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internal information such as the Report & Accounts, this may be obtained from surveys such
as that in Planned Savings. ]

3.3 Recent history:

Regular premiums

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s|

Total

Year on year % increase

Single premiums

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s|

Total

Year on year % increase

New Business Index (Regular premiums plus 10% of single premiums)

New Business Index (£000s)

Year on year % increase

Note that the classes to be shown in the new business tables must be selected individually to
be appropriate to the company concerned. Some examples of likely categories are shown in
the list below. One or more rows for overseas business should be shown if appropriate, and if
such business is of sufficient significance it should be split by major territories too. There

will normally be a row called 'Other' so that the totals reflect the Form 44 totals. Figures
should be shown gross of reinsurance but a footnote may be added if, for example, some
classes are (almost) wholly reinsured.

Life with profits Pensions with profits Critical illness
Life non profit Pensions non profit Permanent Health
Page 3
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Unit linked life Unit linked pensions
Immediate Annuities Group pensions

For large companies all the above figures, and the expense figures below, may be shown in

£millions if this is more appropriate.

4. CHANGES IN BUSINESS IN FORCE

4.1 Recent history of regular premiums

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s|
Life and General Annuity
Pensions
Permanent Health
Others
Total gross regular premiums
Less reinsurance premiums
Total net regular premiums
Year on year % increase
Claims experience
Note : Life and General Annuity to be combined from 1996
Recent history of mortality rates
Class 1992 1993 1994 1995 1996

The mortality rates are:

Form 46, UK business, premiums, line 21 / (Y2* lines 11 + 39 + 21)

4.2 Persistency experience

Note : Life and General Annuity to be combined from 1996

Page 4
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Recent history of lapse rates

Class 1992 1993 1994 1995 1996
The lapse rates are:
Form 46, UK business, premiums, line 25/ (2 * [V * E(t-2) + E(t-1) + V2 * E(t)]),
where
E(t) = lines 12 + 13 in year t
Note : Life and General Annuity to be combined from 1996
Recent history of combined surrender, lapse & paid-up conversion rates
Class 1992 1993 1994 1995 1996

The combined surrender, lapse and paid-up conversion rates are:

Form 46, UK business, premiums, (lines 24 + 25 + 26) / (V2* lines 11+39+24+25+26)

Make reference to any features identified from these Form 46 figures, e.g. large increases in

surrenders. Supplement this information with PIA data when this becomes available.

5. EXPENSES

Note : Life and General Annuity to be combined from 1996

Page 5
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5.1 Recent history of expenses:

Expense 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s

Initial commission

Acquisition expenses

Renewal commission

Renewal expenses

Other management expenses

Total expenses

Year on year % increase

Expense ratios: 1992 1993 1994 1995 1996

Acquisition

Renewal

Expenses should be shown gross of reinsurance. The expense ratios are:
Acquisition (IC + AE) / New Business Index

Renewal (RC + RE) / Regular premium income in force
[from Form 41, col. 1, lines 12 + 14 + 16 + 18]

The definitions of these ratios should be explicitly stated in the text of the report.

5.2 Commentary

To include comment on the trends in the expense ratios.

5.3 Exceptional items

Refer to any exceptional items of expenditure, e.g. fines and compensation payments. Also
comment on any references in the Report & Accounts to DP or sales distribution
developments.

Page 6
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SITUATION AT THE YEAR END

6. NON-LINKED ASSETS

6.1 Changes in portfolio

Recent history of asset mix

Type of asset 1992 1993 1994 1995 1996

Land

Govt fixed interest

Other fixed interest
Govt index linked

Equity shares
Debts sec'd on land

Other - producing income

Other - not producing income

Recent history of yields

Type of asset 1995 1996

Land

Govt fixed interest

Other fixed interest
Govt index linked
Equity shares
Debts sec'd on land

Other - producing income

Other - not producing income

Include comment on any significant changes in mix, redirection of investment of new moneys,
or use of derivatives.

6.2 Investment performance

Use With-profit Guide information to identify performance of WP Fund.

Page 7
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£000s £000s

1. Investment Income per Form 40
less Investment Income of Internal Funds (F44)
less estimated Investment Income of other linked assets
Non linked investment income
Increase in non linked assets brought into account (F40) -
Investment Reserve carried forward
Investment Reserve brought down

Increase in investment reserve
Investment Return

Opening non linked assets

Closing non linked assets
Mean fund excluding investment return [=2x(10+11-9)]
Rate of return from investment [= 9+12]

This table will make use of information gathered from forms 55 & 56 during the post initial
- pre detailed scrutiny process.

6.3 Analysis of Derivative Contracts

Derivative 1995 1996
Contracts Assets Liabilities Assets Liabilities
Futures

Options

Differences

Adjustments

Total

7. UNIT-LINKED FUNDS

7.1 New funds introduced

7.2 Investment performance

Of the most important funds only (e.g. the managed fund).

7.3 Fund Management Charges to policyholders

With particular reference to any changes.
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8. MATCHING RECTANGLES

Implement information gathered during post initial - pre detailed scrutiny process

Value of assets notionally allocated (by asset type and interest rate)

Land

Govt fixed interest

Other fixed interest

Govt index linked

Equity shares

Debts sec’d on land

Other - producing income

Other - not producing income

Total

Total - under resilience scenario

Value of assets notionally allocated (by asset and business types)

L&GA | L&GA Pens Pens Other Other
WP NP WP NP WP NP

Land

Govt fixed interest

Other fixed interest

Govt index linked

Equity shares

Debts sec’d on land

Other - producing income

Other - not producing income

Total

Total - under resilience scenario

Value of assets notionally allocated (by business type and interest rate)
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Life & GA - with profits
Life & GA - Non profit
Pensions - with profits

Pensions - non profit
Other - with profits
Other - non profit

Total

Total - under resilience scenario

Balance of remaining long term liabilities not required for matching

9. VALUATION & SOLVENCY

9.1 Strengths and/or weaknesses

An explicit statement as to whether the basis is, or might not be, in accordance with the
Regulations must be made. Include a general statement about the relative strength or
weakness of the basis overall compared with that used by other similar companies. Add
comment to highlight the types of risk to which the company is particularly vulnerable.

9.2 Changes since previous year

9.3 Summary of results for main classes

Liabilities for non-linked business

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s

Total non-linked liability
(Forms 51 & 52)

Note: Forms 51 & 52 will be combined together. The entries should be adjusted to suit the
particular company.
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Liabilities for linked business

Class

1990 1991
£000s £000s

1992
£000s

1993
£000s

1994
£000s

Total linked liability
(Forms 53 & 54)

Note: Forms 53 & 54 will be combined together. The entries should be adjusted to suit the

particular company.

Valuation summary

1992 1993
£000s £000s

1994
£000s

1995
£000s

1996
£000s

Non-linked liability

Linked liability

Bonus reserves

Total math. reserves

Additional reserves

Other liabilities

Total long-term liabilities

Long-term assets

O o Q] | | ] W] N —

Shareholders' assets
allocated to RMM

Assets available to meet
RMM (8+9-7)

11

Implicit items

12

Total amount available
(10+11)

13

RMM

14

Cover (12/13)

15

Free assets ratio
((10-13)/8)

9.4 Cover for the solvency margin

Comment on recent trends, and any implicit items.
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10. FINANCIAL RESULTS

10.1 Surplus emerging

1992 1993 1994 1995 1996
Surplus emerging (£000s)
10.2 Transfer to (or from) P&L Account

1992 1993 1994 1995 1996
Transfer to/(from) P&L
account (£000s)
10.3 Dividend declared

1992 1993 1994 1995 1996
Dividend declared (£000s)

11. BONUSES

Create automated tables of bonuses declared

11.1 Cost of bonuses declared

11.2 Key rates of bonus

11.3 Changes to bonus rates

11.4 Distribution policy

of practice, and any PRE implications.

Page 12

Perhaps including a table giving a five-year history of the most important bonus rates only.

Draw attention to the split between reversionary and terminal bonuses, and also (where
relevant) between policyholders and shareholders. Make particular reference to any changes
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12. REINSURANCE

12.1 Overview of treaties

12.2 Changes during the year

12.3 'Financing reinsurance’

OTHER ISSUES

13. COMPLIANCE

13.1 DTI compliance problems

13.2 PIA and other compliance problems

14. MISCELLANEOUS

Possible topics for inclusion here might include press comment about the company, changes
in senior staff or directors, etc.

APPENDIX

In certain circumstances, it may not be appropriate to complete a full detailed scrutiny report
for each member of a group of companies, although it is usually sensible to consider all the
member companies of a group at the same time. Where a full report is not called for, the
subsidiary company may be dealt with in an abbreviated report forming an appendix to the
parent company report. Examples of where this might be appropriate include pensions
management subsidiaries, captive reinsurers and closed fund subsidiaries.

A. N. Actuary
25/06/2008
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XYZ LIFE ASSURANCE COMPANY

RETURNS AS AT 31 DECEMBER 1997 GOVE RNMENT
ACTUARY’S
DETAILED SCRUTINY REPORT
DEPARTMENT
GAD PRIORITY RATING:
To: [HMT Supervisor], Her Majesty’s Treasury
From: [GAD Actuary], Government Actuary’s Department

This report conforms fully with the professional requirements of the Institute and Faculty of
Actuaries, details of which are set out in section [16] of this report.

[The following pages list the 'standard’ section and subsection headings. Edit the items in
square brackets in the opening sentence above and in the final section (Professional
Requirements), but otherwise these must be left unchanged. Notes of likely items to be
covered in other sections are given in italics. It is suggested that these sections should remain
unchanged from one company report to another, to facilitate finding the desired part of any
report, even if an occasional 'not applicable' entry is called for. Subsections should remain in
the order shown where possible, but may be amended or omitted more freely. It is essential
that the whole of sections 1 and 2 fit onto just page 1 of the report.]

1. KEY FEATURES

Type of company: (mutual/proprietary, UK/overseas owned, etc)

Type of business: (with-profit, credit life, unit-linked, etc)

Last visit date:
Key Financial Statistics: 1995 1996

New Business Index:

Long Term Assets:
Assets Available:
RMM

[The key statistics table must be completed for all companies, and its format and position in
the report left unaltered. HMT have requested this specifically. If company has any implicit
items and/or subordinated loans, then these will be shown in an extra line in the table.

2. ACTION POINTS

[This should (a) clearly identify any points needing immediate action by HMT; (b) give a very
brief summary of the most important points raised by GAD with the company and/or
Appointed Actuary in a letter (stating that this letter can be found in the Appendix); (c)
identify any points to be recorded for raising at a suitable opportunity, e.g. the next company

proforma 1997.doc
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visit. It is essential that all points requiring action by HMT are highlighted clearly in this
section of the report, and an indication given as to their relative importance/priority.

When there are no points for immediate action, this fact should be highlighted in bold-
face.]

3.  EXECUTIVE SUMMARY

[This section should be kept fairly concise but still draw out all salient features on a

company. It should express a view as to the soundness of the company in the short and longer
term, comment on its general competitive position and likely long term viability, and indicate
whether it presents any particular difficulties for HMT. Where there is any doubt as to
whether the valuation basis used is in accordance with the regulations (section 10 below), this
should be clearly stated. Summaries on companies with no concerns will be more concise
than those on rogue ones. The features drawn out in this part of the report should link to the
action points. |

Topics from which these might be drawn include:
® significant changes in types of business written
® recent trends in new business and/or sources of business
® ownership issues (e.g. changes of control)
® recent trends in expenses
® recent trends in financial results, especially if adverse
e likely impact of compensation for pensions mis-selling

® reinsurance treaties or other financing. |

4. BACKGROUND

[This should be a 'potted history' of the company, covering such things as its size and owner-
ship, and the type(s) of business it writes. Comments should be made on the corporate
structure, and particularly any insurance subsidiaries, all past Sch 2C transfers, and any
history of significant HMT or PIA regulatory problems. A brief note of the senior manage-
ment, and particularly the Chief Executive and the Appointed Actuary, should be given, with
information on their experience, recent changes, etc. Any section 68 orders in force should be
recorded.

This section should also cover any significant developments during the year, e.g. acquisitions,
disposals, Sch 2C transfers in that year, changes of ownership, and also such things as new
types of business or distribution channels, new admin/computer systems and PIA regulatory
problems, as recorded in the Chairman's statement, for example.

Reference should be made to any recent company visit, including a brief description of its
outcome. If there are any issues outstanding with the company they, should be mentioned.

It is intended that this section should be in essay form; it will form an important part of any
briefing note on the company. Most of it should be self-standing, and may well therefore be
carried forward from year to year largely unaltered, but items which are no longer of interest
should be deleted. It would be helpful in this regard if items which are of short term interest
are separately identified from those of more enduring interest.

proforma 1997.doc  August 3, 1998 Page 2
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Particular care should be taken to ensure that this section is historically sound and as
complete as possible. ]

BUSINESS DEVELOPMENTS DURING THE YEAR

5.  NEW BUSINESS

5.1 New and altered products

[Any significant new products introduced during the year should be described. Reference
should also be made in this subsection to any significant changes in existing product terms,
such as increases in policy charges. |

5.2 Source(s) of new business

[Give the proportion of new business coming from IFAs, direct sales forces, tied agents etc.
and, where relevant, from the UK and overseas. If not available from internal documents
such as the Report & Accounts, this information should be obtained from surveys such as
those in Money Management and Planned Savings. Highlight any significant recent trends or
other changes in sales direction, presenting the data in a table where possible. ]
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5.3 Recent history:

New regular premiums

Class

1992
£000s

1993
£000s

1994
£000s

1995
£000s

1996
£000s

Life and general annuity:
- accumulating with-profit

- other with-profit

- non-profit

- property-linked

- index-linked

Pensions:
- accumulating with-profit

- other with-profit

- non-profit

- property-linked

- index-linked

Permanent health

Overseas (all classes)

Other

Total

Year on year % increase

Source: Form 47, column 6
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New single premiums

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s|

Life and general annuity:
- accumulating with-profit

- other with-profit

- non-profit

- property-linked

- index-linked

Pensions:
- accumulating with-profit

- other with-profit

- non-profit

- property-linked

- index-linked

Permanent health

Overseas (all classes)
Other

Total

Year on year % increase

Source: Form 47, Column 3
New Business Index (regular premiums plus 10% of single premiums)

New Business Index (£000s)
Year on year % increase

ABI comparisons (UK business):
- Life 4% 1% (11%) (9%) 22%
- Pensions 9% (5%) (11%) (11%) 16%
- Overall 6% (2%) (11%) (10%) 20%

Source: ABI Insurance Statistics Yearbook 1996

[Note that the classes to be shown in the new business tables should be selected individually
to be appropriate to the company concerned. One or more rows for overseas business should
be shown if appropriate, and if such business is of sufficient significance, it should be split by
major territories too. Where the 'Other' rows contain only rounding entries, absorb these
appropriately but ensure that the totals reflect the Form 47 totals.

Figures should be shown gross of reinsurance but a footnote may be added if, for example,
some classes are (almost) wholly reinsured. Directly written business and reinsurance
accepted should be separately identified, where both are material. For large companies, all
the above figures, and the expense figures below, may be shown in £m if this is more
appropriate.

For companies writing new industrial business, separate tables should be produced for OB
and IB, with separate NBI figures being shown for these two classes, clearly labelled.
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5.4 Commentary

Comment on any atypical features and on recent new business trends. Retain the ABI
comparatives in the NBI table in subsection 5.3 above, but comment additionally in this
subsection on the company’s relative new business performance compared with its peer group
of companies (chosen appropriately), using data from the annual report or elsewhere.

Make specific reference to any material discontinuities or distortions in the figures caused by
changes in the way in which recurrent single premium contracts are reported, or due to the
inclusion of increases to premiums on existing contracts in new business figures from 1996.]

6. CHANGES IN BUSINESS IN FORCE

6.1 Recent history of regular premiums received

Class 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s

Life & general annuity

Pensions

Permanent health

Other contracts

Total gross regular premiums

Less reinsurance premiums

Total net regular premiums

Year on year % increase

Source: Form 41
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6.2 Claims experience

Recent history of claim amounts

Class 1992 1993
£000s £000s

1994
£000s

1995
£000s

1996
£000s

Life assurance deaths

Life assurance maturities

Annuity payments

Surrenders

Pension lump sums

Pension annuity payments

Pension surrenders

PHI lump sums

PHI regular payments

Other lump sums

Other regular payments

Source: Form 42

[Immaterial lines should be deleted/combined as appropriate. ]

6.3 Persistency experience

force at end of term)

Latest PIA persistency statistics (represented as % of policies written in year no longer in

Endowments
Business Year: 1993 1994 1995 1993 1994 1993
Persistency Term: lyr lyr 1yr 2yr 2yr 3yr]
Regular Premium:
Company Reps
Industry ave company reps 8.2 8.1 7.7 13.9 13.2 19.0
IFAs
Industry ave IFAs 5.8 55 4.7 9.6 8.4] 12.5]
Direct Adverts.
Industry ave direct adverts. 5.8 6.0 4.9 104 10.4] 14.5]
Single Premium:
Company Reps
Industry ave company reps 1.2 1.4 1.6 4.6 3.6 6.8
proforma 1997.doc  August 3, 1998 Page 7
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Other Life
Business Year: 1993 1994 1995 1993 1994 1993
Persistency Term: lyr| lyr| 1yr| 2yr, 2yr| 3y
Regular Premium:
Company Reps
Industry ave company reps 14.9 13.8 12.2 25.5 23.7| 34.0
IFAs
Industry ave IFAs 8.0 7.1 6.7 13.8] 13.5] 20.5
Direct Adverts.
Industry ave direct adverts. 10.5 11.7] 11.5 14.8] 16.8] 17.4
Single Premium:
Company Reps
Industry ave company reps 3.2 3.4 1.9 9.4 7.3 14.7]
IFAs
Industry ave IFAs 2.7 2.6 1.5 6.6 6.9 11.4

Pensions

Business Year: 1993 1994 1995 1993 1994 1993
Persistency Term: 1yr lyr lyr 2yr 2yr 3yr
Regular Premium:
Company Reps
Industry ave company reps 14.5 14.8 13.5] 254 25.1 33.7|
IFAs
Industry ave IFAs 7.6] 7.9 8.6 15.2 16.4] 11.6
Single Premium:
Company Reps
Industry ave company reps 0.5 0.8 1.1 1.0 1.5 1.7]
IFAs
Industry ave IFAs 1.1 1.3 1.7] 2.3 2.8 3.5

Source: PIA: Third Survey of the Persistency of Life and Pensions Policies (Nov 1997)

Note: Data not available for SP via direct adverts (all classes) and SP via IFAs (endowments).
[Delete inappropriate or unusable sections and add appropriate commentary. |

Recent history of combined surrender, lapse & paid-up conversion rates

Class 1992 1993 1994 1995

1996

Life non-linked

Life linked

Pensions non-linked

Pensions linked

Note: The combined surrender, lapse and paid-up conversion rates are:
Form 46, UK business, annual premiums, lines (24+25+26) / [V2*lines (11+39+24+25+26)]

[Make reference to any features identified from these figures, e.g. large increases in
surrenders. Where it is felt necessary, draw attention to the differences between these two
sets of persistency rates, in particular that the PIA statistics are based on policy not
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accounting year and are to some extent out of date, and that the Form 46 figures relate to the
company’s total portfolio. ]

7. EXPENSES

7.1 Recent history of expenses:

Expense 1992 1993 1994 1995 1996
£000s £000s £000s £000s £000s

Initial commission

Acquisition expenses

Renewal commission

Maintenance expenses

Other management expenses

Total expenses

Year on year % increase

Source: Form 41

Expense ratios: 1992 1993 1994 1995 1996

Acquisition

[Sector] average acquisition

Renewal

[Sector] average renewal

Renewal as % of total fund

[Sector] average renewal as % of
total fund

Notes: 1. The expense ratios are:

Acquisition: (IC + AE + OME) / New Business Index
Renewal: (RC + ME) / Gross earned regular premiums [F41.29.1]
Renewal as % of total fund: (RC + ME) / Average total fund [/2*(F40.49 + F14.51.1

+ F40.59 + F14.51.2)]

2. The trend in the acquisition expense ratio is subject to distortion from the reclassification of
recurrent single premiums as regular premiums from 1996, and also from the inclusion of other
management expenses in this ratio.

[Expenses should be shown gross of reinsurance, but a footnote may be added if these are
substantially reinsured. Only the version of the renewal expense ratio most appropriate to the
company should be retained, the other and its accompanying note being deleted.

For making comparisons, choose the sector appropriate to the company, and enter its name in
the tables, extracting the data from the annual report.

Where there is industrial business, separate tables of expenses should be created for OB and
1B, and the above table of expense ratios substituted with the following table:
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Expense ratios: 1992 1993 1994 1995 1996

OB acquisition

[Sector] average OB acquisition

OB renewal

[Sector] average OB renewal

IB combined

Industry average IB combined

Notes: 1. The expense ratios are:

OB Acquisition: OB (IC + AE + OME)/ OB New Business Index

OB Renewal: OB (RC + ME) / OB Gross earned regular premiums
[OB F41.29.1]

IB combined: IB (Total expenses) / IB Gross earned total premiums

[IB (F41.19.1 + F41.29.1)]
2. The acquisition expense ratio is subject to distortion from the reclassification of recurrent single
premiums as regular premiums from 1996, and also from the inclusion of other management
expenses in this ratio.

Separate tables and appropriately modified expense ratios should also be created where there
is any other major and continuing subdivision of the fund - such as between with-profit and
non-profit business.

Mention should be made of discontinuities arising from the 1996 A&S Regulations, expanding
in particular on the fact that recurrent single premium business is now treated as regular,
with a knock-on effect to the acquisition (and, to a lesser extent renewal) expense ratio, and
also that other management expenses, which are treated as wholly acquisition expenses
above, may also in fact include some renewal expenses. |

7.2 Commentary

[To include comment on the trends in the expense ratios, and their relative level compared
with the relevant sector average, where appropriate.

The service company arrangements disclosed under note 5 on page 96 of the A&S
Regulations (note to the returns coded 4008) should be mentioned and, if known, a statement
as to whether expense charges from the service company are at cost should be made.

Note any sub-fund divisions where expenses are determined specially, e.g. under a Sch 2C
scheme, and comment with cross reference to the controlling document. Comment also where
expenses are shared with other companies within the same group.

Comment on where investment expenses are shown - in expenses or as an offset to investment
income]

7.3 Exceptional items

[Refer to any exceptional items of expenditure, e.g. fines and compensation payments. Also
comment on any references in the Report & Accounts to sales distribution developments
and/or computer upgrades to illuminate the progression of expenses and in particular those
shown as other management expenses.. |
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