", e.g. "31
December 1996".

7. The "company registration box" should be completed with the number
used for submission of returns under the 1983 Regulations. A company
making a return for the first time should use the full registration number
given by the Cardiff, Edinburgh or Belfast Registrar of Companies. If the
company does not have such a number it should agree a suitable number
with the Insurance Directorate (the Insurance Directorate - Section 4c). An
overseas company should use its F-series number issued by the Registrar of
Companies.

8. The "GL/UK/CM" should be completed with one of the three
alternatives according to whether the Form is part of a global return, UK
branch return or EEA branches return (see chapter two).

9. The "Period ended" box should be completed so as to show, in
numerals, the date of the last day of the financial year to which the Annual
Return relates. The "month” box should always be completed with a two-
digit number, incorporating a leading zero where necessary.

Typewritten entries

10.  The Insurance Directorate prefers typewritten entries to hand-
written ones, but there should be not more than 5 characters per
centimetre or 12 per inch.

Other text

11.  No text or figures should be included in any box in a Form or

anywhere else on the face of the Form other than as required by the
Regulations. In particular no entries should be made-
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e in any unused line or column on Forms 26 to 29, 31, 32 and 34 after the
last accident year or underwriting year required to be reported,

¢ in any column headed "Source", and

« in any shaded box.

4.3  Currency

1. All forms (other than some of the Forms 26 to 29 and 31, 32 and 34)
are to be completed in sterling with-

« assets and liabilities converted at the financial year end exchange rate,
and

« income and expenditure converted using "such bases of conversion as are
in accordance with generally accepted accounting practice”.

2. Accounting practice allows several alternative accounting bases for
the translation of income and expenditure. The Insurance Directorate
expects companies to choose the same basis as it uses in its Companies Act
accounts. Where the Companies Act accounts are drawn up in a currency
other than Sterling it is acceptable for the company also to maintain the
underlying records upon which the Annual Return is based, in that currency
and to translate those currency amounts into Sterling at the rate ruling at
the year end.

3. The above conversion rules do not apply to certain entries on Forms

23, 26, 27, 31, 32 and 34. The rules for these Forms are explained in
chapter ten below.

4.4  Presentation of amounts

1. Negative amounts should be shown between round brackets. A minus
sign or "DR" should not be used.

2. All sterling amounts in the forms (except valuation prices on Form 45)
should be shown in units of £1000 rounded to the nearest £1000. This is
required even if particular figures are so large or small that under normal
accounting conventions it would be it inappropriate. If the entry in any box
to be rounded is less than £500 that box should be left blank. The entry
“0” should not be used.

3. Amounts required to be shown denominated in foreign currency in a
Form should be shown in units of 1000 (of the principal monetary unit of
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that currency) rounded to the nearest 1000, and the entry "000" should be
made in the "units” box of that Form. However if the £ to principal
monetary unit exchange rate at the year end was in excess of 1000,
amounts should be shown in units of 1,000,000 and "000,000" should be
inserted in the "currency"” box.

4, Figures which are totals of other figures (whether or not on the same
Form) should be rounded after totalling the unrounded detail figures.

4.5 Comparative amounts and brought forward figures

1. Columns are included on Forms 9 to 17,20 and 40 for the disclosure of
comparative amounts for the previous financial year. These amounts should
be reported as stated in the previous return (after any correction under
s22(5) - see paragraph 1.4 above), but without restatement for any prior
year adjustment even where such restatement is permitted under generally
accepted accounting practice.

2. Other than to reflect exchange rate reconversion, brought forward
figures on the detailed general business Forms (21 to 39) should not, as a
general rule, be restated as this destroys the continuity of the historical
data triangles which the Insurance Directorate derives from these Forms.
However the Insurance Directorate recognises that in exceptional cases,
e.g. the correction of a fundamental error, restatement for other reasons
may be desirable. The Insurance Directorate requests companies which
wish to restate amounts (other than to reflect exchange rate reconversion),
to discuss the proposed restatement with their usual supervisory contact at
the Insurance Directorate prior to submitting their return.

3. Where any brought forward amount is restated (other than to reflect
exchange rate reconversion) the reason for the restatement must be given
in a supplementary note to the Form upon which the brought forward
amount appears - see paragraph 7 of Schedule 1.

4, Special difficulties with brought forward and comparative figures
arise for an established overseas insurance company newly authorised in the
UK by the Insurance Directorate and preparing its first global return. Such a
company may wish to seek guidance from its normal supervisory contact at
the Insurance Directorate.

4.6 Supplementary notes

1. Supplementary notes should not be shown on the face of a Form but
should be shown on a separate sheet or sheets of paper. It would be helpful
if the notes for all Forms are bound together toward the end of the Annual
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Return (but before the certificates) and not interleaved with the Forms to
which they relate.

2. The requirements to prepare supplementary notes are variously
located in the actual text of the Regulations, in the text of the Schedules to
the Regulations and in the instructions to the Forms. However in each case
the requirement to prepare the note identifies the Form to which it is to
relate.

3. In the following chapters for each Form (under Schedules 1 to 3) a
complete list of the required supplementary notes is provided. Each note in
the list is given a unique reference code. The first two digits of the code
are the number of the Form and the final two digits the number of the note.
For example the 5th note in the list for Form 13 is coded "1305".

4. Each supplementary note included in the Annual Return should be
given a title which identifies the Form or Forms to which it relates. The
Insurance Directorate requests that (in respect of Forms prepared under
Schedules 1 to 3) this be done by including the code as the first element in
the title. For example the title for note 1601 might be -

1601 Basis of conversion of foreign currency

If there is more than one Form of the same number (e.g. Forms 24 for
several accounting classes) only one title of the above type need be used to
cover all such Forms.

5. Where a company wishes to include an extra note (beyond those
required by the Regulations to be included) it should identify the Form to
which it relates and give the note the next unused sequential code nhumber
for that Form. For example the Regulations specify seventeen coded notes
for Form 13 which are respectively coded 1301 to 1317. If an extra note is
to be added it should be coded 1318. The code 1318 should be used even if
for the particular company there is no note 1317 (because the
circumstances in which that note is required do not arise for that company).

6. Where the Regulations require a Form to be submitted but all entries
(including comparatives) would be blank that Form may be omitted
provided that a note coded FFOO (where FF is the Form number) is included
stating that this is why the Form has been omitted. This note is not needed
where a Form is omitted because the Regulations do not require it. For
example a non-life company is not required to submit Life Forms 40 to 45
and so does not need supplementary notes 4000 etc.

7. Two or more supplementary notes should not be combined as a single
text with a single title except where this avoids unnecessary repetition or
leads to a clearer explanation. Where two or more supplementary notes are
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combined the codes of all the notes should be listed at the beginning of
combined title.

8. Some supplementary notes are always required whenever the Form to
which the note refers is required. Others, are only required on an
exception reporting basis. The detailed guidance below on each
supplementary note brings out this distinction.
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CHAPTER FIVE

5. FORMS 9 TO 17: STATEMENT OF SOLVENCY, BALANCE SHEET AND NON-
TECHNICAL ACCOUNT

5.1 Statement of Solvency (Form 9)

Completion of the form

1. Form 9 is to be prepared by every company other than an EFTA
company, a Swiss general insurance company or a EEA deposit company -
see Regulation 6(2).

2. Form 9 shows separately for general business and long term business-
. the required minimum margin of solvency,

o the available assets,

. any implicit items (for long term business), and

D any contingent liabilities.

3. The entries on Form 9, other than for implicit items, derive from

other forms within the Annual Return.

« The general business required margin of solvency derives from Forms 11
and 12 and the long term business required margin of solvency from
Form 60.

« The available assets derive from Form 10. A composite insurer may
apportion part of its "other than long term business - available assets”
(line 29 on Form 10) to count against the required minimum margin for
its long term business provided that such assets are in excess of the
amount needed to match its general business required margin of
solvency - see Regulation 17(5)(b) of the Insurance Companies
Regulations 1994.

e The long term business liabilities derive from Form 14.

« The contingent liabilities for general business and long term business
derive from supplementary notes to Forms 15 and 14 respectively.

4. Implicit items are certain special types of "asset”, i.e. future profits,
Zillmerising and hidden reserves, specified in Regulation 23(5) of the
Insurance Companies Regulations 1994. They may be counted against a
company's required minimum margin of solvency but only if, and to the
extent, specifically allowed by an order issued to it by the Treasury under
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Section 68 of the Insurance Companies Act 1982. A company wishing to
count such items against its solvency requirement should apply to the
Insurance Directorate for the appropriate order.

Supplementary notes
Two supplementary notes may be required to this Form: -

(1) Where a section 68 order has been issued disapplying or modifying any of
the provisions of the 1996 Regulations, a note to Form 9 explaining the
effect of the order is usually required. The requirement for such a note
would be specified in the order itself. [Code 0901].

(2) Where a section 68 order has been issued to a company permitting it to
take into account implicit items on long term business, that order may
specify that a note is to be included in the Annual Return explaining such
items. That noted should be included as a note to Form 9. [Code 0902].

5.2 Statement of Net Assets (Form 10)

Completion of the form
1. Form 10 is to be prepared by all companies - see Regulation 6(3).

2. Lines 11 and 12 are to be completed only by a company carrying on
long term business and respectively derive from Forms 13 and 14. A
company which carries on long term business is required by section 28 of
the Insurance Companies Act 1982 to maintain a separate fund for that
business. Lines 11 shows the value of the admissible assets in that fund.
Lines 11 and 12 should equal each other.

3. All other lines on Form 10 are to be completed by every company,
other than a mutual without share capital (or subordinated loan capital)
which only carries on long term business. Line 56 is to be completed with
the balancing figure so as to ensure that line 59 equals line 29.

4. Line 23 shows the net admissible assets, i.e. admissible assets less
liabilities. Lines 24 and 25 show two types of asset which may not be taken
into account in determining the net admissible assets but which, provided
that net admissible assets are not negative, may (to a limited extent) be
added to net admissible assets for the purpose of determining whether the
company meets its required margin of solvency. Similarly lines 26 and 27
show two types of liability which are taken into account in net admissible
assets but which, provided that net admissible assets are not negative, may
(to a limited extent) be added-back for the purpose of determining whether
the company meets its required margin of solvency. Thus where line 23 is
negative no amounts may be included at lines 24 to 27. [See Regulation 23
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of the Insurance Companies Regulations 1994 for the detailed rules
applicable to these types of assets and liabilities.]

5. Line 51 should include the share premium account.

Reconciliation of balance of net assets brought forward and carried
forward

6. Line 61 to 69 reconcile the balance of net assets, (line 56), brought
forward and carried forward. For these purposes the brought forward
amount shown at line 61 should not be restated for any reason, even for
exchange differences.

7. The three most frequent reasons for a movement in the net assets
are listed respectively at lines 62 to 64. They are-

« the retained profit or loss for the financial year - sourced from Form 16,

* movements in the difference between the value of (other than long
term) assets under the HM Treasury valuation rules and under the GAAP
valuation rules - sourced from Form 13, and

« adecrease or increase in the provision for adverse changes (which is a
provision made for HM Treasury purposes but which does not arise under
GAAP) - sourced from Form 15.

8. Movements in the net assets which are not attributable to the three
reasons given above should be included at line 65 and explained by way of
supplementary note to the Form. [Code 1002].

9. The retained profit or loss (line 62) is sourced from Form 16 and,
therefore, is for other than long term business determined in accordance
with the same generally accepted accounting practice ("GAAP") as apply in
UK Companies Act accounts. The long term business retained profit departs
from GAAP in that it is based on the "statutory” method of reporting, not
the "modified statutory” method.

10.  The annex to this chapter gives two examples of this reconciliation.
Reconciliation of net assets to the accounts

11.  In addition to the above reconciliation which appears on the face of
Form 10, a further reconciliation is required by way of supplementary note
to the Form. This takes net assets as per the Annual Return and reconciles
them to net assets as they appear in the shareholder accounts. It is
required for every insurance company which is not incorporated outside the
UK, and which in consequence has to prepare Companies Act accounts in
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accordance with Schedule 9A of the Companies Act 1985. See paragraph 14
of Schedule 1 of the 1996 Regulations.

12.  For purposes of this reconciliation, net assets as per the Annual
Return should be taken not from Form 10 but by netting assets taken from
line 99 of the Form 13 (for the category of assets "1") and liabilities from
line 59 of Form 15. The net assets as per the Companies Act accounts
should be the amount shown under balance sheet item A "capital and
reserves”.

13.  The reason for taking assets and liabilities from these sources within
the Annual Return is to eliminate from the reconciliation differences due to
the dissimilar asset and liability valuation rules as between the Annual
Return and Companies Act accounts. [Lines 91 to 99 of Form 13 reconcile
the valuation of assets as per the Annual Return rules and as per the
Companies Act accounts rules. Line 99 shows the value after that
reconciliation, i.e. the value as per the Companies Act accounts rules.
Similarly line 59 of Form 15 shows liabilities sub-totalled excluding items
which do not appear as liabilities in the Companies Act accounts, e.g. the
provisions for adverse changes etc..]

14.  As a result this reconciliation only needs to deal with differences
which arise for other reasons. Such differences would include the
following:

* The value of net assets within the long term business fund. This is
included in the net assets taken from the Companies Act accounts (item
A "capital and reserves") but is not included in net assets as sourced from
Form 13 (category of assets "1") and Form 15.

» The amount of any subordinated loan capital. This is not deducted as a
liability in the net assets as sourced, inter alia, from line 59 of Form 15,
but is deducted as a liability in the net assets as sourced from the
Companies Act accounts (item A "capital and reserves”).

15.  Other than as noted above companies should only rarely have any
differences to report under this reconciliation; e.g. where there is a
material adjusting post-balance sheet event which occurs after the date of
sign off of the Companies Act accounts but before the date of sign off of the
Returns.

16.  Where for any reason a Company (other than one incorporated
outside the UK) either does not prepare or has not yet prepared its
Companies Act accounts a statement that this is the case should be included
in the supplementary note instead of the above reconciliation. The
Insurance Directorate would also find it helpful if the reason why accounts
have not been prepared, (e.g. because they are drawn up to different year
ends from the Annual Return), is also stated.
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17. The annex to this chapter gives an example of this reconciliation.
Supplementary notes
18.  Three supplementary notes are specified -

(1) the supplementary note described in paragraphs 11 to 17 above - see
paragraph 14 of Schedule 1; [Code 1001];

(2) particulars of any "other movements" shown at line 65; [Code 1002]; and

(3) particulars of any section 68 order allowing subordinated loan capital not
to be treated as a liability for the purposes of determining whether the
company holds net assets which match its required margin of solvency -
the requirement for this note will be specified in the section 68 order
itself; [Code 1003].

5.3 Calculation of required margin of solvency (Forms 11 and 12)

The margins of solvency

1. Forms 11 and 12 are to be completed by every company which carries
on general business, other than an EFTA company, a Swiss general insurance
company or an EEA deposit company - see Regulation 6(4).

2. All insurance companies (subject to certain exceptions described
below) which are subject to Part Il of the Insurance Companies Act 1982 are
required to maintain a margin of solvency throughout the financial year.
Forms 11 and 12 in the Global Annual return (see chapter two above) show
the calculation of this margin of solvency in respect of general business.

3. For an insurance company (other than a pure reinsurer) with its head
office outside the UK this margin of solvency relates to its entire worldwide
business. Such an insurance company (unless an UK deposit company) must
also maintain a "UK margin of solvency" in respect of its business carried on
in the United Kingdom. Forms 11 and 12 in the UK Branch Annual return
(see chapter two above) show the calculation of the UK margin of solvency
in respect of general business. A UK deposit company must also maintain an
"EEA margin of solvency" in respect of its business carried on within EEA
states. Forms 11 and 12 in the EEA Branches Annual return (see chapter
two above) show the calculation of the EEA margin of solvency in respect of
general business.

4, The exceptions mentioned above are EFTA companies, Swiss general
insurance companies and EEA deposit companies. They are excluded (under
UK law) from the requirement to maintain any of the above types of margin
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of solvency. [This is because they are subject to equivalent solvency rules
imposed by their home state or by another EEA state.] These companies do
not prepare Forms 11 and 12.

5. The text on the face of the Forms only presents in outline the
method of calculation of the general business margins of solvency. The
detailed rules for the calculation are to be found in Schedules 3 to 5 of the
Insurance Companies Regulations 1994, (the "1994 Regulations"), to which
companies preparing these Forms should refer. The Forms should be
interpreted in the light of these rules - see Paragraph 10(1) of Schedule 1.

6. The 1994 Regulations lay down that the margins of solvency are to be
calculated as the highest result from the application of three alternative
methods. These are the premium basis, the claims basis and the minimum
guarantee fund. The first method is shown on Form 11 and the latter two
methods together with the comparison of all three methods are shown on
Form 12.

Form 11: the first method (i.e. the premium basis)

7. Line 11: determine the gross premium receivable in the financial
year.

(1) "Gross premium" is defined by paragraph 1 & 2 of Schedule 3 of the 1994
Regulations as "premiums after deduction of discounts, refunds and
rebates of premium and before deduction of premiums for reinsurance
ceded and of commission payable”. It includes premiums receivable
from reinsurance contracts accepted by the company. In effect,
although the 1994 Regulations do not express themselves in this way,
this has the same meaning (subject to one important exception
described in sub-paragraph (4) below) as "gross premiums written" as it
occurs in the other Forms in the Annual Return.

(2) The amount of "gross premium"” to be taken is limited by the words
"receivable”. This is also defined by paragraph 1 of Schedule 3 of the
1994 Regulations and means "recorded in the company's books as due to
the company ... in respect of risks incepted in the financial year".
Policies transferred to a Company under a Schedule 2C transfer (or
transfer under the equivalent law of another EEA state) should be
considered to be incepted on the date of transfer.

(3) In effect therefore (subject to the exception described below), "gross
premiums receivable” may be treated as being the same as that portion
of "gross premiums written" which is in respect of risks incepted in the
financial year. This may be derived from the other Forms in the Annual
Return as follows: take the sum of the entries in columns 1 and 2 for
lines 13 to 15 on all Forms 21 and of the entry at line 11 for the current
underwriting year on all Forms 24. [In algebraic notation this is:
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(21.13.1 +21.13.2 + 21.14.1 + 21.14.2 + 21.15.1 + 21.15.2) for all Forms
21+ 24.11.(mm-yy) for all Forms 24; where mm-yy is the current
financial year.]

(4) The exception referred to above occurs where premiums receivable are
excluded from gross premiums written as shown in Forms 21 and 24 by
virtue of the rule in paragraph 26 of Schedule 2 [of the 1996
Regulations]. This says that "amounts in respect of inwards and
outwards contracts of insurance shall be classified for inclusion in Forms
20 to 39 according to their economic substance in accordance with
generally accepted accounting practice”. This, in effect, means that the
accounting treatment for so-called financial reinsurances is to be the
same in these Annual return Forms as in the Companies Act accounts.
This is explained more fully in paragraph 8.2.2 below. The point to note
here is that even where, under this rule, the consideration receivable
under a contract of insurance is not classified as "gross premiums
written" for the purposes of those HM Treasury Forms, it must be
included as "premiums receivable” on Form 11. The Form 11 "premiums
receivable” should include all consideration receivable in respect of
contracts which constitute carrying on insurance business under the
Insurance Companies Act 1982, and which therefore require
authorisation under that Act.

8. Line 12: deduct premium taxes and levies, but only to the extent
that: (i) in the case of taxes they are included in premiums and (ii) in
respect of levies they are related to premiums and are "recorded in the
company's books as payable in the last preceding financial year in respect of
general business" - see Paragraph 3 of Schedule 3 of the 1994 Regulations.
Under generally accepted accounting practice the UK Insurance Premium
Tax is excluded from the amount shown for premiums. It should not,
therefore, be deducted at line 12 on the Form. The anticipated
Policyholder Protection Board levy in respect of business written during the
year may be deducted, but only to the extent that a provision for that
anticipated liability has been established.

9. Line 14: adjust the sub-total derived from the above to an annual
figure if the financial year runs for more or less than 12 months - see
paragraph 4 of the 1994 Regulations.

10.  Lines 15 to 19: (i) analyse the amount arrived at in line 14 between
"other" and "health insurance based on actuarial principles”; (ii) in the case
of each amount, if appropriate, divide into two portions of 10 million
European Currency Units and the excess over 10 million such units and (iii)
apply the appropriate percentages (18, 16, 6 or 5'/5, as the case may be) to
the totals arrived at and add together the resultant sums to determine the
Sub-total B - see Paragraphs 5 to 9 of Schedule 3 of the 1994 Regulations.
The Insurance Directorate will advise, if requested, whether business
carried on under a particular policy falls within the definition of "health
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insurance based on actuarial principles”. The £/ECU rate of exchange to be
used is that prevailing at the previous 31 October and is advised to
companies each year via a HM Treasury market letter.

11.  Lines 21 to 29: Determine (i) gross claims paid in the financial year;
(ii) gross claims outstanding carried forward; and (iii) gross claims
outstanding brought forward. Determine the gross claims incurred, Sub-
total C, as (i) plus (ii) less (iii).

(1) "Claims paid” and "claims outstanding” are defined in detail by paragraph
11 to 12 of Schedule 3 of the 1994 Regulations. In essence they refer to
the amounts recorded in the company's books as -

o "paid in full or partial settlement of" or "set aside as likely to be
sufficient to meet"” claims under contracts of insurance; or as

« expenses "incurred” or "set aside" as likely to be incurred which are
"directly attributable to the settlement of individual claims ..."; less

« related salvage recoveries, recoveries from third parties and
recoveries from other insurers (but not reinsurance recoveries).

(2) The definition of "Claims outstanding” includes the provision for claims
incurred but not reported.

(3) In effect, although the 1994 Regulations do not express themselves in
these terms, the above definitions of "claims paid” and "claims
outstanding" are equivalent (subject to one important exception
described below) to the corresponding amounts included in Forms 22 and
25, but excluding the "claims management costs".

(4) For "claims paid” the equivalent amount is the sum of the amounts at
lines 11 and 15 in column 2 in all Forms 22 and of the amounts line 21 of
the total column in all Forms 24. [In algebraic notation this is:

(22.11.2 + 22.15.2) for all Forms 22 + 24.21.(99-99) for all Forms 24.]

(5) For "claims outstanding” the equivalent amount is the sum of the
amounts at lines 11 and 15 in column 3 in all Forms 22 and of the
amounts lines 11 and 13 of the total column in all Forms 25. [In
algebraic notation thisis: (22.11.3 + 22.15.3) for all Forms 22 +
{25.11.(99-99) + 25.13.(99-99)} for all Forms 24.] Nb. for a company
which discounts its claims outstanding this requires that the
undiscounted provision be taken. If necessary the brought forward
amount (here and on Form 12) should be restated as undiscounted.

(6) The exception referred to above arises for the same reason as described
in sub-paragraph (4) of paragraph 7 above. Amounts are classified for
inclusion in Forms 22, 24 and 25 according to their economic substance
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in accordance with generally accepted accounting practice. However in
Forms 11 and 12 "claims paid" and "claims outstanding” should include all
amounts "paid” or "set aside” for claims under contracts which constitute
carrying on insurance business under the Insurance Companies Act 1982,
and which therefore require authorisation under that Act, even where
such amount are not classified as "claims paid” under generally accepted
accounting practice.

12.  Lines 30 to 39 :determine the net claims incurred, Sub-total D, by
deducting from the gross claims incurred, Sub-total C, the total sum
recoverable in respect of that amount under reinsurance contracts ceded
See Paragraph 13 of Schedule 3 of the 1994 Regulations. Line 30 should only
include amounts classified for inclusion as reinsurance in Forms 22, 24 and
25 according to their economic substance in accordance with generally
accepted accounting practice [except that where gross premium has been
included in line 11 only by virtue of paragraph 11(6) above, all reinsurance
of that gross premium (whatever its economic substance) may be included
in sub-total C.]

13.  Line 41 :determine the First result by multiplying the Sub-total B by
the ratio of the Sub-total D to the Sub-total C, (or if that fraction is less
than one half, by one half; or if the fraction is more than one, by one). See
paragraph 14 and 15 of Schedule 3 of the 1994 Regulations.

The Second Method: the claims basis

14. Determine the reference period. If a company has not been in
existence long enough to acquire a reference period this should be
indicated by entering a zero at the box in line 11 and lines 21 to 41 ignored.
For the majority of companies the reference period will be the last three
financial years. See Paragraphs 1 and 2 of Schedule 4 of the 1994
Regulations.

15.  Establish the amount of "claims incurred” in a similar way to that
explained in paragraph 11 above but related throughout to the reference
period rather than to the financial year. For example where the reference
period is the last three financial years the “claims incurred” should be
derived (using the formulae described above) from the amounts reported in
the Returns for those last three years - see Paragraph 3 of Schedule 4 of the
1994 Regulations. However it is acceptable to restate amounts of “claims
incurred” for currency movements.

16.  Reduce the sum derived to an annual figure by multiplying by 12 and
dividing by the number of months in the reference period.

17.  Lines 32 to 39: (i) analyse Sub-total F between "other" and "health
insurance based on actuarial principles” ; (ii) in the case of each amount, if
appropriate, divide into two portions of 7 million European Currency Units
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and the excess over 7 million such units and (iii) apply the appropriate
percentages (26, 23, 82/3 or 72/3, as the case may be) to the totals arrived
at and add together the resultant sums to determine the Sub-total G - see
Paragraphs 5 to 9 of Schedule 4 of the 1994 Regulations. The definition of
"health business” and the £/ECU rate are the same as apply in paragraph 10
above.

18.  Line 41 :determine the Second result by multiplying the Sub-total G
by the ratio of the Sub-total D to the Sub-total C, (or if that fraction is less
than one half, by one half; or if the fraction is more than one, by one). See
paragraph 14 and 15 of Schedule 3 of the 1994 Regulations.

The Minimum Guarantee Fund

19.  The amount of the minimum guarantee fund (line 44 on Form 12) is
calculated by reference to the classes of business for which the company is
authorised - see Schedule 5 of the 1994 Regulations. In most cases it will
be 400,000 European Currency Units translated to sterling.

Supplementary notes
20. Two supplementary notes are specified.

(1) If any of the brought forward amounts differs from the corresponding
carried forward amounts in the previous return the reason should be
stated - see Paragraph 7 of Schedule 1. [Codes 1101 and 1201].

(2) If any of the amounts included in either Form 11 or 12 differ from the
corresponding amounts in Forms 21 to 25 the amount of difference and
the reason for it should be stated - see paragraph 10 of Schedule 1. The
expected correspondence between amounts in Forms 11 & 12 and in
Forms 21 to 25 and the reasons why they might differ are explained in
paragraphs 7 and 11 above. [Codes 1102 and 1202]

5.4  Analysis of admissible assets (Form 13)

Different types of Form 13

1. Form 13 is to be prepared by every company for one or more
categories of assets - see Regulation 6(5).

o Every company, (other than a mutual without share capital which only
carries on long term business), is to prepare a Form 13 for its total other
than long term assets.

» Every company which carries on long term business is to prepare a Form
13 for the total long term business assets.
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2. The "long term business assets" are the assets required by section 28
of the Insurance Companies Act 1982 to be maintained in the separate fund
for long term business. Where separate assets within the section 28 fund
are appropriated for separate long term funds or groups of funds, (other
than internal linked funds), additional Forms 13 are to be completed in
respect of each such fund or group of funds.

3. An external company, (other than an pure reinsurer), and a United
Kingdom deposit company must complete certain additional forms. These
are described in instruction 3 to Form 13. For the definitions of "external
company”, "pure reinsurer” and "United Kingdom deposit company" see
Regulation 3.

4, The different Forms 13 are identified by the entry in the "category of
assets” box in the heading. A list of codes to be used in the completion of
that box is given in the instructions to Form 13.

Completion of the Form
5. Form 13 consists of three parts.

o Lines 11 to 89 provide a "line by line" analysis of the assets valued in
accordance with the Regulation 4.

« Lines 91 to 99 provide a reconciliation of the total assets as valued in
accordance with Regulation 4 and as valued in accordance with the
Companies Act accounts rules.

o Line 100 discloses the value of the debts due from related companies,
other than those under contracts of insurance or reinsurance.

6. The classifications used in lines 11 to 89 are based on those used in
the balance sheet format in Schedule 9A of the Companies Act 1985, i.e.
those which are required to be used in the preparation of the Companies
Act accounts. In many cases, however, a single item in the Companies Act
format is subdivided. The subdivisions typically reflect distinctions between
types of assets found in the asset valuation Regulations, (i.e. Part VIl of the
Insurance Companies Regulations 1994).

7. Lines 11 to 89 refer to the descriptions used in the Companies Act
accounts balance sheet format solely for the purposes of indicating how
assets are to be classified, i.e. to show at which line they are to be
included. The Companies Act valuation rules are not to be followed. Assets
at lines 11 to 89 are instead to be valued in accordance with Regulation 4 -
see instruction 4 to the Form. Refer also to the Insurance Directorate’s
Prudential Guidance Note 1995/1
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8. Regulation 4 provides that-

» assets (other than referred to below) are to be valued in accordance
with Part VIII of the Insurance Companies Regulations 1994, and

« assets matching property linked benefits are to be valued in accordance
with generally accepted accounting concepts, bases and policies or other
generally accepted methods appropriate for insurance companies. [See
paragraph 12 below.]

9. Lines 11 to 86 show asset values after deductions for excesses over
permitted asset exposure limits - see Regulation 57 of the Insurance
Companies Regulations 1994. Where such a deduction relates to assets
included at more than one line of Form 13 it should be apportioned pro
rata. Negative amounts should not be shown at lines 11 to 86. If a
deduction is more than the value of the assets to which it relates the
‘excess’ element of the deduction should be shown at line 87 as also should
deductions for excesses over permitted counterparty limits and for excess
concentrations over a number of counterparties. See Regulation 57(3) of
the Insurance Companies Regulations 1994.

10.  Where the value of any asset is denominated in a currency other than
sterling it is to be converted into sterling using the year end closing middle
rate - see Paragraph 4 of Schedule 1.

11.  The amount of any asset in Form 13 should be shown gross of any set-
off against any corresponding liability (which liability should be shown on
Forms 14 or 15 as appropriate). The only exception to this is where-

» amounts are owed from and to the same person, and

« such netting is permitted under generally accepted accounting
principles. [See in particular Financial Reporting Standard 5.]

"Person” refers not only to individuals but also to corporate bodies and
unincorporated associations.

12.  The above rule usually prevents the set-off of amounts due from and
to the same broker/intermediary unless they relate to the same client of
the broker. This is because typically such amounts are in law owed from
and to not the broker/ intermediary but the client. The
broker/intermediary merely acts as a collecting agent.

13.  Lines 54 and 55 “Deposits with approved credit institutions and
approved financial institutions” should only show relevant deposits subject
to a time restriction on withdrawal. Such deposits not subject to such a
time restriction should be shown at line 81. In the analysis between lines 54
and 55, “withdrawal subject to a time restriction of one month or less” and
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“withdrawal subject to a time restriction of more than one month”, the
time restriction is to be measured relative to the date of the end of the
financial year and not, if different, the date on which the deposits were
originally made.

14.  Lines 58 and 59 together show the "assets held to match linked
liabilities". This expression has the same meaning as in the Companies Act
accounts and the items to be classified for inclusion under these lines
should be the same as those included under the heading of the same name
in the Companies Act accounts. However the valuation of the items to be
included is not necessarily the same. The valuation rules in Part VIII of the
Insurance Companies Regulations 1994 apply to all items included at these
lines other than those exempted by Regulation 45(2) of those Regulations.
This only exempts "linked assets” (to the extent they are held in compliance
with Section 35A of the Act) which match liabilities in respect of property
linked benefits.

15.  Insurance Directorate doubts whether either the heading in the
Companies Act accounts or at lines 58 and 59 on Form 13 is apt to include
assets backing surplus units in internal linked funds. However where such
assets are included under this heading in the Companies Act accounts they
should also be included at lines 58 and 59 on Form 13. [Nb. as such surplus
assets are not exempted by Regulation 45(2), they must be valued in
accordance with Part VIl of the Insurance Company Regulations 1994). See
also paragraph 15.7.10 below. Insurance Directorate also is aware that
companies adopt different treatments in their Companies Act accounts for
index-linked liabilities backed by a derivative. Some include the derivative,
any margining loan back (as a deduction) and the investments arising from
the margining loan in “assets covering linked liabilities”. Others only
include some of these items under that heading and, perhaps, include the
margining loan back as a liability. Insurance Directorate doubts whether all
of these treatments necessarily always conform to Generally Accepted
Accounting Practice, e.g. showing assets net of the margining loan is not
permissible where there is no legal right of set-off. However where a
company has adopted a treatment in its Companies Act accounts (and so
implicitly come to the view the treatment accords with GAAP) it should
adopt the same treatment in the Annual Returns.

16.  Line 73 "salvage and subrogation recoveries” should only be used for
such recoveries which fall to be classified as "debtors arising from insurance
operations”. Occasionally some salvage or subrogation recoveries may be
classified under other headings in the Companies Act accounts in which case
the same heading should be used in Form 13, but a supplementary note
[code 1303] is required. See paragraph 16 below. If salvage and
subrogation recoveries are shown in the Companies Act account as a
deduction from liabilities rather than as asset, the same treatment should
be adopted in the Annual Returns. That is line 73 should be left blank and
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the amount of liabilities shown on Form 14 be shown net of the salvage and
subrogation recoveries.

17.  Line 80 should include leased tangible assets where such are held
under a finance lease and are brought into account as an asset in the
Companies Act accounts in accordance with Statement of Standard
Accounting Practice 21. [Paragraph 4.62 of PGN 1995/1 which gives
contrary advice are hereby rescinded.]

18.  Line 83 “Other assets” refers to the balance sheet heading in the
Companies Act accounts of “Other Assets - other” (item Fv. in the balance
sheet format in Schedule 9A to the Companies Act 1985). It should not be
used for any other type of asset and even where used for an asset falling
under the Companies Act account Fv. heading it should show only the
admissible value, if any.

19 Lines 91 to 99 reconcile the admissible assets to the total assets
determined in accordance with the Companies Act accounts rules. For
guidance on the distinction between the different types or reconciling item
(lines 92 to 95) - see examples 1 to 3 in Annex A to this chapter. This
reconciliation must be completed by all companies whether or not they
prepare Companies Act accounts. In this reconciliation a particular problem
is caused by those assets which the Companies Act permits to be shown
either as assets or as a deduction from liabilities. The main classes of such
assets are-

» the reinsurers' share of technical provisions, and
« the deferred acquisition costs.

20.  For general business these assets, to the extent admissible, should
always be shown at lines 60 to 63 and 85 respectively. Further the total
shown at line 99 ("assets determined in accordance with shareholder
accounts rules”) should always include such assets even where they are
actually shown as a deduction from liabilities in the Companies Act
accounts. For long term business these assets should never be shown at
lines 60 to 63 and 85 and never be included in the total at line 99, even
where they are shown as an asset in the shareholder accounts. In the
category of assets Forms “3” to “5” lines 60 to 63 (reinsurers’ share of
technical provisions) and line 85 (deferred acquisition costs) should be left
blank. [There is no requirement to maintain such assets either within the
UK or any EEA states.]

21.  Apart from the above the Insurance Directorate does not believe that
- for a company which actually prepares Companies Act accounts - there is
any other reason why an item should not be classified as an asset or a
deduction from liabilities on Form 13 (line 99) and Forms 14/15 in the same
way as in the Companies Act accounts. The same applies for the
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classification of an item as a liability or a deduction from assets. Different
methods of ‘grossing up’ should be avoided. [Nb. for the treatment of
leased assets see paragraph 13A.]

22.  The Companies Act accounts rules allow for some investments to be
valued either at current value or at amortised cost. A company which does
not prepare Companies Act accounts should choose the current value
method for disclosure at line 99 on Form 13. Any other company should
choose the same method for line 99 on Form 13 as it chooses for its
Companies Act accounts.

23.  Asset valuation differences arising in respect of shares in, or debts
due or to become due from, dependants should be included:

(i) at line 92 in so far as they arise from the application of admissibility
limits to the assets of that dependant;

(ii) at line 93 in so far as they arise from a solvency margin deduction made
either because that dependant is itself an insurance company or because
it (directly or indirectly) has invested in another dependant which is an
insurance company; and

(iii) at line 94 in respect of any other causes of differences.

[Line 95 should not be used for differences arising in respect of shares in, or
debts due or to become due from, dependants. Such shares or debts are
not themselves “assets of type not valued”, and this is still true even if the
dependants themselves invest in assets of a type not valued.]

Supplementary notes

24.  There are nine specified supplementary notes. Each note (other than
No.(3) below) should be given separately for long term business and other
than long term business, (i.e. separately for the category of assets "1" and
"10" Forms 13). Further separate disclosure for category of assets "2" to "5"
or "11" onwards is not needed. The notes are coded 1301 to 1307, 1314 &
1315 for other than long term business and 1308 to 1313, 1316 & 1317 for
long term business.

(1) The aggregate value of (i) unlisted investments, (ii) certain listed
investments, (iii) units or beneficial interests in certain collective
investment schemes and (iv) reversionary interests or remainders in
property other than land or buildings, together with a description of the
assets in question - see instruction 5 to the form; [Codes 1301 and 1308];

(2) the aggregate value of hybrid securities - see instruction 6 to the Form;
[Codes 1302 and 1309 J;

Part four: primary and secondary documents

531



Other guidance by the prudential regulators

Prudential guidance on the preparation of regulatory returns
2 — the Treasury’s explanatory guidance to authorised insurance companies on the preparation of annual
returns (1998)

(3) the amounts of any non-debtor salvage or subrogation recoveries - see
instruction 7 to the Form; [Code 1303];

(4) a statement that amounts have been set off to the extent permitted by
generally accepted accounting principles (if this option has been
exercised) - see Paragraph 8 of Schedule 1; [Code 1304 and 1310];

(5) the maximum counterparty limit permitted by the company's investment
guidelines (and any separate limit for counterparties other than
"approved counterparties") together with an account of any breaches
during the year of those limits - see Paragraph 11(1) of Schedule 1;
[Code 1305 and code 1311];

(6) the amount and nature of the exposure at the year end to large
counterparties (i.e. greater than 5% of the general business or long term
business amounts) - see Paragraph 11(2) of Schedule 1; [Code 1306 and
1312];

(7)  The aggregate value of certain fully secured rights - see paragraph
11(3) of Schedule 1; [code 1307 and 1313].

(8) The amount of any tangible lease assets included at line 80 - not
required by the Regulations but disclosure requested by the Insurance
Directorate; [code 1314 and 1316] ; and

(9) Particulars of any ‘Other assets’ included at line 83 - see the face of the
form; [code 1315 and 1317].

Note 1

25.  Asingle figure with a simple description will suffice. For example:
The company held £xm in unlisted securities and £ym in unregulated
collective investment schemes, almost all of which was of the latter
type. The assets covered by this note are those which count towards the
10% permitted asset exposure limit at paragraph 12 of Part Il of Schedule 12
of the Insurance Companies Regulations 1994. For detailed definitions of
the type of assets to be included, see Part VIII of those Regulations.

Note 2

26.  For a definition of hybrid securities see Schedule 12 of the Insurance
Companies Regulations 1994.

Note 3

27.  Asingle aggregate figure is sufficient disclosure. This should only
include salvage and subrogation rights (other than shown at line 73) brought
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into account under the valuation rule in Regulation 48(9) of the Insurance
Companies Regulations 1994. The exercise of salvage rights which have
resulted in the company acquiring an asset which is admissible in its own
right, (e.g. land and buildings received by a DMI insurer), need not be
included.

Note 4
28. The amounts set off do not need to be disclosed in this note.
Note 5

29. The precise content of this "account” of any breach is not specified in
the Regulations. However the Insurance Directorate expects it typically at
least to include an estimate of the amount of the excess and the reasons
why it was permitted to arise. [The requirement to give an account of any
breaches during the year should not be read as implying that real-time
monitoring of the exposures is necessary. Rather, the frequency of the
monitoring should be appropriate to the make-up of the investment
portfolio.]

30. For the purposes of making the disclosures required by supplementary
notes 1305, 1306, 1311 and 1312 “counterparty” has the same meaning as in
paragraph 1 of Schedule 12 to the Insurance Companies Regulations 1994.
Also the amount of any counterparty exposure should be calculated using
the rules laid down in paragraphs 13 to 15 of the Schedule, except that
asset values should not be limited to the amounts of any permitted asset
limits. The amount of any counterparty exposure should be stated before
deduction of any excess counterparty exposure or excess concentration with
a number of counterparties.

31.  Assets excluded from the scope of the counterparty exposure rules
may also be disregarded for the purposes of these supplementary notes
disclosure. This excludes -

linked assets held to match property linked liabilities; and

assets of the type listed in paragraph (5) of Regulation 57. [For a list of
such asset types see paragraph 5.25 of the Prudential Guidance Note
1995/1 “Guidance Notes on the Valuation of Assets Regulations”.]

Note 6

32.  The limit of 5% of the long term business amount should be used for
counterparty exposures which arise from the long term business assets and
such other than long term business assets as are allocated toward the long
term business required minimum margin (see line 22 of Form 9). This does
not apply to a composite insurer which must use the general business
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amount for such assets. The limit of 5% of the general business amount
should be used for all other counterparty exposures.

33.  Paragraphs 21a. and 21b. above also apply to this note.

Note 7

34.  This disclosure covers those secured assets which are exempted from
counting towards the appropriate permitted counterparty exposure limit by
virtue of paragraph 14 of Part | of Schedule 12 of the Insurance Companies
Regulations 1994. (NB By no means all secured assets are so exempted.)
Secured assets which are exempted from the limit by virtue of some other
provision, (e.g. Regulation 47A in relation to stock-lending collateral),
should not be included. A single aggregate figure is sufficient disclosure.
Note 8

35.  cf. paragraph 13A above.

Note 9

36.  cf. paragraph 13B above.
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18. STATISTICAL RETURNS: FORMS 91 TO 94

18.1 Background

18.2 The statutory requirement to deposit Forms 91 to 94
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3. The Forms should be prepared separately in respect of each EEA state
in which the company carries on business or provides insurance.

4. The Forms relate to calendar years not necessarily financial years.
Three copies of each Form (where required) should be deposited with
Treasury within nine months of the end of each calendar year. One of the
copies should be signed by a director, chief executive or secretary of the
company.

5. Where the insurance company has made a notification of its intention
to establish a branch in an EEA state or to provide insurance in an EEA state
(see paragraph 18.1.3 above) but does not in any calendar year carry on
insurance business or provide insurance in that EEA state, it should send
notification of that fact to the Treasury within nine months of the end of
each calendar year signed by a director, chief executive or secretary of the

company.
6. Forms 91 to 94 are not subject to audit.
7. No section 68 concession may be granted modifying or exempting

companies from the requirement to deposit Forms 91 to 94.

18.3 Inaccurate or incomplete returns

1. Regulation 81 of the Insurance Companies Regulations 1994 requires
the Treasury to consider the Forms 91 to 94 or notification deposited under
that Regulation and, if any such document appears to him to be inaccurate
or incomplete, to communicate with the company with a view to the
correction of any such inaccuracies and the supply of deficiencies.

2. The procedure is similar to that described in paragraph 1.4 above for
the Returns and the listing of validation rules described in that paragraph as
available upon request includes Forms 91 to 94.

18.4 Conventions for completing the Forms

1. The conventions described in chapter four above for the Annual
Return Forms should also be applied to the preparation of these Forms,
(other than in respect of signature of the Annual Returns for which see
paragraph 18.2.4 above).

2. The box in the heading entitled "Member state in which branch is
situated” or "Member state in which risk is situated" should be completed
with the country code of that EEA state to which the Form relates. [See the
annex to chapter ten for these codes.]

18.5 Accounting rules
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1. The Forms variously call for amounts in respect of premiums, claims,
commissions etc. in respect of the branch or services business in the EEA
state to which they relate. These amounts should be determined using the
same accounting rules as are applied in the preparation of the Returns.

18.6 Forms 82 to 85

1. There are also other statistical Forms (82 to 85) which Regulation 80
of the Insurance Companies Regulations 1994 requires to be prepared in
respect of EFTA states and/or in respect of EFTA companies. However at
the time of writing there are no EFTA states (within the Insurance
Companies Act meaning of that word) and no EFTA companies. Therefore
no guidance is given on those Forms.
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