FSA 2001/12
THE INTERIM PRUDENTIAL SOURCEBOOK FOR INSURERS
INSTRUMENT 2001

Introduction
1.

The FSA makes the rules and guidance in this instrument on 21 June 2001.

2.

The provisions of the Act listed in Chapter 11 of this instrument are specified for the purpose
of section 153(2).

3.

This instrument will come into force at the beginning of the day on which section 19 of the
Act (the general prohibition) comes into force.

4.

This instrument is to be interpreted in accordance with, and applies subject to, the general
provisions contained in the General Provisions Instrument 2001.

5.

This instrument may be cited as the Interim Prudential Sourcebook for Insurers Instrument
2001.

6.

This instrument, excluding the provisions in this Introduction, may be cited as the Interim
Prudential Sourcebook for Insurers.

By Order of the Board
21 June 2001
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INTERIM PRUDENTIAL SOURCEBOOK FOR INSURERS
GUIDANCE
THE PURPOSE OF THE PRUDENTIAL RULES FOR INSURERS AND
AN OVERALL DESCRIPTION
1.

The prudential rules for an insurer are to be seen in the context
of the Principles for Businesses.

These are high level

obligations applying to all authorised persons and are set out in
the High Level Standards part of the Handbook (PRIN).
2.

So far as an insurer is concerned, the Principles for Businesses
are particularly relevant to its internal systems and controls.
Principle 3, for example, requires a firm to take reasonable care
to organise and control its affairs responsibly and effectively,
with adequate risk management systems. Principle 4 requires a
firm to maintain adequate financial resources.

3.

In addition to the general obligations placed on an insurer,
certain staff of all authorised persons are subject to a number of
high level obligations, referred to as Statements of Principle.
The FSA has issued a Code of Practice to help determine
whether an approved personÕs conduct has complied with a
Statement of Principle. The Statements and the Code are set out
in the High Level Standards part of the Handbook (APER).

4.

One of the features of a contract of insurance is the long period
of risk the contract may cover. The prudential rules for insurers
seek to protect the policy holder against the risk that an insurer
will fail to meet a valid claim as it falls due or to fulfil the
reasonable expectations of policy holders.

5.

The Interim Prudential Sourcebook for Insurers (IPRU (INS))
starts by limiting the risks to which an insurer may be subject.
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Rule 1.3 in Chapter 1 requires that the business of an insurer is
restricted to insurance business.
6.

The essence of the more detailed rules in Volume 1 and 2 is the
requirement to maintain an appropriate margin of solvency, ie
the excess of the value of assets over the amount of liabilities.
The rules in Chapter 2 set out the required margins of solvency
for an insurer having regard to the type and location of its
business.

7.

Chapter 3 concerns long-term insurance business.

8.

The extent to which an asset may be taken into account for
prudential purposes, and then the method of valuing it, is
determined in accordance with the rules in Chapter 4. It is a
fundamental part of the approach to prudential regulation for
insurers that the rules limit the assets which are ÔadmissibleÕ for
solvency purposes and prescribe the methods of valuation.

9.

Similarly, the amount of a liability is determined in accordance
with the rules in Chapter 5.

10.

General insurers must keep reserves in respect of certain classes
of business in accordance with the rules in Chapter 6 in order to
maintain solvency during a period of abnormal claims. These
reserves are known as Ôequalisation reservesÕ.

11.

Special provisions in Chapter 7 require a liability in any
particular currency to be matched by assets in that currency.
Further provisions relate to the location of assets.

12.

Under the rules in Chapter 8, a non-EEA insurer must make a
deposit in the United Kingdom or other EEA State and certain
other additional rules apply.
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13.

As part of the continuing supervision of an insurer, the rules in
Chapter 9 require the insurer to prepare certain accounts and
statements in accordance with the rules and deposit them with
the FSA. In addition, an insurer must make certain statistical
returns.

14.

Chapter 10 contains rules relating to the ÔInsurance Groups
DirectiveÕ, ie Council Directive 98/78/EC on the supplementary
supervision of insurance undertakings in an insurance group.

15.

Chapter 11 contains the definitions used throughout IPRU (INS)
and some general provisions including provisions relating to
actions for damages.

16.

Chapter 12 contain transitional provisions.

17.

The Appendices in Volume 2 are part of the rules.

18.

FSA guidance and letters from the Government Actuary are in
Volume 3 of IPRU (INS).

____________________
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Chapter 1
APPLICATION RULE AND RESTRICTION OF BUSINESS TO INSURANCE
______________________________________
Application
Insurers
1.1

An insurer must comply with IPRU (INS) unless it is Ð
(a)

a friendly society1; or

(b)

subject to rule 3.6 and 3.7 (application of rules to linked long-term
contracts), an EEA insurer qualifying for authorisation under
Schedules 3 or 4 to the Act.

The Society of LloydÕs2
1.2

1
2

No provisions of IPRU (INS) apply to the Society of LloydÕs, or members of
the Society of LloydÕs except rules 9.37 and 9.38.

A friendly society must comply with IPRU(FSOC).
LLD applies to the Society.
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Restriction of business to insurance
1.3

(1)

An insurer must not carry on any commercial business in the United Kingdom
or elsewhere other than insurance business and activities directly arising from
that business.
In-house pension funds

(2)

If an insurer manages assets of a pension fund solely for the benefit of (a)

its ÔofficersÕ or ÔemployeesÕ; or

(b)

its ÔofficersÕ or ÔemployeesÕ and ÔofficersÕ or ÔemployeesÕ of its
subsidiary or holding company or a subsidiary of its holding company,

that activity is to be treated as directly arising from the insurerÕs insurance
business.
(3)

Officers or employees include their dependants.

_______________________
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Chapter 2
MARGINS OF SOLVENCY
______________________________________
Basic Requirement
2.1

(1)

Every insurer Ð
(a)

whose head office is in the United Kingdom; or

(b)

whose business in the United Kingdom is restricted to reinsurance,

must maintain a margin of solvency in accordance with the rules in this
Chapter (the Margins of Solvency Rules).
(2)

Subject to rule 2.1(3), every insurer whose head office is not in an EEA State
must maintain Ð
(a)

a margin of solvency; and

(b)

a UK margin of solvency,

in accordance with the Margins of Solvency Rules.
(3)

Rule 2.1(2) does not apply to an insurer if Ð
(a)

its business in the United Kingdom is restricted to reinsurance;

(b)

it is a Swiss general insurer; or

(c)

rule 8.1(2) applies to it3,

but a UK-deposit insurer must maintain Ð
(d)

a margin of solvency; and

(e)

an EEA margin of solvency,

in accordance with the Margins of Solvency Rules.
(4)

3

In the case of an insurer that carries on both long-term insurance business and
general insurance business, (1), (2) and (3) have effect as if the requirements
to maintain -

(ie, it is a UK-deposit insurer or an EEA-deposit insurer)
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(a)

a margin of solvency;

(b)

a UK margin of solvency; and

(c)

an EEA margin of solvency,

were requirements to maintain separate margins in respect of the two kinds of
business.
(5)

In calculating U K margin of solvency, and EEA margin of solvency, the
amount of the insurerÕs liabilities must be increased by the amount of any
reserve maintained under the Equalisation Reserves Rules.
Companies supervised in other EEA States and Switzerland

2.2

(1)

An insurer which is (a)

an EEA-deposit insurer; or

(b)

a Swiss general insurer,

must secure that the value of the assets of the business carried on by it in the
United Kingdom does not fall below the amount of the liabilities of that
business, that value and amount being determined in accordance with the
Valuation of Assets Rules and the Determination of Liabilities Rules.
Long-term and general insurance business
(2)

In the case of an insurer that carries on in the United Kingdom both long-term
and general insurance business, (1) has effect separately in relation to the
assets and liabilities of the two kinds of business.
Adequacy of assets

2.3

(1)

A UK insurer must secure (a)

that its liabilities under contracts of insurance entered into by it, other
than liabilities in respect of Ôlinked benefitsÕ, are covered by assets of
appropriate safety, yield and marketability having regard to the classes
of business carried on; and

(b)

without prejudice to the generality of (a), that its investments are
appropriately diversified and adequately spread and that excessive

14

21 June 2001

reliance is not placed on investments of any particular category or
description.4
(2)

A UK insurer which has entered into a Ôlinked long-term contractÕ must secure
that, as far as practicable, its liabilities under the contract in respect of Ôlinked
benefitsÕ are covered as follows Ð
(a)

if those benefits are linked to the value of units in an undertaking for
collective investments in transferable securities or to the value of
assets contained in an internal fund, by those units or assets; and

(b)

if those benefits are linked to a share index or other reference value not
mentioned in (a), by units which represent that reference value, or by
assets of appropriate safety and marketability which correspond, as
nearly as may be, to the assets on which that reference value is based.5

(3)

A UK insurer which has entered into a Ôlinked long term contractÕ must also
secure that those of its liabilities under the contract in respect of Ôlinked
benefitsÕ which are not covered by contracts of reinsurance are covered by
assets of a description contained in rule 3.76.

(4)

In this rule Ð
linked benefits, in relation to a contract of insurance, means benefits payable
to the policy holder which are determined by reference to the value of or the
income from property of any description (whether or not specified in the
contract) or by reference to fluctuations in, or in an index of, the value of
property of any description (whether or not so specified); and
linked long term contract means a contract of insurance,

(5)

(a)

the effecting of which constitutes the carrying on of long-term
insurance business; and

(b)

under which Ôlinked benefitsÕ are payable.

In (3), Ôlinked long term contractÕ does not include a contract to manage the
investments of pension funds unless it is combined with a contract of
insurance covering either conservation of capital or payment of a minimum
interest.

4

For guidance on appropriate diversification, adequate spread and other matters relating to investments, see
Guidance Note P1 (systems and controls over the investments and counterparty exposure of insurers)
5
For guidance on the Ôclose matchingÕ test, see paragraph 2 of Guidance Note 4.4
6
See footnote 5
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Determination of margins of solvency
2.4

(1)

(2)

(3)

Subject to (2) to (5), the margin of solvency to be maintained by an insurer
must be determined Ð
(a)

as regards long-term insurance business, in accordance with rules 2.5
to 2.8; and

(b)

as regards general insurance business, by taking the greater of the two
sums resulting from the application of the two methods of calculation
set out in Appendices 2.1 and 2.2.

Where an insurer is required to maintain a UK margin of solvency or an EEA
margin of solvency Ð
(a)

the UK margin of solvency must be determined by applying (1), but
only to insurance business carried on in the United Kingdom; and

(b)

the EEA margin of solvency must be determined by applying (1), but
only to insurance business carried on in the EEA States taken together.

For a contract of insurance (to which rule 11.8(a) applies), the required
margin of solvency must be determined by taking the aggregate of the results
arrived at by applying Ð
(a)

in the case of so much of the contract as is within any class of longterm insurance business, the appropriate method determined by the
Margins of Solvency Rules for that class; and

(b)

in the case of so much of the contract as is within general insurance
business class 1 or 2, the method of calculation set out in Appendix
2.1 (excluding paragraphs 6, 7 and 8).

(4)

Where an insurer carries on long-term insurance business and owing to the
nature of that business more than one margin of solvency is produced in
respect of that business by the operation of the Margins of Solvency Rules, the
margins in question must be aggregated in order to arrive at the insurerÕs
required margin of solvency.

(5)

Where an insurer carries on both long-term and general insurance business
and is accordingly required to maintain separate margins of solvency in respect
of the two kinds of business (a)

the Margins of Solvency Rules apply for determining the margin of
solvency for each kind of business separately; and

(b)

assets other than those representing its long-term insurance fund or
funds, if they are not included among the assets covering the liabilities,
16
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and the margin of solvency relating to the insurerÕs general insurance
business, may be included among the assets taken into account in
covering the liabilities and the margin of solvency for the insurerÕs
long-term insurance business.
Long term classes I, II, and IX
2.5

(1)

For long-term insurance business of class I, II or IX the margin of solvency
must be determined by taking the aggregate of the results arrived at by
applying the calculation described in (2) (the first calculation) and the
calculation described in (3), (4), (5) and (6) (the second calculation).

(2)

For the first calculation Ð

(3)

(a)

a sum equal to 4% of the mathematical reserves for direct insurance
business and reinsurance acceptances without any deduction for
reinsurance cessions must be taken;

(b)

the amount of the mathematical reserves at the end of the preceding
financial year after the deduction of reinsurance cessions must be
expressed as a percentage of the amount of those mathematical
reserves before any such deduction; and

(c)

the sum mentioned in (a) must be multiplied Ð
(i)

where the percentage arrived at under (b) is greater than 85%
(or, in the case of a pure reinsurer, 50%), by that greater
percentage, and

(ii)

in any other case, by 85% (or, in the case of a pure reinsurer,
50%).

For the second calculation Ð
(a)

subject to (4), (5) and (6), a sum equal to 0.3% of the Ôcapital at riskÕ
for contracts on which the Ôcapital at riskÕ is not a negative figure must
be taken;

(b)

the amount of the Ôcapital at riskÕ at the end of the preceding financial
year for contracts on which the Ôcapital at riskÕ is not a negative figure,
after the deduction of reinsurance cessions, must be expressed as a
percentage of the amount of that Ôcapital at riskÕ before any such
deduction; and

(c)

the sum arrived at under (a) must be multiplied Ð
(i)

where the percentage arrived at under (b) is greater than 50%,
by that greater percentage, and
17
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(ii)

in any other case, by 50%.

(4)

Where, in a case other than that of a pure reinsurer, a contract provides for
benefits payable only on death within a specified period and is valid for a
period of not more than three years from the date when the contract was first
made, the percentage to be taken for the purposes of (3)(a) must be 0.1%; and
where the period of validity from that date is more than three years but not
more than five years, the percentage to be so taken must be 0.15 %.

(5)

For the purposes of (4), the period of validity of a contract evidencing a group
policy is the period from the date when the premium rates under the contract
were last reviewed for which the premium rates are guaranteed.

(6)

In the case of pure reinsurers, the percentage to be taken for the purposes of
paragraph (3)(a) is 0.1%.

(7)

For the purposes of the second calculation, the capital at risk is Ð
(a)

in any case in which an amount is payable in consequence of death
other than a case falling within (b), the amount payable on death; and

(b)

in any case in which the benefit under the contract in question consists
of the making, in consequence of death, of the payment of an annuity,
payment of a sum by instalments or any other kind of periodic
payments, the present value of that benefit,

less in either case the mathematical reserves in respect of the relevant
contracts.
(8)

When the amount of the mathematical reserves referred to in (2)(a), or the
amount of the Ôcapital at riskÕ referred to in (3)(a), is calculated for the
purposes of determining the margin of solvency, the day as on which that
amount is calculated must be the same as that as on which the margin of
solvency is determined; and the mathematical reserves referred to in (7) must
also be calculated as on that day when the Ôcapital at riskÕ in question is that
referred to in (3)(a), but must be calculated as at the end of the preceding
financial year when the Ôcapital at riskÕ in question is that referred to in (3)(b).
Long term classes III, VII and VIII

2.6

(1)

For long-term insurance business of class III, VII or VIII the margin of
solvency must be determined in accordance with (2) to (5).

(2)

In so far as an insurer bears an investment risk, the first calculation must be
applied.

(3)

In so far as (a)

an insurer bears no investment risk;
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(b)

the total expired and unexpired term of the relevant contract exceeds
five years; and

(c)

the allocation to cover management expenses in the relevant contract
has a fixed upper limit which is effective as a limit for a period
exceeding five years,

the first calculation must be applied, but as if rule 2.5(2)(a) contained a
reference to 1% instead of 4%.
(4)

If neither (2) nor (3) applies, then, subject to (5), the required margin of
solvency is zero.

(5)

Where an insurer covers a death risk, a sum arrived at by applying the second
calculation (disregarding rules 2.5(4) and 2.5(5)) must be added to any margin
of solvency, including a required margin of solvency of zero, arrived at under
(2), (3) or (4).
Long term classes IV and VI

2.7

For long-term insurance business of class IV or VI, the margin of solvency
must be determined by applying the first calculation.
Long term class V

2.8

For long-term insurance business of class V, the margin of solvency must be
1% of the assets of the relevant tontine.
Guarantee fund and minimum guarantee fund

2.9

7

(1)

An insurer must ensure that its margin of solvency does not fall below the
Ôguarantee fundÕ7.

(2)

Subject to (3) and (4), one-third of the required margin of solvency constitutes
the guarantee fund.

(3)

The Ôguarantee fundÕ must not be less than an amount (the minimum
guarantee fund) arrived at in accordance with Appendix 2.3, whether the
required margin of solvency is greater or less than that amount.

(4)

In the case of long-term insurance business, items that are not implicit items
must be at least large enough to cover either the Ôminimum guarantee fundÕ or
50% of the Ôguarantee fundÕ, whichever is the greater.

SUP requires the submission of a short term plan to the FSA if this rule is breached.
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Valuation
2.10

(1)

Where an insurer has assets equal to or in excess of its liabilities, then, in
addition to any other applicable rules, (2) to (5) have effect for determining the
extent to which the value of the assets exceeds the amount of liabilities in
connection with the margin of solvency, the guarantee fund and the minimum
guarantee fund.

(2)

Where (a)

an insurer has issued shares some or all of which are not Ôfully paidÕ
and the total paid up value of all the shares is equal to or greater than
one quarter of their nominal value or, in the case of shares issued at a
premium, of the aggregate of their nominal value and the premium; or

(b)

at least one quarter of the fund of a mutual is paid up,

an amount not greater than half the total value of the amounts unpaid may be
taken into account as an asset; and for the purposes of this paragraph a share
must not be regarded as fully paid if there are any amounts due but unpaid on
it.
(3)

Notwithstanding rule 5.2(2), where an insurer has issued cumulative
preference shares, liabilities in respect of such shares may be left out of
account, in aggregate up to 50% of the required margin of solvency save that
liabilities in respect of shares which are redeemable for the purposes of
section 159 of the Companies Act may be left out of account, in aggregate
only up to 25% of the required margin of solvency.

(4)

In the case of a mutual carrying on general insurance business, any claim
which the mutual has against its members by way of a call for supplementary
contributions for a financial year must have its full value for that financial
year, but the value must not exceed the lesser of -

(5)

(a)

50% of the difference between the maximum contributions and the
contributions called in, or

(b)

50% of the required margin of solvency.

The implicit items (which relate to future profits, zillmerising and hidden
reserves) have no value.
_________________________________
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Chapter 3
LONG-TERM INSURANCE BUSINESS
______________________________________
Part I
IDENTIFICATION AND APPLICATION OF ASSETS AND
LIABILITIES
Separation of assets and liabilities attributable to long-term insurance
business
3.1

(1)

(2)

Where an insurer carries on ordinary long-term insurance business or
industrial assurance business or both (a)

it must maintain a separate account in respect of each kind of business;
and

(b)

the receipts of each kind of business must be entered in the account
maintained for that business and must be carried to and form a separate
long-term insurance fund with an appropriate name.

An insurer which carries on ordinary long-term insurance business or
industrial assurance business must maintain such accounting and other records
as are necessary for identifying (a)

the assets representing the fund maintained by it under (1)(b) (but
without necessarily distinguishing between the funds or funds if more
than one); and

(b)

the liabilities attributable to each kind of business which it carries on.

Application of assets of insurer with long-term insurance business
Limitation on use of assets in long-term insurance fund
3.2

(1)

Subject to (2) and (4), long-term insurance business assets must (a)

be applied only for the purposes of its long-term insurance business;
and

(b)

not be transferred so as to be available for other purposes of the insurer
except where the transfer constitutes reimbursement of expenditure
borne by other assets (in the same or the preceding financial year) in
discharging liabilities wholly or partly attributable to long-term
insurance business.
22
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First exception: the use of excess assets
(2)

Where an actuarial investigation shows that the value of the assets mentioned
in (1) exceeds the amount of the liabilities attributable to the long-term
insurance business, the restriction imposed by that rule does not apply to so
much of those assets as represents the excess.
Qualification

(3)

(2) does not authorise a transfer or other application of assets by virtue of an
actuarial investigation at any time after the date when the abstract of the
actuary's report of the investigation has been deposited with the FSA in
accordance with rule 9.6(1).
Second exception: exchanges at fair market value

(4)

Nothing in (1) precludes an insurer from exchanging, at fair market value,
long-term insurance business assets for other assets of the insurer.
Further limitation on use of assets in long-term insurance fund

(5)

Money from an insurerÕs long-term insurance fund must not be used for the
purposes of any other business of the insurer notwithstanding any arrangement
for its subsequent repayment out of the receipts of that other business.
Restriction in relation to dividends

(6)

A long-term insurer must not declare a dividend at any time when the value of
the long-term insurance business assets, as determined in accordance with the
Valuation of Assets Rules, is less than the amount of the long-term insurance
business liabilities determined in accordance with the Determination of
Liabilities Rules.8
Allocations to policy holders
Allocation of established surplus

3.3

(1)

Where (a)

there is an Ôestablished surplusÕ in which long-term policy holders of
any category are eligible to participate; and

8

Regulations under section 142 of the Act may also apply to restrict a parent undertaking of an insurer from
doing anything to lessen the effectiveness of the Asset Identification Rules.
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(b)

an amount has been allocated to policy holders of that category in
respect of a previously Ôestablished surplusÕ in which policy holders of
that category were eligible to participate,

an insurer must not by virtue of rule 3.2(2) transfer or otherwise apply assets
representing any part of the surplus mentioned in (a) unless the insurer has Ð

(2)

(i)

allocated to policy holders of that category in respect of that
surplus an amount not less than the Ôrelevant minimumÕ, or

(ii)

complied with the requirements of (3) and made to those policy
holders any allocation of which notice is given under (3)(a).

Subject to (6) and (7), the relevant minimum is the amount represented by
the formula bxc
a

-

c
200

where a

is the last previously Ôestablished surplusÕ in respect of which an
amount was allocated to policy holders of the category in question;

b

is the amount so allocated; and

c

is the surplus referred to in (1)(a).

Requirements where less than the relevant minimum is to be allocated
(3)

The requirements referred to in (1)(ii) are that the insurer (a)

at least 14 days before publication has given the FSA written notice
stating that it proposes to make no allocation or an allocation of an
amount (specifying it) which is smaller than the Ôrelevant minimumÕ,
and a copy of the statement that it proposes to publish in accordance
with (b); and

(b)

has published a statement in the London, Edinburgh and Belfast
Gazettes and in two national newspapers explaining the allocation it
proposes to make to policy holders and the reasons for it,

and that a period of not less than 56 days has elapsed since the date, or the last
date, on which the insurer has published the statement mentioned in (b) as
required by that paragraph.
(4)

In this rule, established surplus means an excess of assets representing the
whole or a particular part of the long-term insurance fund or funds over the
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liabilities, or a particular part of the liabilities, of the insurer attributable to
that business as shown by an actuarial investigation.
Amounts to be treated as allocated to policy holders
(5)

For the purposes of this rule, an amount is allocated to policy holders if, and
only if (a)

bonus payments are made to them; or

(b)

reversionary bonuses are declared in their favour or a reduction is
made in the premiums payable by them,

and the amount of the allocation is, in a case within (a), the amount of the
payments and, in a case within (b), the amount of the liabilities assumed by the
insurer in consequence of the declaration or reduction.
Bonus payments in anticipation of established surplus
(6)

For the purposes of this rule, the amount of any bonus payments made in
anticipation of an Ôestablished surplusÕ is treated as an amount allocated in
respect of the next Ôestablished surplusÕ in respect of which an amount is
allocated to eligible policy holders generally; and for the purposes of (2) the
amount of any surplus in respect of which such an allocation is made is treated
as increased by the amount of any such payments.
Unappropriated surplus carried forward

(7)

(1) does not authorise the application for purposes other than those mentioned
in rule 3.2(1) of assets representing any part of the surplus mentioned in (1)(a)
which the insurer has decided to carry forward unappropriated; and for the
purposes of (2) the amount of any surplus is treated as reduced by any part of
it which the insurer has decided to carry forward unappropriated.
Eligibility to participate in an established surplus

(8)

For the purposes of (1), policy holders are taken to be eligible to participate in
an Ôestablished surplusÕ in any case where they would be eligible to participate
in a later Ôestablished surplusÕ representing it if it were carried forward
unappropriated.
Restriction on transactions with connected persons

3.4

(1)

A long-term insurer must not enter into a transaction to which this rule
applies, and must take reasonable steps to ensure that any Ôsubordinate
companyÕ does not enter into such a transaction (a)

at a time when the aggregate of the value of the assets and the amount
of the ÔliabilitiesÕ attributable to such transactions already entered into
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by the insurer and its Ôsubordinate companiesÕ exceeds 5% of the total
amount standing to the credit of the insurerÕs long term insurance
funds; or
(b)

at any other time when the aggregate of the value of those assets and
the amount of those ÔliabilitiesÕ would exceed 5% if the transaction
were entered into.

Restricted transactions by the insurer
(2)

This rule applies to any transaction entered into by a long-term insurer
(whether or not itself a Ôsubordinate companyÕ of another company), being a
transaction under which (a)

a person ÔconnectedÕ with the insurer will owe it money;

(b)

the insurer acquires shares in a company which is a person ÔconnectedÕ
with it; or

(c)

the insurer undertakes a ÔliabilityÕ to meet an obligation of a person
ÔconnectedÕ with it or to help such a person to meet an obligation,

if the right to receive the money would constitute a Ôlong term assetÕ of the
insurer, the acquisition is made out of its long term insurance funds or the
ÔliabilityÕ would fall to be discharged out of those funds, as the case may be.
Restricted transactions by the subordinate company
(3)

Without prejudice to (2), this rule applies to any transaction entered into by a
Ôsubordinate companyÕ of any long-term insurer, being a transaction under
which (a)

the insurer or a person ÔconnectedÕ with it will owe money to the
Ôsubordinate companyÕ (not being money owed by the insurer which
can be properly paid out of its long term insurance funds);

(b)

the Ôsubordinate companyÕ acquires shares in the insurer or in a
company which is a person ÔconnectedÕ with the insurer; or

(c)

the Ôsubordinate companyÕ undertakes a ÔliabilityÕ to meet an
obligation of the insurer or of a person ÔconnectedÕ with the insurer or
to help the insurer or such a person to meet an obligation,

but where the Ôsubordinate companyÕ is itself a long-term insurer, this rule
does not by virtue of this paragraph apply to any such transaction if Ð
(i)

the right to receive the money would constitute a Ôlong term
assetÕ of the Ôsubordinate companyÕ,
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(4)

(ii)

the acquisition is made out of its long-term insurance fund, or

(iii)

the ÔliabilityÕ would fall to be discharged out of the fund.

In this rule, subordinate company, in relation to a long-term insurer, means (a)

(b)

a company having equity share capital some or all of which is held by
the insurer as part of its Ôlong term assetsÕ where the share capital so
held by the insurer (i)

amounts to more than half in nominal value of that share
capital, and

(ii)

confers on the insurer the power to appoint or remove the
holders of all or a majority of the directorship of the company
whose share capital is held and more than one half of the
voting power at any general meeting of that company;

a company having equity share capital some or all of which is held by
another company which is itself a Ôsubordinate companyÕ of the
insurer where the share capital held by that other company (i)

amounts to more than half in nominal value of that share
capital, and

(ii)

confers on that other company the power to appoint or remove
the holders of all or a majority of the directorship of the
company whose share capital is held and more than one half of
the voting power at any general meeting of that company,

and for the purposes of this paragraph share capital held for any person by a
nominee (except where that person is concerned only in a fiduciary capacity)
must be treated as held by that person, and share capital held by a person in a
fiduciary capacity or by way of security must be treated as not held by that
person.
(5)

(6)

For the purposes of this rule, a person is connected with a long-term insurer,
if that person is not a Ôsubordinate companyÕ of the insurer but (a)

controls, or is a partner of a person who controls, the insurer;

(b)

being a company, is controlled by the insurer or by another person
who also controls the insurer; or

(c)

is a director of the insurer or the wife or husband or a minor ÔsonÕ or
ÔdaughterÕ of such a director.

For the purposes of (5), a person controls a company if he is 27
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(a)

a person in accordance with whose directions or instructions the
directors of the insurer or of a company of which it is a subsidiary are
accustomed to act; or

(b)

a person who either alone or with any associate or associates is
entitled to exercise, or control the exercise of, 15% or more of the
voting power at any general meeting of the insurer or of a company of
which it is a subsidiary.

(7)

For the purposes of this rule, the value of any assets and the amount of any
ÔliabilitiesÕ must be determined in accordance with the Valuation of Assets
Rules and Determination of Liabilities Rules.

(8)

In this rule Ð
liability includes a contingent liability;
long term assets means assets representing the long-term insurance fund or
funds;
son includes step-son, daughter includes step-daughter; and
(without prejudice to section 39(6) of the Adoption Act 1976 and section 39(4)
of the Adoption (Scotland) Act 1978) in relation to Northern Ireland, son
includes step-son and adopted son and daughter includes step-daughter and
adopted daughter.
Arrangements to avoid unfairness between separate insurance funds etc

3.5

(1)

An insurer which carries on long-term insurance business in the UK must
have adequate arrangements for securing that transactions affecting assets of
the insurer (other than transactions outside its control) do not operate unfairly
between the long-term insurance fund or funds and the other assets of the
insurer or, in a case where the insurer has more than one Ôidentified fundÕ,
between those funds.

(2)

In this rule, identified fund means assets representing the insurerÕs receipts
from a particular part of its long-term insurance business which can be
identified as such by virtue of accounting or other records maintained by the
insurer.
Adequacy of premiums

3.5A

(1)

Before entering into a long-term insurance contract, a UK insurer must satisfy
itself that the aggregate of Ð
(a)

the premiums payable under the contract and the income which will be
derived from them; and
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(b)

(2)

any other resources of the UK insurer which are available for the
purpose, will be sufficient, on reasonable actuarial assumptions, to
meet all commitments arising under or in connection with the contract.

A UK insurer must not rely on other resources for the purposes of (1) in such a
way as to jeopardise its solvency in the long term.
Part II
LINKED LONG-TERM CONTRACTS
Application

3.6

(1)

(2)

9

Subject to (2), rule 3.7 applies to linked long-term contracts for ordinary longterm insurance business which are entered into by (a)

insurers other than EEA insurers; and

(b)

EEA insurers in respect of contracts the effecting of which constitutes
the carrying on of ordinary long-term insurance business in the United
Kingdom.

(1) does not apply to (a)

contracts entered into before, or in pursuance of a contract subsisting
at, 1 July 19949 to the extent that they provide for benefits to be
determined by reference to the value of, or the income from, property
of any description or by reference to fluctuations in, or in an index of
property of any description, by reference to which benefits were
permitted to be determined before that date;

(b)

contracts entered into by an insurer which are linked long-term
contracts by reason only that the policy holder is eligible to participate
in any established surplus;

(c)

contracts entered into by an EEA insurer which are linked long-term
contracts by reason only that the policy holder is eligible to participate
in an excess of assets representing the whole or a particular part of the
long-term insurance fund or funds over the liabilities, or a particular
part of the liabilities, of the insurer attributable to that business as
determined in accordance with the law of the EEA State in which the
head office of the insurer is situated;

ie the date that the 1994 Regulations came into effect.
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3.7

(d)

subject to rule 3.7(2), contracts to manage the investments of pension
funds that are not combined with contracts of insurance covering
either conservation of capital or payment of a minimum interest; or

(e)

contracts entered into before 30 June 1995 to the extent that they
provide for benefits to be determined by reference to a collective
investment scheme which was a listed security immediately before 1
July 1994.

(3)

Rule 3.7 does not apply in relation to contracts linked to property of the
description in paragraph 11(b) of Part I of Appendix 3.2 entered into before 1
February 1992 except to the extent that the responsibility mentioned in that
paragraph extends at least to acts or omissions after that date.

(1)

An insurer must not contract to provide benefits under any contract to which
this rule applies which are determined, either wholly or partly:
(a)

by reference to the value of, or the income from, or fluctuations in the
value of, property of any description other than property of any of the
descriptions set out in Part I of Appendix 3.2; or

(b)

whether directly or indirectly, by reference to fluctuations in any index
of the value of property other than an index set out in Part II of
Appendix 3.2.

(2)

Benefits payable under contracts referred to in rule 3.6(2)(d) must not be
determined, either wholly or partly, by reference to the value of, or the income
from, or fluctuations in the value of derivative contracts other than permitted
derivative contracts.

(3)

Benefits payable under any linked long-term contract must not be determined
by reference to (a)

property of any of the descriptions specified in paragraphs 2, 5(b) or 7
of Part I of Appendix 3.2, if the value of such property is determined,
either wholly or partly, by reference to the value of, or the income
from or fluctuations in the value of or fluctuations in the income from,
property other than property of the descriptions in Part I of Appendix
3.2;

(b)

property of the description specified in paragraph 2 of Part I of
Appendix 3.2 in excess of 10% of the aggregate property linked
benefits under the contract;

(c)

property of the description specified in paragraph 5(b) of Part I of
Appendix 3.2 which in aggregate exceeds 10% of the property linked
benefits, unless the contract under which the benefits are payable has
been marketed in accordance with any legal restrictions which apply to
the marketing of the corresponding collective investment fund; or
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(d)

property of any of the descriptions specified in Part I of Appendix 3.2
which has the effect of a derivative contract other than a permitted
derivative contract.

___________________________
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Chapter 4
VALUATION OF ASSETS10
________________________
Application11
4.1

(1)

Subject to (2), the Valuation of Assets Rules apply to the determination of the
value of assets of insurers.

(2)

Where an insurer has entered into any contracts providing for the payment of
property linked benefits, the Valuation of Assets Rules do not apply with
respect to the determination of the value of the linked assets to the extent that
they are held to match liabilities in respect of such benefits.

(3)

Any asset to which the Valuation of Assets Rules applies (other than cash) for
the valuation of which no provision is made in the Valuation of Assets Rules
must be left out of account for the purposes specified in (1).

(4)

Where in all the circumstances of the case any asset is actually of a lesser
value than the amount calculated in accordance with the Valuation of Assets
Rules, such lesser value must be taken to be the value of the asset.12

(5)

For the purposes of (4), in determining whether an asset is of a lesser value
than the amount calculated in accordance with the Valuation of Assets Rules,
regard must be had to the underlying security and, in the case of bonds, debt
securities and other money and capital market instruments, the credit rating of
the issuer, including whether the issuer belongs to Zone A as defined in
Council Directive 89/647/EEC of 18 December 1989 on a solvency ratio for
credit institutions and, where the issuer is an international organisation,
whether it includes at least one EEA State among its members.

(6)

Notwithstanding (1) (but subject to the conditions set out in (7)), an insurer
may, for the purposes of an actuarial investigation, elect to assign to any of its
assets the value given to the asset in question in the books or other records of
the insurer.

(7)

The conditions referred to in (6) are that (a)

the election does not enable the insurer to bring into account any asset
for the valuation of which no provision is made in the Valuation of
Assets Rules; and

10

For guidance on the Valuation of Assets Rules, see Guidance Note 4.1
For the application of the Valuation of Assets Rules to the financial reporting requirements in Chapter 9, see
rule 9.10
12
See Section 4 of Guidance Note 4.1
11
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(b)

the value assigned to the aggregate of the assets is not higher than the
aggregate of the value of those assets as determined in accordance with
rules 4.2 to 4.14.

(8)

Where an insurer has entered into a contract for the conversion of currency
which satisfies the conditions set out in (9), then for any of the purposes for
which the Valuation of Assets Rules apply, the insurer must treat the
conversion as having been made on the relevant date.

(9)

The conditions referred to in (8) are that (a)

(b)

(c)

the contract provides (i)

for the conversion into another currency of an amount
representing the sale of an asset which has, on the relevant
date, been sold but not delivered, or

(ii)

for the purchase of currency for the purpose of settling the
purchase of an asset which has, on the relevant date, been
purchased but not delivered;

the conversion is to take place during a period which is (i)

where the contract is in connection with the delivery of a listed
security, a period commencing on the date of the contract and
extending for the usual period of settlement as laid down by the
rules of the relevant stock exchange or regulated market, or

(ii)

where the contract is in connection with the delivery of any
other asset, a period commencing on the date of the contract
and extending for 20 working days thereafter; and

the contract is listed or has been entered into with an approved
counterparty.

Shares in a group undertaking
4.2

(1)

The value of any shares held in a group undertaking must not exceed:
(a)

where the shares held are in an insurance undertaking or insurance
holding company the value, determined in accordance with the
Valuation of Assets Rules (other than rule 4.14(1)(a) to (c)), of its
surplus assets;

(b)

where the shares held are not in an insurance undertaking or insurance
holding company the greater of:
(i)

the value, determined in accordance with the Valuation of Assets
Rules (other than rule 4.14(1)(a) to (c)) of its surplus assets, and
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(ii)
(2)

The surplus assets of a group undertaking are its total assets excluding:
(a)

(b)

the assets that are selected to cover liabilities and, in the case of a group
undertaking which is an insurance undertaking, to cover the notional
required minimum margin;
assets that are interests directly or indirectly held in:
(i)
(ii)

(3)

the value of those shares as determined under rule 4.8.

the group undertakingÕs own capital (as defined in the relevant
regulatory requirements for that undertaking), or
the insurerÕs capital;

(c)

where the group undertaking carries on long-term insurance business,
profit reserves and future profits;

(d)

assets which represent either a long-term insurance fund or a fund the
allocation of which as between policy holders and other purposes has
yet to be determined;

(e)

amounts due, or to become due, in respect of share capital, or other
contributions from members of the group undertaking, subscribed or
called for but not fully paid up; and

(f)

assets that cannot effectively be made available or realised to meet
losses (if any) arising in the insurer, including assets that represent
capital not owned, directly or indirectly, by the insurer.

The assets selected in (2)(a) to be excluded from the total assets:
(a)

where the group undertaking is an insurance undertaking, must be
identified and valued in accordance with relevant regulatory
requirements as to the value, admissibility, nature, location or matching
that apply to the assets available to cover its liabilities (determined
under the relevant regulatory requirements) and the notional required
minimum margin;

(b)

where the group undertaking is not an insurance undertaking, must be
of a value at least equal to the amount of its liabilities, determining that
value and that amount in accordance with the Valuation of Assets Rules
(other than 4.14(1)(a) to (c)) and the Determination of Liabilities Rules;
and

(c)

in both cases, must not include:
(i)

assets falling within (2)(b), or
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(ii)
(4)

assets falling within (2)(e) where the amount is due, or to
become due, from a group undertaking.

For the purposes of (3), the relevant regulatory requirements must be treated
as if:
(a)

where rule 2.10 (or its equivalent in a designated state or territory)
applies, the insurance undertaking satisfies the condition in rule
2.10(1); and

(b)

rules 4.14(1)(a) to (c) (or their equivalent in a designated state or
territory) do not apply.

Debts due or to become due from a group undertaking
4.3

The value of any debt due, or to become due, from a group undertaking must
not exceed the amount reasonably expected to be recovered in respect of the
debt taking into account only the value of:
(a)

the assets identified in 4.2(2)(a); and

(b)

any security held in respect of the debt.

Assets sold to or purchased from an approved credit institution or an
approved investment firm subject to an agreement for resale or
repurchase
4.4

(1)

Where an insurer has sold securities to or purchased securities from an
approved credit institution or an approved investment firm and such sale or
purchase was made subject to an agreement that the approved credit
institution or approved investment firm would, either on demand by the
insurer or within six months of such sale or purchase, subsequently sell to or
purchase from the insurer equivalent securities, then if at the relevant date
such subsequent sale or purchase has not taken place and the conditions
specified in (2) and either (3) or (4) (as appropriate) are satisfied, the insurer (a)

(b)

must value (i)

securities sold by it under such agreement as if such securities
had been retained by it, and

(ii)

assets provided by it as consideration for the purchase of
securities under such agreement as if such consideration had
not been provided by it; and

must not ascribe a value to -
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(2)

(i)

any consideration received for the sale of securities under such
agreement (or any assets purchased by it with such
consideration) up to the limit of the value of the securities sold,
or

(ii)

any securities purchased by it under such agreement (or any
assets purchased with the proceeds of the sale of any such
securities) up to the limit of the consideration (valued in
accordance with generally accepted accounting concepts, bases
and policies or other generally accepted methods appropriate to
insurers) provided by it.

The condition specified in this paragraph is that where at any time after the
sale or purchase of securities by the insurer under an agreement described in
(1) (a)

the amount of the consideration received by the insurer for the sale of
the securities fell below the value of the securities sold by it; or

(b)

the value of the securities purchased by the insurer fell below the value
of the consideration provided by it,

by more than 2.5% of the value of the securities sold or purchased, as the case
may be, the insurer demanded additional consideration whose amount was
equal to the shortfall and such demand was complied with before the end of
the working day next following the day on which such shortfall occurred.
(3)

The conditions specified in this paragraph are that where the insurer purchases
securities from an approved credit institution or an approved investment firm
and the consideration provided by the insurer is other than by way of sale of
securities (a)

(b)

the securities purchased are (i)

approved securities,

(ii)

listed securities, or

(iii)

securities issued by an approved credit institution; and

the securities purchased (i)

do not include securities (other than approved securities) issued
by the same counterparty whose aggregate value amounts to
more than 15% of the value of the securities purchased, or

(ii)

in the event that the condition in (b)(i) is not satisfied, do not
include securities whose value when aggregated with the
insurer's existing exposure to assets of the same description or
37
21 June 2001

to the same counterparty would exceed the appropriate
permitted asset exposure limit or permitted counterparty
exposure limit determined in accordance with rule 4.14 and
Appendix 4.2.
(4)

The conditions specified in this paragraph are that where the insurer sells
securities to an approved credit institution or an approved investment firm (a)

(b)

(c)

the consideration provided by the approved credit institution or
approved investment firm is (i)

cash,

(ii)

approved securities,

(iii)

listed securities,

(iv)

securities issued by an approved credit institution,

(v)

a charge over assets set out in (i) to (iv),

(vi)

a letter of credit established with an approved credit institution,
or

(vii)

a guarantee provided by an approved credit institution;

the consideration does not include (i)

except to the extent that the condition in (ii) is satisfied,
consideration whose amount when aggregated with the
insurer's existing exposure to assets of the appropriate
description or to the relevant counterparty would exceed the
appropriate permitted asset exposure limit or p e r m i t t e d
counterparty exposure limit determined in accordance with rule
4.14 and Appendix 4.2, or

(ii)

consideration, more than 15% of the aggregate amount of
which takes the form of securities (other than approved
securities) issued by, letters of credit established with,
guarantees provided by, cash deposited with, a charge over
cash deposited with or a charge over securities issued by, the
same counterparty; and

the consideration to be provided by the insurer for the subsequent
purchase of equivalent securities is (i)

where the consideration for the original purchase by the
approved credit institution or approved investment firm was
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(wholly or in part) cash, cash denominated in the same
currency, and
(ii)

(5)

(6)

(7)

where the consideration was (wholly or in part) securities,
securities equivalent to the securities provided by way of
consideration.

For the purposes of this rule, where the insurer has received consideration in
respect of any other sale of the kind described in (1), in addition to any other
exposure to assets or to a counterparty (a)

if such consideration takes the form of a letter of credit established
with, or a guarantee provided by, an approved credit institution, then it
must be treated as giving rise to exposure to that institution by the
amount of the consideration;

(b)

if such consideration takes the form of a charge over securities, then it
must be treated as giving rise to exposure to securities of the same
description and to the issuer of those securities by the amount of the
consideration; and

(c)

if such consideration takes the form of cash deposited with another
party for the benefit of the insurer, or a charge over cash deposited
with another party, then it must be treated as giving rise to exposure to
that party by the amount of the consideration.

For the purposes of this rule, the amount of any consideration is (a)

where the consideration provided is a letter of credit established with
an approved credit institution, the lower of the amount made available
under the letter of credit and the value of the assets sold;

(b)

where the consideration is a guarantee provided by an approved credit
institution, the lower of the amount of the guarantee and the value of
the assets sold; or

(c)

where the consideration takes the form of assets of the types mentioned
in (4)(a)(i) to (iv), or a charge over such assets, the value of the assets
determined in accordance with the Valuation of Assets Rules.

Where an insurer has entered into a number of agreements described in (1),
for the purposes of (3) and (4) of this rule (a)

any or all agreements under which the subsequent sale or purchase has
not taken place at the relevant date may be treated as one agreement;
and
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(b)

in such case, the 15% limits in (3)(b)(i) and (4)(b)(ii) must be
calculated by reference to the aggregate of the value of the securities
purchased under (3) and the amount of any consideration under (4).

Debts and other rights
4.5

(1)

The value of any secured debt due, or to become due, to an insurer, other than
a debt to which rule 4.3 or (2), (3) or (7) of this rule applies, is (a)

in the case of any such debt which is due, or will become due, within
12 months of the relevant date (including any debt which would
become due within that period if the insurer were to exercise any right
to which it is entitled to require payment of it), the amount which can
reasonably be expected to be recovered in respect of that debt (due
account being taken of the nature and quality of the security and the
terms and conditions for payment); and

(b)

in the case of any other such debt, the amount which would reasonably
be paid by way of consideration for an immediate assignment of the
debt (due account being taken of the nature and quality of the security
and the terms and conditions for payment).

(2)

Any debt due, or to become due, to an insurer under a letter of credit must be
left out of account for the purposes of the Valuation of Assets Rules.

(3)

In the case of long-term insurance business carried on by an insurer, the value
of any debt due, or to become due, to the insurer which is secured on a policy
of insurance issued by the insurer and which (together with any other debt
secured on that policy) does not exceed the amount payable on a surrender of
that policy at the relevant date must be the amount of that debt.

(4)

The value of any unsecured debt due, or to become due, to an insurer, other
than a debt to which rule 4.3, (5) or (7) of this rule or rule 4.10 or 4.13 applies,
is (a)

in the case of any such debt which is due, or will become due, within
12 months of the relevant date (including any debt which would
become due within that period if the insurer were to exercise any right
to which it is entitled to require payment of it), the amount which can
reasonably be expected to be recovered in respect of that debt (due
account being taken of the terms and conditions for payment); and

(b)

in the case of any other such debt, the amount which would reasonably
be expected to be paid by way of consideration for an immediate
assignment of the debt (due account being taken of the terms and
conditions for payment).
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(5)

Subject to (6), the value of any rights of the insurer under a contract of
reinsurance to which it is a party is the amount which can reasonably be
expected to be recovered in respect of those rights.

(6)

(5) does not apply to -

(7)

(a)

rights under a contract of reinsurance in respect of long-term
insurance business except to the extent that debts are due under such
contracts; or

(b)

debts to which rule 4.3 applies which are due or to become due.

Any debt due, or to become due, to the insurer (a)

from an intermediary in respect of money advanced on account of
commission to which that intermediary is not absolutely entitled at the
relevant date;

(b)

in respect of unpaid share capital of the insurer;

(c)

from a company of which it is a subsidiary undertaking where such
debt is subordinated debt; or

(d)

which is a debt to which (8) applies,

must be left out of account for the purposes of the Valuation of Assets Rules.
(8)

For the purposes of (7)(d), this paragraph applies to a debt which is a debt
owed in respect of premiums (due account being taken of rebates, refunds and
commissions payable) which is recorded in the insurerÕs accounting records as
due and payable and has been outstanding for more than three months.

(9)

In the case of general insurance business carried on by an insurer, the value of
any subrogation rights of the insurer is the amount which can reasonably be
expected to be recovered by virtue of the exercise of those rights.

(10)

In the case of general insurance business carried on by an insurer, the value of
any salvage right of the insurer is the amount which can reasonably be
expected to be recovered by virtue of the exercise of that right.

(11)

The value of any right to recover assets transferred by way of initial margin
must be determined (a)

where the initial margin was a payment in cash, as if there were a debt
owed to the insurer for that amount; and

(b)

where the initial margin took the form of a transfer of securities, as if
there were a debt owed to the insurer of an amount equal to the value
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of such securities as determined in accordance with the Valuation of
Assets Rules.
(12)

The value of any rights arising under a derivative contract to which rule 4.12
does not apply, or under a contract or asset having the effect of a derivative
contract to which rule 4.12 does not apply, is the value of any right to recover
assets transferred by way of initial margin together with the value of any other
unconditional right to receive a specified amount.

(13)

This rule does not apply to any rights (other than debts due) in respect of (a)

investments in group undertakings;

(b)

securities or beneficial interests in a limited partnership;

(c)

units or other beneficial interests in a collective investment scheme;

(d)

a derivative contract, except as provided under (11) or (12); or

(e)

a contract or asset which has the effect of a derivative contract other
than as provided under (11) or (12) or under rule 4.13(4) or (5).

Land
4.6

(1)

(2)

The value given to any land of an insurer (other than land held by the insurer
as security for a debt or to which (2) or rule 4.11 applies) must not be greater
than the amount which (after deduction of the reasonable expenses of sale)
would be realised if the land were sold at a price equal to the most recent
proper valuation of that land which has been provided to the insurer, and any
such land of which there is no proper valuation must be left out of account for
the purposes of the Valuation of Assets Rules.
The value of any interest in land which is determinable upon the death of any
person or upon the happening of some other future event or at some future
time is the amount which would reasonably be paid by way of consideration
for an immediate transfer of it.
Equipment

4.7

(1)

The value of any computer equipment of an insurer (a)

in the financial year of the insurer in which it is purchased, must be
not greater than three-quarters of the cost to the insurer;

(b)

in the next financial year, must be not greater than one-half of that
cost;

(c)

in the second financial year thereafter, must be not greater than onequarter of that cost; and
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(d)
(2)

in any subsequent financial year, must be left out of account for the
purposes of the Valuation of Assets Rules.

The value of any office machinery (other than computer equipment), furniture,
motor vehicles and other equipment of an insurer, must be, in the financial
year of the insurer in which it is purchased, not greater than one-half of the
cost to the insurer and must be, in any subsequent financial year, left out of
account of the purposes of the Valuation of Asset Rules.
Securities and beneficial interests in limited partnerships

4.8

(1)

Subject to (2), this rule applies to the valuation of investments comprising
securities and beneficial interests in limited partnerships and, for the purposes
of (6), investments includes loans.

(2)

This rule does not apply to the valuation of securities which are -

(3)

(a)

derivative contracts;

(b)

[deleted];

(c)

units or other beneficial interests in collective investment schemes,
except as provided in rule 4.9(2); or

(d)

contracts or assets having the effect of derivative contracts, except as
provided in rule 4.13(4).

Subject to (5) and (6) and rule 4.13, the value of an investment to which this
rule applies is (a)

where the investment is transferable and (4) does not apply, the market
value; and

(b)

where the investment is transferable and (4) applies, the lower of -

(c)

(i)

the market value, and

(ii)

the amount which would reasonably be expected to be received
by way of consideration for an assignment or transfer of the
investment at a date not later than 12 months after the relevant
date, it being assumed that negotiations for the assignment or
transfer commenced on the relevant date and the assignment or
transfer was made other than to the issuer or to an associate or
an associated company of the issuer or of the insurer; and

where the investment is not transferable -
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(i)

the amount payable on redemption on the relevant date or the
most recent date before the relevant date on which the issuer of
the investment could have been required to redeem the
investment, or

(ii)

where the investment cannot be redeemed, the amount which
would reasonably be paid by way of compensation for the
surrender of the interest in the investment.

(4)

This paragraph applies where it is not reasonable to assume that, had
negotiations for the assignment or transfer of the investment commenced not
more than seven working days before the relevant date, the investment could
have been assigned or transferred on the relevant date for an amount not less
than 97.50% of the market value other than to the issuer or an associate or
associated company of the issuer or of the insurer.

(5)

(4) is taken not to apply if it applies by reason only that -

(6)

(a)

the listing of the investment has been temporarily suspended following
receipt of price sensitive information by the stock exchange on which
the investment is listed or the regulated market on which facilities for
dealing have been granted; or

(b)

the extent of the holding would prevent an orderly disposal of the
investment for an amount equal to or greater than 97.50% of the
market value.

Where an insurer has made more than one unlisted ÔinvestmentÕ (other than a
number of ÔinvestmentsÕ exclusively comprising loans) and the value of such
ÔinvestmentsÕ when taken together is greater than the aggregate of the values
of each ÔinvestmentÕ valued separately, then such higher value may be
ascribed to the ÔinvestmentsÕ if it is reasonable to assume that none of the
ÔinvestmentsÕ would be assigned or transferred separately.
Beneficial interests in collective investment schemes

4.9

(1)

Subject to (3), this rule applies to holdings of units or other beneficial interests
in (a)

a scheme falling within the UCITS Directive.

(b)

an authorised unit trust scheme or a recognised scheme within the
meaning of Part XVII of the Act (not falling within (a)); or

(c)

any other collective investment scheme where (i)

the scheme does not employ derivative contracts unless they
are contracts to which rule 4.12 applies;
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(2)

(3)

(ii)

the scheme does not employ contracts or assets having the
effect of derivative contracts unless they have the effect of
derivative contracts to which rule 4.12 applies; and

(iii)

the property of the scheme does not include assets other than
those for the valuation of which provision is made in the
Valuation of Assets Rules.

The value of units or other beneficial interests in a collective investment
scheme to which this rule applies is (a)

where the issuer can be required to purchase the units or other
beneficial interests from the holder upon the holder giving notice of
one month or less, the price at which the issuer would have purchased
the units or other beneficial interests on the relevant date or the most
recent date before the relevant date on which it could have been
required to make such a purchase; and

(b)

where the issuer cannot be required to purchase the units or other
beneficial interests as set out in (a), a value determined in accordance
with rule 4.8.

Other than as provided in rule 4.13(4), this rule does not apply to units or other
beneficial interests in a collective investment scheme which has the effect of a
derivative contract.
Deferred acquisition costs

4.10

In the case of general insurance business, the value of deferred acquisition
costs is the value as determined in accordance with generally accepted
accounting concepts, bases and policies or other generally accepted methods
appropriate to insurers.
Reversionary interests etc.

4.11

The value of any long-term insurance business asset of an insurer consisting
of an interest in land which is a remainder, reversionary interest, right of fee
subject to a liferent or other future interest, whether vested or contingent, is
the amount which would reasonably be paid by way of consideration for an
immediate transfer or assignment of it.
Derivative contracts

4.12

(1)

The value of rights (other than rights to recover assets transferred by way of
initial margin) under a derivative contract to which this rule applies is (a)

in the case of a listed derivative contract, the market value; and
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(b)

in the case of an unlisted derivative contract, the amount which would
reasonably be paid by way of consideration for closing out that
contract,

in either case taking into account the market value of any assets which, at the
relevant date, have been transferred by way of variation margin13.
(2)

(3)

This rule applies to an Ôapproved derivative contractÕ which is ÔcoveredÕ and (a)

which is held in connection with a contract or asset of the type
described in (3) for the purposes of reduction of investment risks or
efficient portfolio management; or

(b)

which has the effect of an Ôapproved derivative contractÕ held in
connection with a contract or asset of the type described in (3) for such
purposes14.

The contract or asset described in this paragraph is either (a)

an Ôapproved derivative contractÕ or a contract or asset having the
effect of an Ôapproved derivative contractÕ either of which, when taken
together with the Ôapproved derivative contractÕ the rights under which
are being valued in accordance with this rule, would have the effect
that the insurer either holds an asset for the valuation of which
provision is made in the Valuation of Assets Rules or holds an
Ôapproved derivative contractÕ in connection with such an asset; or

(b)

an asset for the valuation of which provision is made in the Valuation
of Assets Rules, being neither a derivative contract nor a contract or
asset having the effect of a derivative contract.

(4)

For the purposes of this rule, an Ôapproved derivative contractÕ is covered if it
does not require a ÔsignificantÕ provision to be made in respect of it pursuant
to rule 5.315.

(5)

For the purposes of determining in accordance with (4) whether a required
provision is ÔsignificantÕ, regard must be had to the obligations of the insurer
under the contract and the volatility of the assets identified by the insurer as
being suitable to cover such obligations; and the required provision in respect
of any one derivative contract must be treated as significant if (a)

the aggregate provision required in respect of all contracts having a
similar effect is significant; or

13

See Section 8 of Guidance Note 4.2
See Section 4 of Guidance Note 4.2
15
See Sections 6 and 9 of Guidance Note 4.2
14
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(b)
(6)

(7)

the aggregate provision required in respect of all contracts with which
it is connected is significant.

In this rule approved derivative contract means a derivative contract which (a)

is listed or has been entered into with an approved counterparty16;

(b)

the insurer reasonably believes may be readily closed out17; and

(c)

is either a contract for differences to which (7) applies, or a futures
contract or an option to which (8) applies.

This paragraph applies to (a)

a contract for differences under which the amount payable by either
party is calculated solely by reference to fluctuations in any of the
following, namely (i)

the value of an asset for the valuation of which provision is
made in the Valuation of Assets Rules;

(ii)

the amount of income from such an asset over a defined period;

(iii)

an index of such assets, being an index in respect of which a
derivative contract is listed; or

(iv)

a national index of retail prices published by or under the
authority of a government of a state belonging to Zone A as
defined in the Banking Co-ordination Directive.

or an arithmetic average thereof; and
(b)

(8)

a contract under which the amount payable by either party is calculated
by reference to the difference between the market value and the
amortised value of any asset for the valuation of which provision is
made in the Valuation of Assets Rules 18.

This paragraph applies to a futures contract or an option which in either case
provides for the acquisition or disposal of assets for the valuation of all of
which provision is made in the Valuation of Assets Rules at a price which is
determined by one or more of the following methods -

16

See Section 3 of Guidance Note 4.2
See footnote 16
18
See Section 7 of Guidance Note 4.2
17
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(a)

for each date on which the contract may be completed or the option
exercised, the price is a fixed amount under the terms of the contract or
option;

(b)

it is determined by reference to the market value or the amortised value
of an asset for the valuation of which provision is made in the
Valuation of Assets Rules or the amount of income over a defined
period from such an asset; or

(c)

it is determined by reference to an index of the kind mentioned in
(7)(a)(iii) or (iv) or an arithmetic average thereof.

Contracts and assets having the effect of derivative contracts
4.13

(1)

Subject to (3), for the purposes of the Valuation of Assets Rules, a contract has
the effect of a derivative contract if it is a contract (other than a derivative
contract) which provides, whether upon the exercise of a right by the insurer or
otherwise (a)

for payment (at any time) of amounts which are determined by
fluctuations in (i)

the value of property of any description;

(ii)

an index of the value of property of any description;

(iii)

income from property of any description; or

(iv)

an index of income from property of any description;

(b)

for delivery of an asset other than an asset for the valuation of which
provision is made in rule 4.7 to or by the insurer; or

(c)

for the conversion of an asset held by the insurer or another party to (i)

an asset of a different type, or

(ii)

a different asset of the same type.

(2)

Subject to (3), for the purposes of the Valuation of Assets Rules an asset has
the effect of a derivative contract if the asset is an asset (other than an
approved security or an asset falling within rule 4.9(1)(a)) and the holding of
the asset confers contractual rights or imposes contractual obligations to make
or accept payment, delivery or conversion as set out in (1)(a) to (c).

(3)

A contract or asset does not have the effect of a derivative contract by reason
only that -
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(a)

(4)

it provides for the unconditional delivery of assets, or for the payment
for unconditional delivery of assets, such delivery or payment to be
made within a period commencing at the date of the contract and
extending (i)

in the case of a listed security, for the usual period for delivery
or payment as determined by the rules of the stock exchange or
regulated market on which the securities are listed or facilities
for dealing have been granted, or

(ii)

in any other case, for no more than 20 working days;

(b)

it is a contract of the type described in rule 4.1(8) in respect of which
the conditions set out in rule 4.1(9) have been satisfied; or

(c)

it is a transaction to which rule 4.4(1) applies.

Rights in respect of a contract or asset which has the effect of a derivative
contract to which rule 4.12 applies must (a)

where the asset is a security, be valued in accordance with rule 4.8;

(b)

where the asset comprises units or other beneficial interests in a
collective investment scheme, be valued in accordance with rule 4.9;
and

(c)

where the asset is a debt or other right, be valued in accordance with
rule 4.5.

(5)

Rights in respect of a contract or asset having the effect of a derivative
contract to which rule 4.12 does not apply must be valued in accordance with
rule 4.5(12).

(6)

For the purposes of determining whether a contract or asset has the effect of a
derivative contract to which rule 4.12 applies, it must be treated as having the
effect of a derivative contract which is listed or transacted with an approved
counterparty if it is itself listed or so transacted.

Assets to be taken into account only to a specified extent
4.14

(1)

Subject to (5) and (6), the aggregate value of the assets of an insurer as
determined in accordance with the Valuation of Assets Rules must, for any of
the purposes for which the Valuation of Assets Rules apply, be reduced by an
amount representing the aggregate of (a)

the amount by which the insurer is exposed to assets of any description
in excess of the permitted asset exposure limit for assets of that
description;
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(b)

the amount by which the insurer is exposed to a counterparty in excess
of the permitted counterparty exposure limit for such counterparty;

(c)

the amount by which the insurer has an excess concentration with a
number of counterparties;

(d)

the value of any assets transferred to or for the benefit of the insurer in
pursuance of a condition in a derivative contract to which rule 4.12(2)
does not apply or a related contract; and

(e)

the value of any assets transferred to or for the benefit of the insurer in
pursuance of a contract having the effect of a derivative contract to
which rule 4.12(2) does not apply or a related contract,

as determined in accordance with Appendix 4.2.
(2)

Where an insurer is exposed to assets of any description in excess of the
permitted asset exposure limit for such assets, the reduction required to be
made by (1)(a) must be made (a)

by deducting (as far as possible) the amount of the excess from the
assets of that description held by the insurer; and

(b)

where the insurer does not hold sufficient assets of that description to
eliminate the excess (or does not hold any assets of that description) by
making an appropriate deduction from the aggregate value of the assets
which the insurer would otherwise be permitted to take into account
for any of the purposes for which the Valuation of Assets Rules apply.

(3)

Where an insurer is required to make a reduction in accordance with (1)(b),
(c), (d) or (e), the reduction must be made by making a deduction from the
aggregate value of the assets which the insurer would otherwise be permitted
to take into account for any of the purposes for which the Valuation of Assets
Rules apply.

(4)

Where an insurer carrying on long-term insurance business has attributed
assets partly to a long-term insurance business fund and partly to its other
assets, any reduction required to be made by this rule must be made in the
same proportion as the attribution.

(5)

Assets of an insurer comprising (a)

approved securities or any interest accrued on them;

(b)

debts to which rule 4.5(3) applies;

(c)

rights to which rule 4.5(5), (9) or (10) applies;

(d)

debts in respect of premiums;
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(e)

moneys due from, or guaranteed by, the government of any state which
belongs to Zone A as defined in Banking Co-ordination Directive;

(f)

shares in or debts due or to become due from a dependant;

(g)

holdings in a scheme falling within the UCITS Directive; or

(h)

deferred acquisition costs,

must not be taken into account in any of the calculations described in (1).
(6)

Where an insurer has entered into any contracts providing for the payment of
index linked benefits, the provisions of (1)(a) will not apply to assets of that
insurer to the extent that they are held to match liabilities in respect of such
benefits.
____________________________
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Chapter 5
DETERMINATION OF LIABILITIES
__________________________
Application19
5.1

These Determination of Liabilities Rules apply with respect to the
determination of the amount of liabilities of an insurer.
Long-term and general insurance business

5.2

(1)

Subject to the Determination of Liabilities Rules, the amount of liabilities of an
insurer must be determined in accordance with generally accepted accounting
concepts, bases and policies or other generally accepted methods appropriate
for insurers.

(2)

In determining under (1) the amount of liabilities of an insurer, all contingent
and prospective liabilities must be taken into account including all liabilities in
respect of cumulative preference share capital but excluding other liabilities in
respect of share capital20.
Provision for adverse changes

5.3

(1)

An insurer which has or may have (following the exercise of any right by the
insurer or any other party) an obligation to which this rule applies to deliver
assets or make a payment must (a)

at all times identify the assets held by it which it considers to be the
most suitable to cover such obligations; and

(b)

make prudent provision for the effect on Ôthe amount of its excess
assetsÕ of adverse variations between the value of the assets identified
and the value of the assets which it is or may be obliged to deliver or
the amount of the payment which it is or may be obliged to make.21

(2)

For the purposes of (1), the insurer must take into account all reasonably
foreseeable adverse variations and must have particular regard to past
volatility in the value of the assets concerned (or assets of a similar nature) and
the possibility of adverse changes in such volatility in the future.

(3)

For the purposes of this rule -

19

For the application of the Determination of Liabilities Rules to the financial reporting requirements in Chapter
9, see rule 9.13
20
For guidance on the treatment of certain hybrid capital instruments, see Guidance Note 2.1
21
For guidance on this rule in respect of derivatives, see paragraph 9.3 of Guidance Note 4.2
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the amount of its excess assets means the difference between the aggregate
value of its assets (other than linked assets to the extent that they are held to
match property linked liabilities), determined in accordance with the
Valuation of Assets Rules, and the amount of its liabilities (other than property
linked liabilities or liabilities for which provision is made in accordance with
this rule).
(4)

(5)

Subject to (5), this rule applies to an obligation (a)

under a contract relating to investments of the kinds mentioned in item
C under the heading ÔAssetsÕ in paragraph 9 of Part I of the insurance
accounts rules (whether such contract constitutes an asset or liability of
the company);

(b)

undertaken for the purposes of, or in connection with the making of,
investments of the kind mentioned in (a); or

(c)

under a contract providing for the purchase, sale or exchange of
currency.

This rule does not apply to a contract to the extent that it relates to, or is for
the purposes of the making of an investment in, or is in connection with the
making of an investment in, land which is to be occupied by the insurer and
used by the insurer for the conduct of its business.
Provision for related undertakings

5.3A

(1)

(2)

An insurer must make provision in respect of a related undertaking that is an
insurance undertaking or insurance holding company:
(a)

where the related undertaking is also a subsidiary undertaking of the
insurer, for the whole of any deficit in the assets available to cover
liabilities or represent the notional required minimum margin; and

(b)

in any other case, for the proportionate share of any such deficit.

For the purposes of (1), the identification and valuation of assets available to
cover liabilities must be determined in accordance with rule 4.2(3), except that
any liability which is a debt due to the insurer need not be valued at more than
the value placed on that debt as an asset of the insurer.
General insurance business liabilities

5.4

The amount of insurance liabilities which are general insurance business
liabilities must be determined in accordance with the provisions of Section D
of Chapter II of Part I of the insurance accounts rules.
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Relevant co-insurance operations: general insurance business
5.5

Where a relevant insurer determines the amount of a liability in order to make
provision for outstanding claims arising under a relevant co-insurance
operation, then, if the leading insurance undertaking has informed the
relevant insurer of the amount of the provision made by the leading insurance
undertaking for such claims, the amount determined by the relevant insurer (a)

must be at least as great as the amount of the provision made by the
leading insurance undertaking; or

(b)

in a case where it is not the practice in the United Kingdom to make
such provision separately, must be sufficient, when all liabilities are
taken into account, to include provision at least as great as that made
by the leading insurance undertaking for such claims,

due regard being had in either case to the proportion of the risk covered by the
relevant insurer and by the leading insurance undertaking respectively.
Long-term liabilities
5.6

(1)

The determination of the amount of long-term insurance business liabilities
(other than liabilities which have fallen due for payment before the relevant
date) must (a)

(b)

(i)

the reasonable expectations of policy holders, and

(ii)

any relevant guidance of the Government Actuary22; and

make proper provision for all liabilities on prudent assumptions that
include appropriate margins for adverse deviation of the relevant
factors.

(2)

The determination must take account of all prospective liabilities as
determined by the policy conditions for each existing contract, taking credit
for premiums payable after the relevant date.

(3)

Without prejudice to the generality of (1), the amount of the long-term
insurance business liabilities must be determined in compliance with rules 5.7
to 5.17 and must take into account, inter alia, the following factors (a)

22

be made on actuarial principles having due regard to Ð

all guaranteed benefits, including guaranteed surrender values;

See IPRU (INS) Volume 3.
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(b)

vested, declared or allotted bonuses to which policy holders are already
either collectively or individually contractually entitled;

(c)

all options available to the policy holder under the terms of the
contract;

(cc)

discretionary charges and deductions, in so far as they do not exceed
the reasonable expectations of policy holders;

(d)

expenses, including commissions; and

(e)

any rights under contracts of reinsurance in respect of long-term
insurance business.

Method of calculation
5.7

(1)

Subject to (2), (3) and (4), the amount of the long-term insurance business
liabilities must be determined separately for each contract by a prospective
calculation.

(2)

A retrospective calculation may be applied to determine the liabilities where a
prospective method cannot be applied to a particular type of contract or
benefit, or where the insurer can demonstrate that the resulting amount of the
liabilities would be no lower than would be required by a prudent prospective
calculation.

(3)

Appropriate approximations or generalisations may be made where they are
likely to provide the same, or a higher, result than individual calculations of
the same amount of the liabilities in respect of each contract.

(4)

Where necessary, additional amounts must be set aside on an aggregated basis
for general risks which are not individualised.

(5)

The method of calculation of the amount of the liabilities and the assumptions
used must not be subject to discontinuities from year to year arising from
arbitrary changes and must be such as to recognise the distribution of profits in
an appropriate way over the duration of each policy.

(6)

The determination of the amount of liabilities for contracts under which the
policy holder is eligible to participate in any established surplus must have
regard to the level of the premiums under the contracts, to the assets held in
respect of those liabilities, and to the custom and practice of the insurer in the
manner and timing of the distribution of profits or the granting of discretionary
additions, as the case may be.
Avoidance of future valuation strain

5.8

The amount of the liability determined in respect of a group of contracts of
insurance must not be less than such amount as, if the assumptions adopted for
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the valuation were to remain unaltered and were fulfilled in practice, would
enable liabilities similarly determined at all times in the future to be covered
from resources arising solely from the contracts and the assets covering the
amount of the liability determined at the current valuation.
Valuation of future premiums
5.9

(1)

Where further specified premiums are payable by the policy holder under a
contract (not being a linked long-term contract) under which the policy holder
is eligible to participate in any established surplus and benefits (other than
benefits arising from a distribution of profits) are determined from the outset
in relation to the total premiums payable under the contract, then, subject to
(4) and rule 5.10 (a)

where the premiums under the contract are at a uniform rate
throughout the period for which they are payable, the premiums to be
valued must be not greater than such level premiums as, if payable for
the same period as the actual premiums under the contract and
calculated according to the rates of interest and rates of mortality or
disability which are to be employed in calculating the liability under
the contract, would have been sufficient at the outset to provide for the
benefits under the contract according to the contingencies upon which
they are payable, exclusive of any additions for profits, expenses or
other charges; and

(b)

where the premiums under the contract are not at a uniform rate
throughout the period for which they are payable, the premiums to be
valued are to be not greater than such premiums as would be
determined on the principles set out in (a) modified as appropriate to
take account of the variations in the premiums payable by the policy
holder in each financial year,

but a premium to be valued must in no year be greater than the amount of the
premium payable by the policy holder.
(2)

Where the terms of the contract have changed since the contract was first
made (the terms of the contract being taken to change for the purposes of this
paragraph if the change is indicated in an endorsement on the policy but not if
a new policy is issued), then, for the purposes of (1), one of the following
assumptions must be made, namely that(a)

the change from the date it occurred was provided for in the contract
when it was made;

(b)

the terms of the contract are those which apply from the date of the
change except that a single premium is payable, at the date of the
change, of an amount equal to the liability under the policy
immediately before the change, calculated on a basis consistent with
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the Determination of Liabilities Rules and with the premiums actually
payable from the date of the change; or
(c)

(3)

the contract is in two parts, the first of which is for the benefits
purchased by the actual premiums payable from the date of the change
under the insurerÕs scales of premiums at that date, and the second of
which is for all other benefits under the policy for which no premiums
are payable after that date.

Where under a contract (not being a linked long-term contract) the policy
holder is eligible to participate in any established surplus, and (a)

each premium paid increases the benefits (other than benefits arising
from a distribution of profits) provided under the contract; or

(b)

the amount of a premium payable in future is not determinable until it
comes to be paid,

future premiums and the corresponding liability may be left out of account so
long as adequate provision is made against any risk that the increase in the
liabilities of the insurer resulting from the payment of future premiums might
exceed the amount of the premiums.
(4)

An alternative valuation method to that described in (1) to (3) may be used
where it can be demonstrated that the alternative method results in reserves no
less, in aggregate, than would result from the use of the method described in
those paragraphs.
Acquisition expenses

5.10

(1)

Subject to (3), in order to take account of acquisition expenses, the maximum
annual premium to be valued under rule 5.9 may (subject to (2)) be increased
by an amount not greater than the equivalent, taken over the whole period of
premium payments and calculated according to the rates of interest and rates
of mortality or disability employed in valuing the contract, of 3.5% (or the
Ôdefined percentageÕ, if it is lower than 3.5%) of the relevant capital sum
under the contract.

(2)

For the purposes of (1), the defined percentage is the percentage arrived at by
taking (for all contracts of the same type as the contract in question for which
an adjustment is made) the average of the percentages of the relevant capital
sum under each such contract that represent the acquisition costs incurred
which, after allowing for the effects of taxation, might reasonably be expected
to be recovered from the premiums payable under the contract.

(3)

The amount of a future premium valued must not exceed the amount of the
premium actually payable by the policy holder.

(4)

For the purposes of this rule 58
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(a)

for contracts other than temporary assurances, the relevant capital sum
under a contract must be arrived at in accordance with rule 2.12(4);
and

(b)

for temporary assurances, the relevant capital sum must be the sum
assured on the relevant date.

Rates of interest
5.11

(1)

The rates of interest to be used in calculating the present value of future
payments by or to an insurer must be no greater than the rates of interest
determined from a prudent assessment of the yields on existing assets
attributed to the long-term insurance business and, to the extent appropriate,
the yields which it is expected will be obtained on sums to be invested in the
future.

(2)

For the purposes of (1), the assumed yield on an asset attributed to the longterm insurance business, before any adjustment to take account of the effect of
taxation, must not exceed the yield on that asset calculated in accordance with
(3) to (7), reduced by 2.5% of that yield.

(3)

For the purpose of calculating the yield on an asset (a)

the asset must be valued in accordance with the Valuation of Assets
Rules, excluding any provision under which assets may be taken at
lower book values for the purposes of any investigation to which rule
9.4 applies; and

(b)

the future income from any asset required to be taken into account
(whether interest, dividends or repayment of capital) must be reduced
by a proportion corresponding to such of the excess exposure to assets
of that description, calculated in accordance with paragraph 12 of Part
I of Appendix 4.2, as may reasonably be attributed to such assets.

(4)

For fixed interest securities, the yield on an asset, subject to (7), is that annual
rate of interest which, if used to calculate the present value of future payments
of interest before the deduction of tax and the present value of repayments of
capital, would result in the sum of those amounts being equal to the value of
the asset.

(5)

For variable interest investments (that is to say, investments which are not
fixed interest securities) that are equity shares other than those within (5A) or
land, the yield on an asset, subject to (7), is the ratio to the value of the asset of
the income before deduction of tax which would be received in the period of
12 months following the relevant date on the assumption that the asset will be
held throughout that period and that the factors which affect income will
remain unchanged. Account must be taken of any changes in those factors
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known to have occurred by the relevant date and in particular, without
prejudice to the generality of the foregoing, of -

(5A)

(a)

any known changes in the rental income from property or in dividends
on equity shares;

(b)

any forecast changes in dividends which have been publicly announced
by the relevant date;

(c)

the effect of any alterations in capital structure; and

(d)

the value (at the most recent date for which it is known at the relevant
date) of any determinant of the amount of any future interest payment,
that value being deemed to remain unaltered for all subsequent dates.

For variable interest investments that are equity shares in companies subject
to, or drawing up accounts as if subject to, legislation implementing the
Accounts Directives, or which draw up a set of accounts in accordance with
International Accounting Standards Committee accounting standards or US
generally accepted accounting practice, the yield on an asset, subject to (7A),
must be the ratio to the value of the asset of(a)

A + B; or

(b)

2 times A,

whichever is lower,
where A = the income which would be received if it were calculated in
accordance with (5),
and B = half the excess (if any) of the Ôrelevant amountÕ over A, but if B is
less than zero, then it is treated as zero.
(5B)

For the purposes of (5A), the relevant amount in relation to equity shares
must be the issuing companyÕs profits after taxation from its ordinary activities
for the preceding financial year, in so far as attributable to those equity
shares, so however, without prejudice to the generality of the foregoing, that
account is taken of the effect of any alterations in capital structure.

(5C)

For the purposes of (5B), the issuing companyÕs profits after taxation from its
ordinary activities for the preceding financial year must be derived from
accounts drawn up in accordance with legislation implementing the Accounts
Directives or, if accounts are not drawn up in accordance with the Accounts
Directives, from accounts drawn up in accordance with International
Accounting Standards Committee accounting standards or US generally
accepted accounting practice.
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(5D)

Where (5A) applies, and a companyÕs accounting period is longer or shorter
than a year, the amount of profits or losses for that period must be annualised,
and the annualised figure must be used to calculate the yield.

(6)

Subject to (6A), for variable interest investments (that is to say, investments
which are not fixed interest securities) other than equity shares or land, the
yield on an asset, subject to (7), is that annual rate of interest which, if used to
calculate the present value of future payments of interest, before deduction of
tax, and the present value of repayments of capital, where applicable, would
result in the sum of these amounts being equal to the value of the asset, on the
assumption that (a)

the value of any determinant of the amount of the next interest rate
payment and capital repayment made during the following 12 months
will be the value of that determinant at the most recent date for which
it is known at the relevant date;

(b)

the amount of future interest payments and capital repayments will
take account, where appropriate, of -

(c)

(i)

the right of either party to have the investment repaid, and

(ii)

an assumed yield on other comparable investments made in the
future not exceeding an amount determined in accordance with
(8) to (10); and

indices and all other factors which affect future income payments or
capital repayments will remain unchanged after the relevant date.

(6A)

For investments in collective investment schemes given a value as an asset in
accordance with rule 4.9, the yield may be determined as the weighted average
of the yields (as determined by this rule) on each of the investments held by
the collective investment scheme.

(7)

In calculating the yield on an asset under this rule (a)

(b)

if the asset does not consist of equity shares or land (i)

a prudent adjustment must be made to exclude that part of the
yield estimated to represent compensation for the risk that the
income from the asset might not be maintained or that capital
repayments might not be received as they fall due, and

(ii)

in making that adjustment, regard must be had wherever
possible to the yields on risk-free investments of a similar term
in the same currency; and

for assets which are equity shares or land, adjustments to yields must
be made as appropriate to exclude that part, if any, of the yield from
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each Ôcategory of assetÕ that is needed to compensate for the risk that
the aggregate income from that Ôcategory of assetÕ, taking one year
with another, might not be maintained: for this purpose, a category of
asset comprises assets of a similar nature, type and degree of risk.
(7A)

Notwithstanding (7)(b), for equity shares within (5A), adjustments to yields
must be made as appropriate to exclude that part, if any, of the yield from each
Ôcategory of assetÕ that is needed to compensate for the risk that the aggregate
profits earned by a company might not be maintained; and for the purposes of
this paragraph, category of asset has the same meaning as in (7)(b).

(8)

To the extent that it is necessary to make an assumption about the yields which
will be obtained on sums to be invested in future, the yield must be determined
in accordance with (9) and (10).

(9)

Where the liabilities are denominated in sterling, the yield assumed, before
any adjustment to take account of the effect of taxation (a)

on any investment to be made more than three years after the relevant
date must not exceed the lowest of (i)

the Ôlong-term gilt yieldÕ current on the relevant date,

(ii)

3% per annum, increased by two thirds of the excess, if any, of
the Ôlong-term gilt yieldÕ current on the relevant date over 3%
per annum, or

(iii)

6.5% per annum,

where the long-term gilt yield means the annualised equivalent of the
15 year yield for United Kingdom Government fixed-interest securities
jointly compiled by the Financial Times, the Institute of Actuaries and
the Faculty of Actuaries; and
(b)

on any investment to be made three years or less after the relevant date
must not exceed the assumed yield determined under (2) adjusted
linearly over the same three years to the yield determined in
accordance with (9)(a).

(10)

Where the liabilities are denominated in currencies other than sterling, the
yield must be determined on assumptions that are as prudent as those made
under (9).

(11)

In no case may a rate of interest determined for the purposes of (1) exceed the
adjusted overall yield on assets calculated as the weighted average of the
reduced yields on the individual assets arrived at under (2); and when that
weighted average is calculated -
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(12)

(a)

the weight given to each investment must be its value as an asset
determined in accordance with the Valuation of Assets Rules,
excluding any provision under which assets may be taken at lower
book values for the purposes of any investigation to which rule 9.4
applies; and

(b)

except in relation to the rate of interest used in valuing payments of
property linked benefits, both the yield and the value of any linked
assets must be omitted from the calculation.

For the purpose of determining the rates of interest to be used in valuing a
particular category of contracts, the assets may, where appropriate, be
notionally apportioned between different categories of contracts.
Rates of mortality and disability

5.12

The amount of the liability in respect of any category of contract must, where
relevant, be determined on the basis of prudent rates of mortality and disability
that have regard to the State of the commitment.
Expenses

5.13

(1)

Provision for expenses, whether implicit or explicit, must be not less than the
amount required, on prudent assumptions, to meet the total net cost, after
taking account of the effect of taxation, that would be likely to be incurred in
fulfilling contracts if the insurer were to cease to transact new business 12
months after the relevant date.

(2)

The provision mentioned in (1) must have regard to, among other things, the
insurerÕs actual expenses in the last 12 months before the relevant date and to
the effects of inflation on future expenses on prudent assumptions as to the
future rates of increase in prices and earnings.
Options

5.14

(1)

Provision must be made on prudent assumptions to cover any increase in
liabilities caused by policy holders exercising options under their contracts of
insurance.

(2)

Where a contract includes an option whereby the policy holder could secure a
guaranteed cash payment within 12 months following the relevant date, the
provision for that option must be such as to ensure that the value placed on the
contract is not less than the amount required to provide for the payments that
would have to be made if the option were exercised.

(3)

Where a contract includes an option whereby the policy holder could secure a
cash payment but (2) does not apply, the provision for that option must be
such as to ensure that, if the assumptions adopted for the valuation of the
contract are fulfilled in practice Ð
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(4)

(a)

the resulting value (and therefore the provision) is not less than the
amount required to provide for the payment which would have to be
made if the option were exercised; and

(b)

the payment when it falls due is covered from resources arising solely
from the contract and from the assets covering the amount of the
liability determined at the current valuation.

For the purposes of (3) the amount of a cash payment secured by the exercise
of an option is assumed to be Ð
(a)

(b)

in the case of an accumulating with-profits policy, the lower of Ð
(i)

the amount which would reasonably be expected to be paid if
the option were exercised, having regard to the representations
of the insurer; and

(ii)

that amount, disregarding all discretionary adjustments; and

in the case of any other policy to which this rule applies, the amount
which would reasonably be expected to be paid if the option were
exercised, having regard to the representations of the insurer, without
taking into account any expectations regarding future distributions of
profits or the granting of discretionary additions in respect of an
established surplus or in anticipation of such additions.

Contracts not to be treated as assets
5.15

No long-term insurance contract may be treated as an asset.
No credit for profits from voluntary discontinuance

5.16

No allowance may be made in the valuation for the voluntary discontinuance
of any contract if the amount of the liability so determined would, as a result,
be reduced.
Nature and term of assets

5.17

The determination of the amount of long-term insurance business liabilities
must take into account the nature and term of the assets representing those
liabilities and the value placed upon them and must include prudent provision
against the effects of possible future changes in the value of the assets on (a)

the ability of the insurer to meet its obligations arising under the for
long-term insurance business contract as they arise; and

(b)

the adequacy of the assets to meet the liabilities as determined in
accordance with rules 5.7 to 5.16.
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Chapter 6
GENERAL INSURANCE BUSINESS: EQUALISATION RESERVES
________________________
PART I
PRELIMINARY
6.1

For the purposes of these Equalisation Reserves Rules, business is accounted
for on an accident year basis in respect of a financial year if, in the accounts
and statements required to be deposited with the FSA pursuant to rule 9.6, it is
accounted for using Forms 21, 22 and 23 under the Accounts and Statements
Rules, and business is accounted for on an underwriting year basis if it is
accounted for using Forms 24 and 25 specified in those rules.

6.2

In the Equalisation Reserves Rules, references to a numbered class of general
insurance business are references to the class.

6.3

For the purposes of the Equalisation Reserves Rules, the rate of conversion
from the Euro to the pound sterling is the rate applicable on the last day of the
preceding October for which the rate was published in the Official Journal of
the Communities.
PART II
BUSINESS OTHER THAN CREDIT INSURANCE BUSINESS
Part II application

6.4

(1)

Subject to (2), this part of the Equalisation Reserves Rules applies to the
business listed in (3) when it is carried on by an insurer (a)

whose head office is in the United Kingdom;

(b)

whose insurance business in the United Kingdom is restricted to
reinsurance; or

(c)

whose head office is not in an EEA State.

(2)

This part of the Equalisation Reserves Rules does not apply to any insurer
which is an assessable mutual.

(3)

This part of the Equalisation Reserves Rules applies to general insurance
business falling within any of the following -
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(4)

(a)

accounting class 6 and corresponding proportional reinsurance treaty
business categories;

(b)

direct, facultative and proportional reinsurance treaty consequential
loss risks;

(c)

accounting classes 3 and 4 and corresponding reinsurance treaty
business categories;

(d)

nuclear risks; and

(e)

non-proportional reinsurance treaty business categories corresponding
to business in accounting class 6 and non-proportional reinsurance
treaty consequential loss risks.

For the purposes of (3), any business falling within (d) is treated as if it did not
fall within (a), (b), (c) or (e).
Part II equalisation reserve

6.5

(1)

Subject to (2), a Part II insurer must maintain an equalisation reserve in
respect of Part II business in accordance with rules 6.6 to 6.10.

(2)

Rules 6.6 to 6.10 do not apply to (a)

Part II business where net premiums written in a financial year of an
insurer in respect of all that business are (i)

less than 1,500,000 Euro, or

(ii)

less than 4% of net premiums written in that financial year in
respect of all its general insurance business and less than
2,500,000 Euro,

and the insurer has no equalisation reserve to be brought forward from
the previous financial year; and
(b)

Part II business carried on outside the United Kingdom by an insurer
whose head office is not in the United Kingdom.

Business groups
6.6

(1)

For the purposes of applying this part of the Equalisation Reserves Rules, a
Part II insurer must classify its Part II business into separate business groups
comprising (a)

business group A - business falling within rule 6.4(3)(a);

(b)

business group B - business falling within rule 6.4(3)(b);
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(2)

(c)

business group C - business falling within rule 6.4(3)(c);

(d)

business group D - business falling within rule 6.4(3)(d); and

(e)

business group E - business falling within rule 6.4(3)(e).

The insurer must further divide its insurance business falling within each
business group into business accounted for on an accident year basis and
business accounted for on an underwriting year basis.
Transfers to and from the equalisation reserve

6.7

(1)

At the end of each financial year, a Part II insurer must make transfers to the
equalisation reserve and transfers from the equalisation reserve in accordance
with (2) to (6).

(2)

The insurer must calculate Ð
(a)

the aggregate value of transfers to be made to the equalisation reserve
in accordance with Part I of Appendix 6.1; and

(b)

the aggregate value of transfers to be made from the equalisation
reserve in accordance with Part II of Appendix 6.1.

(3)

Subject to (5), if the aggregate value of transfers to be made to the
equalisation reserve exceeds the aggregate value of transfers to be made from
the equalisation reserve, the insurer must transfer an amount equal to the
excess to the equalisation reserve.

(4)

Subject to (5), if the aggregate value of transfers to be made from the
equalisation reserve exceeds the aggregate value of transfers to be made to the
equalisation reserve, the insurer must transfer from the equalisation reserve
an amount equal to such excess, or the amount of the equalisation reserve
brought forward from the previous financial year (in this rule referred to as the
previous year's equalisation reserve), whichever is the lower.

(5)

If the value of the Ôprevious yearÕs equalisation reserveÕ together with the
aggregate value of transfers to be made to the equalisation reserve, less the
aggregate value of transfers to be made from the equalisation reserve,
exceeds the maximum reserve calculated in accordance with Part III of
Appendix 6.1, the insurer must transfer such an amount as is necessary to
make the equalisation reserve equal to the maximum reserve.
Transfers of business by insurer

6.8

(1)

If a Part II insurer transfers to another body all its rights and obligations under
any general policies (whether by novation or pursuant to a transfer approved
under Part VII of the Act), Appendix 6.1 applies to that insurer at the end of
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the financial year in which such transfer takes place with the following
modifications.
(2)

For the purposes of calculating amounts to be transferred to the equalisation
reserve (pursuant to Part I of Appendix 6.1) and the business group maximum
applicable to the insurerÕs business (pursuant to Part III of that Appendix), net
premiums written in respect of policies which were the subject of the transfer
must be excluded.

(3)

If all the insurerÕs rights and obligations under all general policies falling
within a business group have been transferred, the business group maximum
for that business group is zero.
Transfers of business to insurer

6.9

(1)

If a Part II insurer acquires from another body (the transferor) all the
transferorÕs rights and obligations under any general policies (whether by
novation or pursuant to a transfer approved under Part VII of the Act),
Appendix 6.1 applies to that insurer at the end of the financial year in which
such acquisition takes place with the following modifications.

(2)

Where consideration payable in respect of the acquisition is accounted for by
the insurer as an adjustment to premiums -

(3)

(a)

for the purposes of calculating amounts to be transferred to the
equalisation reserve (pursuant to Part I of Appendix 6.1) and the
business group maximum applicable to the insurerÕs business (pursuant
to Part III of that Appendix), net premiums earned or net premiums
written, as the case may be, must be adjusted by any amounts in
respect of such consideration; and

(b)

for the purposes of calculating amounts to be transferred from the
equalisation reserve (pursuant to Part II of Appendix 6.1), net
premiums earned or net premiums written, as the case may be, must
include any amounts in respect of such consideration.

Where consideration payable in respect of the acquisition is accounted for by
the insurer as an adjustment to claims (a)

for the purposes of calculating amounts to be transferred from the
equalisation reserve (pursuant to Part II of Appendix 6.1), net
premiums earned or net premiums written, as the case may be, is such
amount as would have been calculated had such consideration been
accounted for by the insurer as an adjustment to premiums; and

(b)

for the purposes of calculating amounts to be transferred from the
equalisation reserve (pursuant to Part II of Appendix 6.1 ), net claims
incurred or net claims paid, as the case may be, must be calculated as
if such adjustment had not been made.
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(4)

For the purposes of (2) and (3), consideration payable in respect of the
acquisition must be apportioned between business groups (and within each
business group between business accounted for on an accident year basis and
business accounted for on an underwriting year basis) according to the
business groups within which the general policies which are the subject of the
acquisition fall.

(5)

For the avoidance of doubt, an adjustment to premiums or claims for the
purposes of (2) and (3) may, in either case, be by way of addition or
deduction, as appropriate.

(6)

In any financial year following that of the acquisition, Appendix 6.1 applies
with the following modifications.

(7)

Where any consideration payable in respect of the acquisition was accounted
for by the insurer as an adjustment to premiums, for the purposes of
calculating amounts to be transferred from the equalisation reserve pursuant to
Part II of Appendix 6.1, net premiums earned must include an appropriate
amount in respect of the consideration for the transfer.

(8)

Where consideration payable in respect of the acquisition was accounted for
by the insurer as an adjustment to claims, for the purposes of calculating
amounts to be transferred from the equalisation reserve pursuant to Part II of
Appendix 6.1, net premiums earned must be taken to be such amount as
would have been calculated had the consideration been accounted for by the
insurer as an adjustment to premiums.
Transfers from equalisation reserve where net premiums written fall
below specified limits

6.10

(1)

This rule applies to a Part II insurer where (a)

the insurer has carried on Part II business for no less than five
financial years and net premiums written in respect of all that business
in two or more of the four financial years preceding the financial year
in question are less than the amounts specified in rule 6.5(2)(a)(i) or
(ii), as the case may be; or

(b)

the insurer has carried on Part II business for less than five financial
years and the Ôaverage net premiums writtenÕ in respect of all that
business in those years is less than the amounts specified in rule
6.5(2)(a)(i) or (ii), as the case may be;

and the insurer has an equalisation reserve to be brought forward from the
preceding financial year, and net premiums written in the last financial year in
question in respect of Part II business are less than the amounts specified in
rule 6.5(2)(a)(i) or (ii), as the case may be.
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(2)

In this rule, average net premiums written means the average amount of net
premiums written in respect of that business in a financial year and any
previous financial years ending on or after 23 December 1996.

(3)

For the purposes of (2), if any of the financial years which the insurer is
required to take into account for the calculation of Ôaverage net premiums
writtenÕ has been validly extended or shortened, the value of net premiums
written in that financial year is the amount represented by the formula NPW x 365
d
where Ð
NPW means net premiums written in the financial year concerned; and
d means the number of days falling in that financial year.

(4)

The insurer to which (1) applies must, as at the end of the financial year in
question, make a transfer from the equalisation reserve of such an amount as
is necessary to reduce the equalisation reserve to zero.
PART III
CREDIT INSURANCE BUSINESS
Part III application

6.11

(1)

(2)

This part of the Equalisation Reserves Rules applies to (a)

every UK insurer which carries on credit insurance business; and

(b)

every non-EEA insurer which carries on credit insurance business in
the United Kingdom.

This part of the Equalisation Reserves Rules does not apply (a)

in the case of a UK insurer, where the net premiums written in any
financial year in respect of its credit insurance business are less than
4% of the total net premiums written by it in that financial year and
less than 2,500,000 Euro; or

(b)

in the case of a non-EEA insurer, where the net premiums written in
any financial year in respect of its credit insurance business carried on
through a branch in the United Kingdom are less than 4% of the total
net premiums written by it in that financial year in respect of business
carried on through that branch and less than 2,500,000 Euro.
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Part III equalisation reserve
6.12

A Part III insurer must maintain an equalisation reserve in respect of credit
insurance business carried on by the insurer in accordance with Appendix 6.2.
__________________________
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Matching: general requirement
7.1

(1)

Where an insurerÕs ÔliabilitiesÕ in any particular currency exceed 5% of its
total ÔliabilitiesÕ, the insurer must hold sufficient Ôassets in that currencyÕ to
cover at least 80% of its ÔliabilitiesÕ in that currency.

(2)

Where an insurer carries on both long-term and general insurance business,
the requirements of (1) apply to the ÔassetsÕ and ÔliabilitiesÕ of each kind of
business separately.

(3)

Where a contract of insurance expresses any ÔliabilityÕ in terms of a particular
currency, that ÔliabilityÕ must be regarded as a ÔliabilityÕ in that currency.

(4)

For the purposes of this chapter assets means assets of the kind referred to in rule 4.1(2) (linked assets), and
assets valued in accordance with the Valuation of Assets Rules;
liabilities means provision by an insurer to cover liabilities arising under or in
connection with contracts of insurance (not being liabilities relating to
insurance business excluded by rule 7.6); and
references to assets in a currency (or similar expressions) are construed as
references to ÔassetsÕ expressed in or capable of being realised (without
exchange risk) in that currency; and an ÔassetÕ is capable of being realised
(without exchange risk) in a currency if it is reasonably capable of being
realised in that currency without risk that changes in exchange rates would
reduce the cover of ÔliabilitiesÕ in that currency.
Matching: property linked benefits

7.2

(1)

In so far as the ÔliabilitiesÕ for property linked benefits and index linked
benefits are covered by the assets which determine the benefits payable under
a linked long term contract, rule 7.1 does not apply.

(2)

In so far as the ÔliabilitiesÕ for property linked benefits are determined by
reference to Ôassets in a currencyÕ other than that in which the insurerÕs
obligations to the policy holder are expressed, those ÔliabilitiesÕ are for the
purposes of rule 7.1 to be treated as ÔliabilitiesÕ in the first-mentioned
currency.
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Matching: currency of general business liabilities
7.3

(1)

The currency of an insurerÕs general insurance business liabilities must, for
the purposes of rule 7.1, be determined as follows.

(2)

Where the ÔliabilitiesÕ are not expressed as ÔliabilitiesÕ in terms of a particular
currency, they must be treated as ÔliabilitiesÕ in the currency of the country in
which the risk is situated or, if the insurer on reasonable grounds so decides,
in the currency in which the premium payable under the contract is expressed.

(3)

However, the insurer may treat its ÔliabilitiesÕ as ÔliabilitiesÕ in the currency
which it will use in accordance with past experience or, in the absence of such
experience, in the currency of the country in which it is established (a)

for contracts covering risks falling within general insurance business
classes 4, 5, 6, 7, 11, 12 and 13 (producer's liability only); and

(b)

for contracts covering risks falling within any other general insurance
business class where, in accordance with the nature of the risks, the
insurerÕs ÔliabilitiesÕ are ÔliabilitiesÕ to be provided in a currency other
than that which would result from the application of (2).

(4)

Where a claim has been notified to an insurer and the insurerÕs ÔliabilityÕ in
respect of that claim is payable in a currency other than one which would
result from the application of the above provisions, the insurer must regard its
ÔliabilityÕ as a ÔliabilityÕ in the currency in which the insurer is actually
obliged to pay it.

(5)

Where a claim is assessed in a currency which is known to the insurer in
advance but which is different from a currency which would result from the
application of the above provisions, the insurer may regard its ÔliabilityÕ as a
ÔliabilityÕ in that currency.
Matching: exception for certain liabilities

7.4

An insurer need not cover its ÔliabilitiesÕ by Ôassets in a particular currencyÕ if
application of the Currency Matching and Localisation Rules would result in
the insurer being obliged to hold Ôassets in a currencyÕ amounting to 7% or
less of the remainder of its Ôassets in other currenciesÕ.
Localisation

7.5

(1)

Subject to (2), ÔassetsÕ held pursuant to rule 7.1 must be held (a)

if they cover ÔliabilitiesÕ in sterling, in any EEA State;

(b)

if they cover ÔliabilitiesÕ in any other currency, in any EEA
State or in the country of that currency.
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(2)

In the case of a relevant co-insurance operation and a relevant insurer,
ÔassetsÕ held pursuant to rule 7.1 must be held in any EEA State.

(3)

For the purpose of applying (1) and (2) to tangible ÔassetsÕ and ÔassetsÕ
consisting of a claim against a debtor or a listed or unlisted investment (a)

a tangible ÔassetÕ is to be treated as held in the place where it is
situated;

(b)

an ÔassetÕ consisting of a claim against a debtor is to be treated as held
in any place where it can be enforced by legal action;

(c)

an ÔassetÕ consisting of a listed investment is to be treated as held in
any place where -

(d)

(i)

there is a stock exchange (of the kind described in paragraph
(a) of the definition of listed) where it is listed, or

(ii)

there is a regulated market where it is dealt in; and

an ÔassetÕ consisting of an unlisted investment issued by a company is
to be treated as held in the place where the head office of that company
is situated.

Exclusions from rules 7.1 to 7.5
7.6

(1)

(2)

Nothing in rules 7.1 to 7.5 applies to (a)

insurance business carried on by a UK insurer outside the EEA States;

(b)

insurance business carried on by any other insurer outside the United
Kingdom; or

(c)

reinsurance business (unless it is facultative reinsurance written by an
insurer who also carries on insurance business that is not reinsurance).

Nothing in rule 7.5 applies to the classes of general insurance business in the
groups numbered 3 and 4 in Part II of Annex 11.2.
Location of assets representing margin of solvency of non-EEA insurer

7.7

Without prejudice to rule 7.5 (a)

the ÔassetsÕ covering a UK margin of solvency maintained under rule
2.1(2)(b) by a non-EEA insurer which is not a Swiss general insurer
must be held -
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(b)

(i)

up to an amount at least equal to the appropriate guarantee fund
or minimum guarantee fund (whichever is the greater), within
the United Kingdom, and

(ii)

as to the remainder, within the EEA States; and

the ÔassetsÕ covering an EEA margin of solvency maintained under rule
2.1(3)(e) by a non-EEA insurer which is not a Swiss general insurer
must be held (i)

up to an amount at least equal to the appropriate guarantee fund
or minimum guarantee fund (whichever is the greater) within
the EEA States where the insurer carries on insurance business
(or in any one or more of them), and

(ii)

as to the remainder, within the EEA States.

_________________________
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DEPOSITS
Making and amount of deposit
8.1

(1)

Subject to (2), a non-EEA insurer which has permission under the Act to carry
on direct insurance business, other than a Swiss general insurer, must make
and maintain a deposit in the United Kingdom with an approved credit
institution which is no less than the minimum.

(2)

Where Ð
(a)

the insurer carries on insurance business in the United Kingdom and
one or more other EEA States; and

(b)

the FSA and the appropriate supervisory authority or authorities in the
EEA States have agreed that this rule should apply,

the insurer must make and maintain the deposit with such person as may be
agreed between the FSA and the other authority or authorities.
Part II
LOCATION OF ACCOUNTS AND RECORDS
8.2

A non-EEA insurer which is not a Swiss general insurer must keep in the
United Kingdom proper accounts and records in respect of insurance business
carried on in the United Kingdom.
Part III
RULES APPLICABLE TO BRANCHES

8.3

An insurer which has its head office outside the United Kingdom (other than a
pure reinsurer which has a Treaty right under Schedule 4 to the Act, or a Swiss
general insurer) must appoint and maintain the appointment of a chief
executive (who alone or jointly with one or more others, is responsible for the
conduct of its business through an establishment in the United Kingdom) and
an authorised UK representative (who is resident in the United Kingdom and
is authorised to act generally, and to accept service of any document, on behalf
of the insurer in the United Kingdom).
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8.4

A Swiss general insurer must appoint and maintain the appointment of an
authorised UK representative as described above.

8.5

An insurer which has its head office outside the United Kingdom (other than a
pure reinsurer which has a Treaty right under Schedule 4 to the Act) must be
entitled to undertake insurance business under its national law.

______________________
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9.20
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Part I
ACCOUNTS AND STATEMENTS
Application
9.1

These Accounts and Statements Rules apply to every insurer other than (a)

an EEA deposit insurer, in relation to insurance business carried on by
it outside the United Kingdom; or

(b)

a Swiss general insurer, in relation to general insurance business
carried on by it outside the United Kingdom.

Interpretation
9.2

(1)

In rules 9.25 to 9.27, 9.29, 9.30 and 9.32, and in the Appendices relevant to the
Accounts and Statements Rules, unless the context otherwise requires, words
and expressions not defined in IPRU (INS) which are used in the insurance
accounts rules have the same meanings as in those rules.

(2)

In the Accounts and Statements Rules Ð
(a)

any reference to long-term insurance business or general insurance
business is, in relation to an EEA-deposit insurer, to long-term
insurance business or general insurance business carried on by it
through a branch in the United Kingdom; and

(b)

any reference to general insurance business is, in relation to a Swiss
general insurer, to general insurance business carried on by it through
a branch in the United Kingdom,

and accordingly any reference to, or requirement imposed in respect of, the
accounts and balance sheet (including any notes, statements, reports and
certificates annexed to them) is to, or imposes a requirement in respect of,
insurance business carried on through that branch.
(3)

In the Accounts and Statements Rules, any reference to long-term insurance
business or to general insurance business is (a)

in relation to an external insurer (other than a pure reinsurer), to its
entire long-term insurance business or to its entire general insurance
business and to any long-term insurance business or general insurance
business carried on by it through a branch in the United Kingdom; and
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(b)

in relation to a UK deposit insurer, to its entire long-term insurance
business or to its entire general insurance business and to any longterm insurance business or general insurance business carried on by it
through a branch in any EEA State,

and accordingly any reference to, or requirement imposed in respect of, the
accounts and balance sheet (including any notes, statements, reports and
certificates annexed to them) relevant to long-term insurance business or to
general insurance business is to, or imposes a requirement in respect of -

(4)

(5)

(i)

accounts prepared in respect of its entire long-term insurance business
or entire general insurance business; and

(ii)

accounts prepared in respect of the long-term insurance business or the
general insurance business carried on, in the case of an external
insurer, by the branch in the United Kingdom and, in the case of a UK
deposit insurer, by the branches in question in the EEA States taken
together.

In the Accounts and Statements Rules Ð
(a)

any reference to a numbered Form is a reference to the Form so
numbered in Appendices 9.1 to 9.4; and

(b)

references to a numbered class of insurance business are references to
the class so numbered in either Annex 11.1 or 11.2.

To the extent there is a contradiction between SUP 16.3 and the Accounts and
Statements Rules, the Accounts and Statements Rules apply.
Annual accounts and balance sheets

9.3

(1)

Subject to (2) and (3), an insurer must, with respect to each of its financial
years, prepare Ð
(a)

a revenue account for the year;

(b)

a balance sheet as at the end of the year; and

(c)

a profit and loss account for the year.

(2)

An insurer not trading for profit must, with respect to each of its financial
years, prepare an income and expenditure account for the year.

(3)

If a form is required for -

an account
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-

a balance sheet
a note
a statement
a report, or
a certificate attached to any of the above,

the account etc. must be in that form.
(4)

An insurerÕs financial year must be a 12 month period.
Periodic actuarial investigation of long-term insurer

9.4

(1)

(2)

Every long-term insurer (a)

must, once in every period of 12 months, cause an investigation to be
made into its financial condition in respect of its long-term insurance
business, by the person who for the time being is its appointed actuary
under the rules in SUP; and

(b)

when such an investigation has been made, or when at any other time
an investigation into the financial condition of the insurer in respect of
its long-term insurance business has been made with a view to the
distribution of profits, or the results of which are made public, must
cause an abstract of the appointed actuary's report of the investigation
to be made.

An investigation to which (1)(b) relates must include (a)

a determination of the liabilities of the insurer attributable to its longterm insurance business; and

(b)

a valuation of any excess over those liabilities of the assets
representing the long-term insurance fund or funds and, where any
rights of any long-term policy holders to participate in profits relate to
particular parts of such a fund, a valuation of any excess of assets over
liabilities in respect of each of those parts.

(3)

For the purposes of any investigation to which this rule applies, the value of
any assets and the amount of any liabilities must be determined in accordance
with the Valuation of Assets Rules and the Determination of Liabilities Rules.

(4)

The form and contents of any abstract under this rule must be in accordance
with the Accounts and Statements Rules.
Audit of accounts

9.5

(1)

The Ôaccounts and balance sheetsÕ of every insurer must be audited in
accordance with rule 9.35 by a person qualified in accordance with the rules in
SUP.
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(2)

In (1), the reference to accounts and balance sheets includes a reference to
any notes or statement or report annexed to them.
Deposit of accounts etc. with the FSA

9.6

(1)

Every ÔaccountÕ, Ôbalance sheetÕ, abstract or statement required by rules 9.3,
9.4 and 9.36A and any report of the auditor of the insurer made in pursuance
of rules 9.5 or 9.36E must be printed, and the Ôrequired copiesÕ must be
deposited with the FSA within the periods set out in the table below.
deposit period following the financial year end

financial year ending on or
after
31 December 2001
31 December 2002 and
following years
(2)

where the deposit is made
electronically or under rule
9.36A
4 months
3 months

otherwise
3 months and 15 days
2 months and 15 days

In (1), the reference to the required copies is to (a)

five printed copies of the document; or

(b)

one printed copy of the document and one copy of it in an electronic
form which may be readily used or translated by the FSA.

(3)

In the case of any document deposited under (1), except an auditorÕs report,
one of the printed copies, or, as the case may be, the printed copy, of the
document must be signed in accordance with rule 9.33.

(4)

In the case of any auditor's report deposited under (1), one of the printed
copies, or, as the case may be, the printed copy, of the document must be
signed by the auditor.

(5)

If within 24 months of the date of deposit, the FSA notifies the insurer that a
document deposited under (1) appears to it to be inaccurate or incomplete, the
insurer must consider the matter and within one month of the date of
notification it must correct any inaccuracies and make good any omissions and
deposit the relevant parts of the documents again.

(6)

There must be deposited with every revenue ÔaccountÕ and Ôbalance sheetÕ of
an insurer any report on the affairs of the insurer submitted to the
shareholders or policy holders of the insurer in respect of the financial year to
which the ÔaccountÕ and Ôbalance sheetÕ relate.

(7)

In this rule, any reference to an account or balance sheet includes a reference
to any note, or statement or report annexed to it by virtue of rule 9.3 and any
certificate annexed to it by virtue of rule 9.34.
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Right of policy holders to receive copies of deposited documents
9.7

An insurer must provide to any person (or the person who has already been
provided with a copy under (a)) within 30 days of the date of request (or, in
the case of (b), the date of deposit under rule 9.6(5)):
(a)

a copy of any of the documents last deposited by the insurer under rule
9.6(1);

(b)

a copy of any document deposited under rule 9.6(5) which corrects or
makes good any document provided under (a); and

(c)

a copy of any report deposited with any such document under rule
9.6(6),

where the deposit is made electronically, in the form (whether printed or
electronic) requested or, if the deposit is not made electronically, in printed
form, but (except in the case of (b)) the insurer may make a charge to cover its
reasonable costs, including those of printing and postage.
Documents deposited with the FSA
9.8

[deleted]
Documents deposited in Northern Ireland

9.9

[deleted]
Value of assets and amount of liabilities

9.10

Unless otherwise provided in the Accounts and Statements Rules, in the
documents which an insurer is required to prepare in accordance with the
Accounts and Statements Rules (a)

the value or amount given for an asset (other than a linked asset not
required to be valued in accordance with the Valuation of Assets Rules
by virtue of rule 4.1.(2)) or a liability of the insurer is the value or
amount of that asset or liability as determined in accordance with the
Valuation of Assets Rules and the Determination of Liabilities Rules at
the end of the financial year in question; and

(b)

in the case of a linked asset of the insurer (other than a linked asset
required to be valued in accordance with the Valuation of Assets Rules
by virtue of rule 4.1), the value given is the value of that asset as
determined in accordance with generally accepted accounting
concepts, bases and policies or other generally accepted methods
appropriate for insurers.
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Content and form of accounts
9.11

Every account, balance sheet, note, statement, report and certificate required to
be prepared by an insurer pursuant to rule 9.3(1), (2) and (3) (annual accounts
and balance sheets) must be prepared in the manner set out in the Accounts
and Statements Rules and must fairly state the information provided on the
basis required by the Accounts and Statements Rules.
Balance sheet

9.12

(1)

The balance sheet required to be prepared by an insurer under rule 9.3(1) must
comply with the requirements of Appendix 9.1 and must be in Forms 9 to 15
and 17 of that Appendix completed (as may be appropriate) as specified in (2)
to (8).

(2)

Form 9 must be completed by every insurer, other than a Swiss general
insurer or an EEA deposit insurer.

(3)

Form 10 must be completed by every insurer.

(4)

Forms 11 and 12 must be completed by every insurer which carries on
general insurance business, other than a Swiss general insurer or an EEA
deposit insurer.

(5)

Form 13 must be completed (as appropriate) (a)

by every insurer which carries on long-term insurance business in
respect of Ð
(i)

its total long-term insurance business assets; and

(ii)

the long-term insurance business assets appropriated by it in
respect of each long-term insurance fund or, where such assets
have been appropriated for a group of funds, those assets;

(b)

by every insurer in respect of its total assets other than long-term
insurance business assets;

(c)

by every external insurer (other than a pure reinsurer) in respect of
long-term insurance business or general insurance business carried on
by it through a branch in the United Kingdom in respect of those assets
which are (i)

deposited under rule 8.1,

(ii)

maintained in the United Kingdom, and

(iii)

maintained in the United Kingdom and the other EEA States;
and
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(d)

(6)

by every UK deposit insurer in respect of long-term insurance business
or general insurance business carried on by it through branches in the
EEA States in respect of those assets which are (i)

deposited under rule 8.1,

(ii)

maintained in the United Kingdom and such other EEA States
where insurance business is carried on, and

(iii)

maintained in the United Kingdom and the other EEA States.

Form 14 must be completed by every long-term insurer in respect of (a)

its total long-term insurance business liabilities and margins; and

(b)

the long-term insurance business liabilities and margins for each longterm insurance fund or where long-term insurance business assets
have been appropriate in respect of a group of funds, for the group.

(7)

Form 15 must be completed by every insurer except an insurer not trading for
profit which carries on only long-term insurance business.

(8)

For each Form 13 which an insurer is required to complete under (5)(a) or
(b), the insurer must complete Form 17 in respect of the same insurance
business; except that where in respect of that Form all amounts required to be
shown would be zero and no supplementary note would be required, Form 13
may instead be accompanied by a supplementary note to that effect and Form
17 may be returned in blank.
Profit and loss account

9.13

The profit and loss account required to be prepared by every insurer under
rule 9.3 must comply with the requirements of Appendix 9.1 and must be in
Form 16.
Revenue account

9.14

The revenue account to be prepared by every insurer under rule 9.3 (a)

in the case of an insurer carrying on general insurance business, must
comply with the requirements of Appendix 9.2 and must be in Form
20 and separate accounts must be prepared in Form 20 in respect of
each accounting class as well as a summary account in that Form in
respect of the whole of the general insurance business carried on by it;
and
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(b)

in the case of an insurer carrying on long-term insurance business,
must comply with the requirements of Appendix 9.3 and must be in
Form 40 and (i)

separate accounts must be prepared in Form 40 in respect of
each long-term insurance fund maintained by it; and

(ii)

where there is more than one fund for ordinary long-term
insurance business or for industrial assurance business, the
insurer must also prepare a summary Form 40 for ordinary
long-term insurance business or for industrial assurance
business, as the case may require.

Additional information on general insurance business (accounting classes
and discounting)
9.15

(1)

(2)

Every insurer which carries on general insurance business must, in
accordance with the requirements of Appendix 9.2, prepare in respect of each
accounting class (a)

Forms 21, 22 and 23 for insurance business accounted for on an
Ôaccident year basisÕ; and

(b)

Forms 24 and 25 for insurance business accounted for on an
Ôunderwriting year basisÕ.

For the purposes of (1), business must be taken to be accounted for on an
underwriting year basis where it relates to risks (a)

which have been reported previously under the Accounts and
Statements Rules on Forms 24 and 25;

(b)

in respect of which the claims outstanding for such insurance business
are calculated using the method described in paragraph 52 of the
insurance accounts rules; or

(c)

which have not previously been reported on any Form under the
Accounts and Statements Rules and which the insurer accounts for on
an Ôunderwriting year basisÕ,
and business not accounted for on an Ôunderwriting year basisÕ is taken
to be accounted for on an accident year basis.

(3)

Every insurer which, in respect of any financial year, includes in Form 22 or
25 amounts relating to adjustments for discounting must prepare Form 30 in
accordance with the requirements of Appendix 9.2.
Business categories for general insurance business (reinsurance treaties
accepted)
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9.16

(1)

Every insurer which carries on general insurance business must, for the
purposes of this rule, allocate its insurance business falling within accounting
classes 9, 10 and 11 to separate insurance business categories, that is to say (a)

accident and health (corresponding general insurance business classes
1 (other than Ô1(p)Õ) and 2);

(b)

motor (corresponding general insurance business classes Ô1(p)Õ, 3 and
10);

(c)

aviation (corresponding general insurance business classes Ô1(p)Õ, 5
and 11);

(d)

marine (corresponding general insurance business classes Ô1(p)Õ, 6 and
12);

(e)

transport (corresponding general insurance business class 7);

(f)

property (corresponding general insurance business classes 4, 8 and
9);

(g)

third party liability (corresponding general insurance business class
13); and

(h)

miscellaneous and pecuniary loss (corresponding general insurance
business classes 14, 15, 16, 17 and 18),

where 1(p) means the effecting or carrying out of contracts of insurance
against risks of death of, or injury to, passengers which normally fall within
class 1, to the extent that the insurer has elected to attribute such risks to
accounting class 2, 3 or 4, as appropriate.
(2)

An insurer may allocate its business falling within general insurance business
class 7 (goods in transit) to the aviation and marine insurance business
categories and not to the transport insurance business category and where
such allocation is made the aviation and marine insurance business categories
are referred to as aviation and transport and marine and transport
respectively.

(3)

Instead of allocating all insurance business falling within the classes of
general insurance business specified in any of (1)(a) to (h) to the insurance
business category stated in that sub-paragraph, an insurer may allocate such
insurance business to two or more separate insurance business categories,
each of which must consist only of insurance business which would otherwise
fall in the first-mentioned insurance business category.

(4)

Where insurance business is allocated to insurance business categories
pursuant to (3), the insurer must, in the Forms prepared in accordance with the
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requirements of Appendix 9.2, refer to each insurance business category so
created by a name which (a)

describes the general nature of the insurance business included; and

(b)

distinguishes that category from other insurance business categories.

Additional information on general insurance business (reinsurance
treaties accepted)
9.17

(1)

(2)

Every insurer which carries on general insurance business must, in relation to
each insurance business category to which insurance business has been
allocated for the purposes of rule 9.16, in accordance with the requirements of
Appendix 9.2 prepare (a)

Forms 26 and 27 for insurance business reported on Forms 21, 22 and
23; and

(b)

Forms 28 and 29 for insurance business reported on Forms 24 and
25.

Information relating to reinsurance treaties accepted which fall within more
than one insurance business category for the purpose of (1) must be shown (a)

in the Forms prepared for each such insurance business category
(amounts being apportioned as necessary); or

(b)

in the Forms prepared for the insurance business category within
which the greater part of the insurance business to which the treaty
relates falls,

and an explanation must be given in a supplementary note annexed to the
relevant form of the method used in any such apportionment or of the business
included in a form which falls outside the insurance business category to
which that form relates, as the case may require.
(3)

Unless an explanation is given in a supplementary note annexed to Form 26
or 28 (as appropriate) for the allocation of the information in question to a
different insurance business category (a)

where information relating to a reinsurance treaty accepted has been
given in respect of any financial year, information relating to that
treaty must be included in the same insurance business category in the
return prepared in respect of each later financial year; and

(b)

where a reinsurance treaty accepted relates to risks which are of a
similar description to those to which an earlier treaty (in relation to
which information has been given in respect of previous financial
year) related and covers those risks in similar proportions, information
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relating to the first-mentioned reinsurance treaty must be included in
the same insurance business category as information relating to the
earlier treaty.
Risk groups for general insurance business
9.18

(1)

Every insurer which carries on general insurance business must, in the
manner provided in this rule and for the purpose of the Forms specified in rule
9.19, classify the direct and facultative insurance business carried on by it in
each country into risk groups by reference to accounting classes 1 to 8 as
appropriate.

(2)

Each risk group classified for the purposes of this rule must comprise risks
within an accounting class insured by the insurer in each country which, in the
opinion of the directors, are not significantly dissimilar, either by reference to
the nature of the objects exposed to such risks or by reference to the nature of
the cover against such risks provided by the insurer.

(3)

Subject to (4), the insurer must classify its risks so that (a)

risks are not included in the same risk group where, having regard to
the patterns of risk, claims incurrence and settlement patterns, it is
necessary to group them separately for the purposes of applying
statistical methods (within the meaning of paragraph 47(1) of the
insurance accounts rules) in calculating the provision for claims
outstanding in accordance with generally accepted accounting practice;

(b)

claims-made policies are not included in the same risk group as
policies which are not claims-made policies;

(c)

policies falling within general insurance business class 14, 15, 16, 17
or 18 are not included in the same risk group as policies falling within
any other of those general insurance business classes, except that
policies falling within general insurance business class 14 may be
included in the same risk group as policies falling within general
insurance business class 15;

(d)

policies in respect of private motor car risks are not included in the
same risk group as policies in respect of other risks falling within
accounting class 2;

(e)

policies in respect of comprehensive private motor car risks are not
included in the same risk group as policies in respect of noncomprehensive private motor car risks; and

(f)

policies transferred to the insurer by way of a transfer under Part VII
of the Act are not included in the same risk group as other policies.
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(4)

(3) does not apply in relation to the risk groups mentioned in that paragraph
where, in the case of any financial year Ð
(a)

the gross premiums written for that year in respect of the risk group are
less than 2.5% of the world-wide gross premiums written for all
accounting classes for that year, or £500,000; or

(b)

the gross premiums written for that year in respect of the risk groups in
which policies would in accordance with that paragraph be included
(except the largest) are less than 0.5% of the world-wide gross
premiums written for all accounting classes for that year, or £100,000.

(5)

Subject to (2) to (4), an insurer may in respect of any accounting class include
all insurance business carried on by it in any country in any financial year as a
single risk group.

(6)

Notwithstanding the provisions of (2) to (4), an insurer may classify all
insurance business carried on by it in any country in respect of any accounting
class in any financial year as a single risk group, provided that gross
premiums written for that year in respect of that insurance business are less
than -

(7)

(8)

(a)

5% of the world-wide gross premiums written for all accounting
classes for that year; or

(b)

£500,000.

Notwithstanding the provisions of (1) to (4), no risk groups need be classified
by an insurer in respect of a country if the gross premiums written in respect
of insurance business falling within accounting classes 1 to 8 and carried on
in that country are less than (a)

1% of the world-wide gross premium written for all accounting classes
for that year; or

(b)

£100,000.

For the purposes of this rule and rule 9.19, home foreign business is to be
treated as though it were carried on in a different country from other insurance
business carried on in the United Kingdom.
Additional information on general insurance business (direct and
facultative business)

9.19

(1)

Every insurer which carries on general insurance business must, with respect
to the financial year in question and in relation to each country and each risk
group (as classified by it under rule 9.18), prepare in accordance with the
requirements of Appendix 9.2 95
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(a)

Form 31 for direct and facultative insurance business, other than
insurance business falling within accounting class 2, reported on
Forms 21, 22 and 23;

(b)

Form 32 for direct and facultative insurance business falling within
accounting class 2 reported on Forms 21, 22 and 23; and

(c)

Form 34 for direct and facultative insurance business reported on
Forms 24 and 25.

(2)

Where an insurer has reported insurance business with respect to any previous
financial year and relating to a country and a risk group in Form 31, 32 or 34
pursuant to (1), it must continue to report that insurance business for that
financial year in subsequent financial years for the same country and risk
group in Form 31, 32 or 34 (as appropriate).

(3)

Where any of Forms 31, 32 or 34 has been prepared in respect of the entire
insurance business of an insurer, no separate forms need be prepared (a)

in the case of an external insurer, in respect of insurance business
carried on by it through a branch in the United Kingdom; and

(b)

in the case of a UK deposit insurer, in respect of insurance business
carried on by it through a branch in any EEA State.

Additional information on general insurance business (direct and
facultative reconciliation business)
9.20

(1)

(2)

Every insurer which carries on general insurance business must, with respect
to the financial year in question and in accordance with the requirements of
Appendix 9.2, prepare (a)

Form 33 for insurance business reported on Forms 21, 22 and 23 but
not reported on Form 31 or 32; and

(b)

Form 35 for insurance business reported on Forms 24 and 25 but not
reported on Form 34.

No separate Form 33 or 35 need be prepared where, in the cases referred to in
rule 9.19(3)(a) or (b), no separate Forms 31, 32 or 34 need be prepared.
Currencies other than sterling

9.21

Every insurer which, in respect of a financial year, prepares a Form under
rules 9.17 or 9.19 containing figures in a currency other than sterling must
prepare Form 36 in accordance with the requirements of Appendix 9.2.
Additional information on general insurance business (other than credit
insurance business)
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9.22

(1)

This rule applies to Part II business and Part III business.

(2)

A Part II insurer and a Part III insurer must, in accordance with the
requirements of Appendix 9.2, prepare (a)

Form 37;

(b)

Form 38 for business reported on Forms 21, 22 and 23; and

(c)

Form 39 for business reported on Forms 24 and 25.

Additional information on long-term insurance business
9.23

Every insurer which carries on long-term insurance business must, in respect
of the financial year in question and in accordance with the requirements of
Appendix 9.3, prepare (a)

Forms 41 to 45 in respect of each revenue account prepared separately
under rule 9.14(b)(i); and

(b)

summary Forms 41 to 44 in respect of each summary Form 40
prepared under rule 9.14(b)(ii).

Forms to be annexed
9.24

The forms prepared pursuant to rules 9.15, 9.17 and 9.19 to 9.23 must be
annexed to the documents referred to in rules 9.12, 9.13 and 9.14.
Additional information on general insurance business: major treaty
reinsurers

9.25

23
24

(1)

Subject to the provisions of rule 9.28, an insurer which carries on general
insurance business must annex to the documents referred to in rules 9.12, 9.13
and 9.14, and relating to the financial year in question, a statement of (a)

the Ôfull nameÕ23 of each of its Ômajor treaty reinsurersÕ and the address
of the registered office or of the principal office in the country where it
is incorporated (or, in the case of an unincorporated body, of the
principal office) of each such reinsurer;

(b)

whether (and, if so, how) the insurer was at any time in the financial
year ÔconnectedÕ24 with any such reinsurer;

for the meaning of Ôfull nameÕ in this rule, see rule 9.28(4)
for the meaning of ÔconnectedÕ, in this rule, see rule 9.28(1)
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(c)

the amount of the reinsurance premiums payable in the financial year
to each such reinsurer in respect of (i)

general insurance business
reinsurance treaties; and

ceded under proportional

(ii)

general insurance business ceded under non-proportional
reinsurance treaties;

(d)

the amount of any debt of each such reinsurer to the insurer in respect
of general insurance business ceded under reinsurance treaties,
included at line 75 of Form 13;

(e)

the amount of any deposit received from each such reinsurer under
reinsurance treaties as included at line 31 of Form 15; and

(f)

the amount of any anticipated recoveries from each such reinsurer
under reinsurance treaties to the extent that such recoveries have been
taken into account by the insurer in determining the reinsurersÕ share
of technical provisions in respect of claims outstanding as shown at
line 61 of Form 13; except that, in respect of claims incurred but not
reported, such recoveries need only be included to the extent that they
are in respect of any specific occurrences for which provisions have
been allocated by the insurer,

or a statement that it has no Ômajor treaty reinsurerÕ.
(2)

For the purposes of this rule, a major treaty reinsurer of an insurer is a
another company (a)

25

to which (whether alone or with any company which is ÔconnectedÕ25
with the other company) the insurer has ceded general insurance
business under one or more reinsurance treaties (i)

in the case of proportional reinsurance, for which the total
amount of the reinsurance premiums payable is equal to not
less than 2% of the gross premiums receivable by the insurer in
respect of general insurance business, or

(ii)

in the case of non-proportional reinsurance, for which the total
amount of the reinsurance premiums payable is equal to not
less than 5% of the total premiums payable by the insurer in
respect of all such non-proportional reinsurance,

For the meaning of ÔconnectedÕ, in this rule, see rule 9.28(1).
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in the financial year in question or in any of the five preceding
financial years of the insurer; or
(b)

in relation to which (whether alone or with any company which is
ÔconnectedÕ with the other company) the aggregate of the amounts
referred to in (1)(d) and (f) exceeds 5% of the insurer's general
insurance business amount.

Additional information on general insurance business: major facultative
reinsurers
9.26

(1)

Subject to rule 9.28, an insurer which carries on general insurance business
must annex to the documents referred to in rules 9.12, 9.13 and 9.14, and
relating to the financial year in question, for each Ômajor facultative
reinsurance contractÕ, a statement in respect of each Ômajor facultative
reinsurerÕ of (a)

its Ôfull nameÕ26 and the address of the registered office or of the
principal office in the country where it is incorporated (or, in the case
of an unincorporated body, of the principal office);

(b)

whether (and, if so, how) the insurer was at any time in the financial
year ÔconnectedÕ with such reinsurer;

(c)

the amount of the reinsurance premiums payable in the financial year;

(d)

the amount of any debt to the insurer included at line 75 of Form 13;

(e)

the amount of any deposit received as included at line 31 of Form 15;
and

(f)

the amount of any anticipated recoveries to the extent that such
recoveries have been taken into account by the insurer in determining
the reinsurersÕ share of technical provisions in respect of claims
outstanding as shown at line 61 of Form 13; except that, in respect of
claims incurred but not reported, such recoveries need only be included
to the extent that they are in respect of any specific occurrences for
which provisions have been allocated by the insurer,

or a statement that it has no Ômajor facultative reinsurerÕ.
(2)

26

For the purposes of this rule, a major facultative reinsurance contract is a
contract under which general insurance business has been ceded by the
insurer on a facultative basis -

for the meaning of Ôfull nameÕ in this rule, see rule 9.28(4)
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(a)

under which the total amount of premiums payable to any reinsurer (a
major facultative reinsurer) is equal to not less than 0.5% of gross
premiums receivable by the insurer in respect of general insurance
business; or

(b)

in relation to which, in respect of any reinsurer (a major facultative
reinsurer) the aggregate of amounts in (1)(d) and (e) exceeds 1% of
the insurerÕs general insurance business amount.

Information on major general insurance business: reinsurance cedants
9.27

(1)

Subject to rule 9.28, an insurer which carries on general insurance business
must annex to the documents referred to in rules 9.12, 9.13 and 9.14, and
relating to the financial year in question, a statement of (a)

the Ôfull nameÕ of each of its Ômajor cedantsÕ and the address of the
registered office or of the principal office in the country where it is
incorporated (or, in the case of an unincorporated body, of the
principal office) of each such cedant;

(b)

whether (and, if so, how) the insurer was at any time in the financial
year ÔconnectedÕ with any such cedant;

(c)

the amount of the total of the gross premiums receivable in the
financial year from each such cedant in respect of general insurance
business accepted under reinsurance treaties;

(d)

the amount of any deposit made with any such cedant as included at
line 57 of Form 13; and

(e)

the amount of any debt of each such cedant in respect of general
insurance business accepted under reinsurance treaties, included at
line 74 of Form 13,

or a statement that it has no Ômajor cedantÕ.
(2)

For the purposes of this rule, a major cedant of an insurer is another company
from which (whether alone or with any company which is ÔconnectedÕ with the
other company) the insurer has accepted general insurance business under one
or more reinsurance treaties for which the gross premiums receivable exceed
the greater of (a)

5% of the gross premiums receivable by the insurer in respect of
general insurance business accepted under reinsurance treaties; and

(b)

2% of the gross premiums receivable by the insurer in respect of
general insurance business,
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in the financial year in question or in any of the three preceding financial
years of the insurer.
Provisions supplemental to rules 9.25 to 9.27
9.28

(1)

For the purposes of rules 9.25(1)(b) and (2), 9.26(1)(b) and 9.27(1)(b) and (2),
a company and another person are connected with each other if (a)

(b)

the other person is (i)

a subsidiary undertaking of the company,

(ii)

a parent undertaking of the company, or

(iii)

a subsidiary undertaking of the parent undertaking of the
company; or

one of them is ÔcontrolledÕ by the other or both are ÔcontrolledÕ by the
same person,

but a company is not to be taken to be ÔconnectedÕ with another person if the
insurer furnishing the statement does not know and could not upon reasonable
enquiry be expected to discover that it is so ÔconnectedÕ with the other person.
(2)

(3)

Except as provided in (3), for the purposes of (1)(b), a person is taken to
control a company if he is a person (a)

in accordance with whose directions or instructions the directors of the
company or of a company of which it is a subsidiary are accustomed to
act; or

(b)

who, either alone or with an associate is entitled to exercise, or
ÔcontrolÕ the exercise of, 15% or more of the voting power at any
general meeting of the company or of a company of which it is a
subsidiary.

In relation to an insurer (a)

making a statement pursuant to rules 9.25 or 9.26, a reinsurer is not to
be taken by virtue of (2) to be ÔconnectedÕ with another reinsurer; or

(b)

making a statement pursuant to rule 9.27, a cedant is not to be taken by
virtue of (2) to be ÔconnectedÕ with another cedant,

for the purposes of paragraph (2) of rules 9.25, 9.26 or 9.27, as the case may
be, unless it is also ÔconnectedÕ by virtue of (1) with the insurer making the
statement.
(4)

In rules 9.25, 9.26 and 9.27 and in this rule, full name means 101
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(5)

(6)

(a)

in the case of a company, its corporate name; and

(b)

in the case of an individual or any unincorporated body, the name
under which the individual or body lawfully carries on business.

The following provisions of Appendix 9.1 apply for the purposes of rules
9.25, 9.26, and 9.27 (a)

paragraphs 4 and 5 (which relate to currencies other than sterling);

(b)

paragraphs 8(1) and 8(2) (which, among other things, relate to amounts
due to the insurer); and

(c)

paragraph 9 (which provides for amounts to be shown to the nearer
£1,000).

Rules 9.25(2), 9.26(1)(a) to (c) and 9.27 apply in relation to the members of
the Society taken together as they apply in relation to an insurer and in relation
to the members of the Society (1) to (4) of this rule do not apply.
Additional information on derivative contracts

9.29

(1)

Every insurer must, in respect of the financial year in question, annex to the
documents referred to in rules 9.12, 9.13 and 9.14 a statement comprising a
brief description of (a)

any investment guidelines operated by the insurer for the use of
derivative contracts;

(b)

any provision made by such guidelines for the use of contracts under
which the insurer had a right or obligation to acquire or dispose of
assets which was not, at the time when the contract was entered into,
reasonably likely to be exercised and, if so, the circumstances in
which, pursuant to that provision, such contracts would be used;

(c)

the extent to which the insurer was during the financial year a party to
any contracts of the kind described in (b);

(d)

the extent to which any of the amounts recorded in Form 13 would be
changed if assets which the insurer had a right or obligation to acquire
or dispose of under Ôderivative contractsÕ outstanding at the end of the
financial year (being, in the case of options, only those options which
it would have been prudent to assume would be exercised) had been so
acquired or disposed of;

(e)

how different the information provided pursuant to (d) would have
been if such options as were outstanding at the end of the year had
102

21 June 2001

been exercised in such a way as to change the amounts referred to in
that sub-paragraph to the maximum extent;
(f)

how different the information provided pursuant to (d) and (e) would
have been if, instead of applying to contracts outstanding at the end of
the financial year, those rules had applied to Ôderivative contractsÕ
outstanding at such other time during the financial year as would have
changed the amounts referred to in those rules to the maximum extent;

(g)

the maximum loss which would be incurred by the insurer on the
failure by any one other person to fulfil its obligations under
Ôderivative contractsÕ outstanding at the end of the financial year, both
under existing market conditions and in the event of other foreseeable
market conditions, together with an assessment of whether such
maximum loss would have been materially different at any other time
during the financial year;

(h)

the circumstances surrounding the use of any Ôderivative contractÕ held
at any time during the financial year which did not fall within rule 4.12
(2), or (where appropriate) the definition of a permitted derivative
contract; and

(i)

the total value of any fixed consideration received by the insurer
(whether in cash or otherwise) during the financial year in return for
granting rights under derivative contracts and a summary of contracts
under which such rights have been granted.

(2)

In this rule, derivative contract includes a contract or asset which has the
effect of a derivative contract within the meaning of rule 4.13 and, for the
purposes of (1)(h), such a contract or asset must be treated as falling within
rule 4.12 (2), or the definition of permitted derivative contract, as appropriate,
if it has the effect of a derivative contract which would fall within that
provision.

(3)

For the purposes of this rule, an insurer which is a party to (a)

a contract for differences; or

(b)

any other contract which is to be, or may be, settled in cash,

is taken to have a right or obligation to acquire or dispose of the assets
underlying the contract.
Additional information on controllers
9.30

Every insurer with its head office in the United Kingdom must, in respect of
the financial year in question, annex to the documents referred to in rules 9.12,
9.13 and 9.14 103
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(a)

a statement naming each person who, to the knowledge of the insurer,
has been, at any time during the financial year, a controller of that
insurer; and

(b)

in the case of each person so named, a statement of (i)

the percentage of shares which, to the knowledge of the
insurer, he held at the end of the financial year in question in
the insurer, or in another company of which the insurer is a
subsidiary undertaking; and

(ii)

the percentage of the voting power which, to the knowledge of
the insurer, he was entitled at the end of the financial year in
question to exercise, or control the exercise of, at any general
meeting of the insurer, or another company of which it is a
subsidiary undertaking,

in each case, either alone or with any associate or associates.
Periodic actuarial investigation
9.31

Save in relation to (b), for the purposes of rule 9.4 ordinary long-term
insurance business and industrial assurance business must be treated
separately and the abstract of the report of the appointed actuary on long-term
insurance business Ð
(a)

must comply with the requirements of Appendix 9.4 and must contain
the information (together with such of Forms 46 to 49 and 51 to 58 as
may be appropriate) specified in that Appendix; and

(b)

except in the case of an EEA-deposit insurer, must also include Form
60 and, where appropriate, Form 61.

Additional information on general insurance business ceded
9.32

An insurer which carries on general insurance business must annex to the
documents referred to in rules 9.12, 9.13 and 9.14, and relating to the financial
year in question, a statement of the information required by Appendix 9.5.
Signature of documents

9.33

(1)

In respect of any document relating to the insurance business of an insurer,
wherever it may be carried on, the signatories for the purposes of rule 9.6 are (a)

in any case (i)

where there are more than two directors of the insurer, at least
two of those directors and, where there are not more than two
directors, all the directors, and
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(ii)
(b)
(2)

a chief executive, if any, of the insurer or (if there is no chief
executive) the secretary, if any; and

in the case of an abstract under rule 9.4, the actuary who made the
investigation to which the abstract relates.

In respect of any document relating to insurance business carried on through a
branch in the United Kingdom by a Swiss general insurer, an EEA deposit
insurer or an external insurer or through branches in any EEA State (taken
together) by a UK deposit insurer, the signatories for the purposes of rule
9.6(3) are (a)

(b)

in any case (i)

the authorised UK representative referred to in rule 8.3 or 8.4,
as the case may be, and

(ii)

the chief executive appointed under rule 8.3 or, in the case of a
Swiss general insurer, a person who alone or jointly with one
of more others, is responsible for the conduct of its insurance
business through the branch; and

in the case of an abstract under rule 9.4, the actuary who made the
investigation to which the abstract relates.

Certificates
9.34

There must be annexed to the documents referred to in rules 9.12, 9.13 and
9.14 (a)

a certificate in accordance with the requirements of Part I of Appendix
9.6 which must be signed by the persons required by rule 9.33 to sign
the documents to which the certificate relates; and

(b)

in the case of an insurer which has at any time during the financial
year in question carried on long-term insurance business, a certificate
in accordance with the requirements of Part II of Appendix 9.6 which
must be signed by the appointed actuary.

Audit and auditorÕs report
9.35

(1)

The documents referred to in rules 9.12, 9.13 and 9.14 , and every statement,
analysis, report or certificate annexed pursuant to rules 9.24 to 9.27, 9.29 and
9.34(a) must be audited by a person, in accordance with the rules in SUP, who
must make and annex to those documents a report in accordance with the
requirements of Part III of Appendix 9.6.

(2)
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(a)

(b)

section 237(1), (2) and (3) and section 389A(1) of the Companies Act
and article 245(1), (2) and (3) and article 397A(1) of the 1986 Order
apply as if (i)

the references to the profit and loss account contained in the
definition of Ôindividual accountsÕ in section 226(1) of that Act
and article 234(1) of that Order, respectively, included
references to the revenue account; and

(ii)

the auditors of the insurer were not under a duty for the
purposes of preparing their report to carry out any investigation
into information given in Forms 31, 32 and 34 relating wholly
or partly to the number of claims notified or the amount of
payments made prior to the financial year of the insurer in
which the Insurance Companies (Accounts and Statements)
Regulations 1980 first applied; and

section 389A(3) and (4) of the Companies Act and article 397A(3) and
(4) of the 1986 Order apply as if the references in them to a Ôparent
companyÕ were references to the insurer.

Information on appointed actuary
9.36

(1)

Subject to the provisions of this rule, there must be annexed to the documents
referred to in rules 9.12, 9.13 and 9.14, with respect to every person who, at
any time during the financial year in question, was the appointed actuary to
the insurer, a statement of the following information (a)

particulars of any shares in, or debentures of, Ôthe insurerÕ in which the
appointed ÔactuaryÕ was ÔinterestedÕ at any time during that year;

(b)

particulars of any pecuniary interest of Ôthe actuaryÕ in any transaction
between Ôthe actuaryÕ and Ôthe insurerÕ and subsisting at any time
during that year or, in the case of transactions of a minor character, a
general description of such interests;

(c)

the aggregate amount of (i)

any remuneration and the value of any other benefits (other
than a pension or other future or contingent benefit) under any
contract of service of Ôthe actuaryÕ with, or contract for services
by Ôthe actuaryÕ to, Ôthe insurerÕ, and

(ii)

any emoluments, pensions or compensation as director of the
insurer which are required by Part I of Schedule 6 to the
Companies Act or Part I of Schedule 6 to the 1986 Order to be
included in a note to the accounts of Ôthe insurerÕ under section
232 of the Companies Act and Article 239 of the 1986 Order,
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receivable by Ôthe actuaryÕ in respect of any period in that year;
and
(d)

a general description of any other pecuniary benefit (including any
pension and other future or contingent benefit) received by Ôthe
actuaryÕ from Ôthe insurerÕ in that year or receivable by him from Ôthe
insurerÕ,

together with the statement specified in (2).
(2)

The statement referred to in (1) is a statement that Ôthe insurerÕ has made a
request to Ôthe actuaryÕ to furnish to it the particulars specified in that
paragraph and identifying any particulars furnished pursuant to that request.

(3)

For the purposes of (1)(a) to (d) (a)

references to the actuary include reference to (i)

the spouse and any minor child (including step-child) of Ôthe
actuaryÕ,

(ii)

any person who is a business partner of Ôthe actuaryÕ,

(iii)

any person (other than Ôthe insurerÕ) of which Ôthe actuaryÕ is
an employee, and

(iv)

any person (other than Ôthe insurerÕ) of which Ôthe actuaryÕ is a
director or which is ÔcontrolledÕ by him;

(b)

a person is deemed to be interested in shares or debentures if he is
interested in them according to the rules set out in Part I of Schedule
13 to the Companies Act with the addition, in paragraph 11 of that Part
of that Schedule, of a reference to a scheme under section 25 of the
Charities Act (Northern Ireland) 1964; and

(c)

a person is deemed to have an interest or benefit if he has a beneficial
interest.

(4)

For the purposes of (1)(a) to (d) and of (3)(a), references to the insurer
include references to any body corporate which is Ôthe insurerÕsÕ subsidiary
undertaking or parent undertaking and to any other subsidiary undertaking of
its parent undertaking.

(5)

For the purposes of (3), a person is taken to control a body corporate if he is a
person (a)

in accordance with whose directions or instructions the directors of
that body corporate or of a body corporate of which it is a subsidiary
are accustomed to act; or
107
21 June 2001

(b)

who, either alone or with any other person falling within (3)(a), is
entitled to exercise, or control the exercise of, 15% or more of the
voting power at any general meeting of the body corporate or of a
body corporate of which it is a subsidiary.

Part II
ACCOUNTS AND STATEMENTS FOR A MARINE MUTUAL
Returns
9.36A

Subject to rules 9.36B, 9.36C, 9.36D and 9.36E and Appendix 9.8, a marine
mutual may complete an abbreviated return which comprises Ð
(1)

Forms 11 and 12; and

(2)

Forms M1 to M5 in Appendix 9.8,

and, if so, rules 9.3 to 9.4, 9.12 to 9.28, 9.31 and 9.32 and 9.34 to 9.36 do not
apply.
Information to be annexed to the forms
9.36B

A marine mutual must annex to the return provided under rule 9.36A(1)

a description of the significant reinsurance arrangements which will be
in operation in the financial year following the financial year in
question;

(2)

in respect of insurance business ceded by way of non-facultative
reinsurance in respect of the financial year in question or any previous
financial year ended on or after 20 February 1998, a statement of Ð
(a)

in the case of contracts which are subject to no or a limited
number of reinstatements, any contract not previously reported
to the FSA under which it is anticipated that any such limit will
be exhausted by such claims (including claims incurred, but not
reported, in respect of any specific occurrence for which
provisions have been allocated);

(b)

the percentage of cover, if in excess of 10%, and if such
information was not included in the return of the marine
mutual for the previous financial year, which has been ceded to
reinsurers which have ceased to pay claims to their reinsureds
in full, whether because of insolvency or for any other reason;
and
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(c)

(3)

(4)

if the percentage specified in (b) has increased by more than
10% since the previous financial year in which it was included
in the marine mutualÕs return, that percentage unless, in the
opinion of the directors, the likelihood of any claim being
incurred under that policy is minimal;

a statement concerning:
(a)

the default rates of members (or adjusted default rates, as the
case may be) on the supplementary calls collectable during the
financial year in question and the two previous financial years,
respectively; and

(b)

the total amount of each such call, the financial year to which it
relates, the amount paid and the amount remaining outstanding;
and

a copy of the rules of association of the marine mutual in force on the
date of deposit of the return, unless there has been no change in a copy
of the rules deposited with the return for a previous financial year.

Information to FSA
9.36C

A marine mutual which provides a return under rule 9.36A must, with effect
from the date of its deposit with the FSA until the date of deposit of the return
for the following financial year, provide the FSA with written notice of:
(1)

any change which is proposed in the rules of association of the marine
mutual, not less than 14 days before the change is put to a meeting;

(2)

any change which has been made in the rules of association, within 7
days of the change;

(3)

any significant change in the reinsurance arrangements, a description
of which has been annexed to the return in accordance with rule
9.36B(1), within 7 days of the change;

(4)

a fall in tonnage entered by its members of 10% net or more since the
end of the financial year in question, within 7 days of the marine
mutual becoming aware of this; and

(5)

whether tonnage entered by its members who have withdrawn from
membership or who have defaulted on their obligations has increased
so as to exceed 10% or more of total tonnage entered, whether before,
on or after the date of deposit of the return, within 7 days of the date of
deposit or of the marine mutual becoming aware of this, whichever is
earlier.

DirectorsÕ certificate
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9.36D

A marine mutual must annex to the return provided under rule 9.36A a
directorsÕ certificate in accordance with Part II of Appendix 9.8.
AuditorsÕ report

9.36E

A marine mutual must annex to the return provided under rule 9.36A an
auditorsÕ report in accordance with Part III of Appendix 9.8.
Part III
STATISTICAL RULES
Insurance statistics: EEA States

9.37

(1)

Every UK insurer which in any calendar year Ð
(a)

carries on general insurance business in an EEA State other than the
United Kingdom through a branch in that State; or

(b)

provides general insurance in such a State through an establishment in
the United Kingdom or another EEA State,

must prepare in respect of the direct general insurance business so carried on
by it a statement in Form 91 (analysis of financial particulars Ð branches), or
the direct general insurance so provided by it a statement in Form 92 (analysis
of financial particulars Ð provision of insurance), in accordance with the
requirements of Appendix 9.7.
(2)

Every UK insurer which in any calendar year Ð
(a)

carries on long-term insurance business in an EEA State other than the
United Kingdom through a branch in that State; or

(b)

provides long-term insurance in such a State through an establishment
in the United Kingdom or another EEA State,

must prepare in respect of the direct long-term insurance business so carried
on by it a statement in Form 93 (analysis of financial particulars Ð branches),
or the direct long-term insurance so provided by it a statement in Form 94
(analysis of financial particulars Ð provision of insurance), in accordance with
the requirements of Appendix 9.7.
(3)

The forms mentioned in (1) and (2) must be prepared separately in respect of
each EEA State in which the insurer carries on the insurance business or
provides the insurance.

(4)

The statements required by this rule must be printed, and three copies must be
deposited with the FSA within nine months after the end of the calendar year
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to which they relate; but if in any case it appears to the FSA that the
circumstances are such that a longer period than nine months should be
allowed, the FSA may extend that period by such period not exceeding three
months as it thinks fit.
(5)

One of the copies of the statement deposited under (4) must be signed by a
director, a chief executive or the secretary of the insurer.

(6)

Subject to (7), where a UK insurer which has notified the FSA (a)

in accordance with the rules in SUP, of its intention to establish a
branch in a EEA State other than the United Kingdom; or

(b)

in accordance with those rules, of its intention to provide insurance in
such a State,

does not in any calendar year carry on insurance business or, as the case may
be, provide insurance in that State, it must send to the FSA a notification of
that fact within nine months after the end of the calendar year to which the
notification relates, signed by a director, a chief executive or the secretary of
the insurer.
(7)

(6) does not apply if the insurer has, before the beginning of the calendar year,
informed the FSA, in accordance with the rules in SUP, that it has ceased to
carry on insurance business or, as the case may be, to provide insurance in the
State in question.

(8)

If within 24 months of the date of deposit under (4), the FSA notifies the
insurer that a document deposited appears to it to be inaccurate or incomplete,
the insurer must consider the matter and within one month of the date of
notification it must correct any inaccuracies and make good any omissions and
deposit the relevant parts of the documents again.
Application of rule 9.37 to the Society of LloydÕs

9.38

(1)

Subject to (2) and (3), rule 9.37 applies in relation to the Society as it applies
in relation to a UK insurer.

(2)

The information required in the case of the Society to be included in the
statements referred to in rule 9.37(4), or the notification referred to in rule
9.37(6), is that relating to the members of the Society taken together.

(3)

Any such statements, forms or notification must be signed by the Chairman or
a Deputy Chairman, for and on behalf of the Council of LloydÕs.
PART IV
MATERIAL CONNECTED-PARTY TRANSACTIONS
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9.39

(1)

If, during the financial year in question, an insurer has agreed to, or carried
out, a material connected-party transaction, it must provide a brief description
of that transaction by way of a supplementary note to Form 20 or Form 40.

(2)

The description to be provided in accordance with (1) must state Ð

(3)

(a)

the names of the transacting parties;

(b)

a description of the relationship between the parties;

(c)

a description of the transaction;

(d)

the amounts involved;

(e)

any other elements of the transaction necessary for an understanding of
its effect upon the financial position or performance of the insurer; and

(f)

amounts written off in the period in respect of debts due to or from
connected parties.

Transactions with the same connected party may be disclosed on an
aggregated basis unless separate disclosure is needed for a proper
understanding of the effect of the transactions upon the financial position or
performance of the insurer.
______________________________
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Chapter 10
THE PARENT UNDERTAKING SOLVENCY MARGIN CALCULATION
Information to be provided
10.1
10.2

This chapter applies to an insurer (other than a pure reinsurer) that is a
subsidiary undertaking of an ultimate insurance parent undertaking.
(1)

When it deposits its return, an insurer must also provide the FSA with a
declaration of the following information in respect of each member of the
insurance group (including itself) as at the end of the financial year in
question:
(a)

the name, location of head office and principal activity;

(b)

the relationship with each other member of the insurance group,
including the amounts and descriptions of holdings of share capital and
voting rights;

(c)

whether the member of the group is a subsidiary undertaking of the
ultimate insurance parent undertaking and, if different, of the ultimate
EEA insurance parent undertaking;

(d)

the ultimate insurance parent undertakingÕs proportionate share of, or
if the group member is a subsidiary undertaking of that parent the
whole of, any deficit in the assets available to cover the group
memberÕs liabilities and represent its notional required minimum
margin;

(e)

the ultimate EEA insurance parent undertakingÕs proportionate share
of, or if the group member is a subsidiary undertaking of that parent
the whole of, any deficit in the assets available to cover the group
memberÕs liabilities and represent its notional required minimum
margin; and

(f)

a statement that:
(i)

the declaration has been properly prepared in accordance with
this rule,

(ii)

proper records have been maintained and adequate information
obtained by the insurer for the purpose of the declaration
required by this rule and the information required by rule 9.39,
and

(iii)

reasonable enquiries have been made by the insurer for the
purpose of identifying material connected-party transactions.
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(2)

(3)

(4)

The declaration required by (1) must also include separate statements in
respect of each of the ultimate insurance parent undertaking and ultimate EEA
insurance parent undertaking of:
(a)

the value, as determined in accordance with the Valuation of Assets
Rules (other than rule 4.14(1)(a) to (c)), of its surplus assets;

(b)

the aggregate of:
(i)

any deficit in the assets available to cover its liabilities or
represent its notional required minimum margin, and

(ii)

the amounts reported in (1)(d) or (e) as applicable (but
excluding any amounts that arise from uncovered liabilities to
the parent undertaking itself);

(c)

the excess of (b) over (a) (Òthe aggregate deficitÓ); and

(d)

a statement of the reasons why any aggregate deficit has arisen and of
any remedial action taken or planned.

For the purposes of (1) and (2), the amount of any deficit and the identification
of surplus assets must be determined as though:
(a)

all references in rule 4.2(2)(a), (c), (d), (e) and (3) to the Ògroup
undertakingÓ were references to the ultimate insurance parent
undertaking or ultimate EEA insurance parent undertaking, as
applicable;

(b)

rule 4.2(2)(b) was replaced with Òassets that are interests directly or
indirectly held in the capital of the ultimate insurance parent
undertakings or ultimate EEA insurance parent undertakings, as
applicableÓ; and

(c)

rule 4.2(2)(f) was replaced with Òassets that cannot effectively be made
available or realised to make good any deficiency of assets of the
ultimate insurance parent undertakings or ultimate EEA insurance
parent undertakings, as applicableÓ.

The declaration required by (1) must be signed by the persons described in
rule 9.33 (1)(a).
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Chapter 11
DEFINITIONS
______________________________
PART I
DEFINITIONS
11.1

For the purposes of IPRU (INS), the term or phrase in the first column has the
meaning given to it in the second column unless the context otherwise
requires.
Term or phrase

Definition

1980 Regulations

Insurance Companies (Accounts and Statements)
Regulations (S.I. 1980 No. 6)

1981 Regulations

Insurance Companies Regulations 1981 (S.I. 1981 No.
1654)

1982 Act

Insurance Companies Act 1982

1983 Regulations

Insurance Companies Regulations 1983 (S.I. 1983 No.
1811)

1986 Order

Companies (Northern Ireland) Order 1986

1994 Regulations

Insurance Companies Regulations 1994 (S.I. 1994 No.
1516)

1996 Regulations

Insurance Companies (Accounts and Statements)
Regulations (S.I. 1996 No. 943)

accounted for

reported pursuant to the Accounts and Statements Rules

accounting class

an accounting class set out in the following table Ð
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Accounting class

Corresponding groups of
classes under paragraph 75(3)
of the insurance accounts rules

Corresponding general
insurance business
classes

1
2

Accident and health
Motor

Accident and health
motor (third party liability)
motor (other classes)

3
4
5
6

Aviation
Marine
Transport
Property

1 (other than 1(p)), 2
1(p), 10
3
1(p), 5, 11
1(p), 6, 12
7
4, 8, 9

7
8

Third party liability
Miscellaneous and
pecuniary loss

marine, aviation and transport
fire and other damage to
property
third party liability
credit and suretyship, legal
expenses, assistance,
miscellaneous

13
14, 15, 16, 17, 18

9 Non-proportional treaty
10 Proportional treaty
11 Marine, aviation and
transport treaty

Accounts and
Statements Rules

rules 9.1 to 9.36E of Chapter 9

Accounts Directives

Council Directives 78/660/EEC for companies,
91/674/EEC for insurance companies, 86/635/EEC for
banks and 83/349/EEC for consolidated accounts

accumulating withprofits policy

a with-profits policy which has a readily identifiable
current benefit, whether or not this benefit is currently
realisable, which is adjusted by an amount explicitly
related to the amount of any premium payment and to
which additional benefits are added in respect of
participation in profits by additions directly related to the
current benefit or a policy with similar characteristics

Act

Financial Services and Markets Act 2000

actuarial
investigation

an investigation to which rule 9.4 applies

admissible asset

an asset which is not required by rule 4.1(3) to be left out
of account for the purposes specified in rule 4.1(1)

amortised value

the amortised value as determined in accordance with
generally accepted accounting concepts, bases and
policies or other generally accepted methods appropriate
to insurers
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ancillary risk

27

(a)

in relation to an insurer with permission under the
Act to insure a principal risk belonging to one
class of general insurance business, means a risk
included in another such class which is -

connected with the principal risk,

-

concerned with the object which is
covered against the principal risk, and

-

the subject of the same contract insuring
the principal risk;

(b)

but, the risks included in classes 14, 15 and 17
may not be treated as risks ancillary to other
classes;

(c)

except, the risk included in class 17 (legal
expenses insurance) may be regarded as an
ancillary risk of class 18 where the conditions laid
down in (a) are fulfilled and where the principal
risk relates solely to assistance provided for
persons who fall into difficulties while travelling,
while away from home or while away from their
permanent residence or where it concerns disputes
or risks arising out of, or in connection with, the
use of sea-going vessels

annuities on human
life

does not include superannuation allowances and annuities
payable out of any fund applicable solely to the relief and
maintenance of persons engaged or who have been
engaged in any particular profession, trade or
employment, or of the dependants of such persons

appointed actuary

the person appointed as actuary to an insurer under the
rules in SUP

approved
counterparty27

any of the following (a)

an approved credit institution;

(b)

a person permitted under the Act to conduct
investment business of a kind which includes
entering into unlisted derivative contracts as
principal; or

For guidance, see paragraph 3 of Guidance Note 4.1

119

21 June 2001

(c)

in respect of a transaction involving a new issue
of securities which are to be listed, the issuer or
an approved investment firm acting on behalf of
the issuer

approved credit
institution

an institution recognised or permitted under the law of an
EEA State to carry on any of the activities set out in
Annex 1 to the Banking Co-ordination Directive

approved financial
institution

any of the following Ð
•
•
•
•
•
•
•
•
•
•
•
•
•

approved index

(a)

(b)

the European Central Bank
the central bank of an EEA State
the International Bank for Reconstruction and
Development
the International Finance Corporation
the International Monetary Fund
the Inter-American Development Bank
the African Development Bank
the Asian Development Bank
the Caribbean Development Bank
the European Investment Bank
the European Community
the European Atomic Energy Community
the European Coal and Steel Community
an index which is (i)

calculated independently,

(ii)

published at least once every week,

(iii)

based on constituents, each of which is
property falling within paragraphs (1) to
(8) or (10) of Part I of Appendix 3.2, and

(iv)

calculated on a basis which is made
available to the public and which includes
both the rules for including and excluding
constituents and the rules for valuation
which must use an arithmetic average of
the value of the constituents;

a national index of retail prices published by or
under the authority of a government of a State
belonging to Zone A as defined in the Banking
Co-ordination Directive; or
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(c)

an index which is (i)

based on constituents, each of which is
property falling within paragraphs (1) to
(8) or (10) of Part I of Appendix 3.2, and

(ii)

in respect of which a derivative contract is
listed

approved investment
firm

an investment firm as defined in the Investment Services
Directive

approved securities

any of the following -

assessable mutual

(a)

any securities issued or guaranteed by, or the
repayment of the principal of which, or the
interest on which is guaranteed by, and any loans
to or deposits with, any of the following, namely,
any government, public or local authority or
nationalised industry or undertaking, which
belongs to Zone A as defined in the Banking Coordination Directive;

(b)

any loan to, or deposit with, an approved
financial institution; and

(c)

debentures issued prior to 31 December 1994 by
the Agricultural Mortgage Corporation Ltd or the
Scottish Agricultural Securities Corporation Ltd

a mutual association Ð
(a)

where the insurance business carried on by the
association is limited to the provision of insurance
to its members; and

(b)

whose articles of association, rules or bye laws
provide for the calling of additional contributions
from members to meet claims

Asset Identification
Rules

the rules in Part I of Chapter 3

associate

has the meaning given in rule 11.2

authorised person

a person who is authorised for the purposes of the Act

121

21 June 2001

AUTH

the Authorisation manual

available assets

the excess of an insurerÕs assets (other than implicit
items) over its liabilities, in each case valued in
accordance with the Valuation of Assets Rules and the
Determination of Liabilities Rules and rule 2.10

Banking Coordination Directive

Council Directive of 20 March 2000, relating to the
taking up and pursuit of the business of credit institutions
(2000/12/EC)

body corporate

includes a body corporate constituted under the law of a
country or territory outside the United Kingdom

building society

a building society within the meaning of the Building
Societies Act 1986

business amount

(a)

for a company carrying on only general insurance
business, the general insurance business amount;

(b)

for a company carrying on only long-term
insurance business, the long-term insurance
business amount; and

(c)

for a company carrying on both general insurance
business and long-term insurance business, in the
case of its general business assets, the general
insurance business amount and in the case of its
long-term insurance business assets, the longterm insurance business amount

business categories

the business categories specified in rule 9.16(1)
corresponding to general insurance business classes

business group

a group comprising descriptions of general insurance
business determined in accordance with rule 6.6

business group
maximum

has the meaning given in Part III of Appendix 6.1

cede and cession

in relation to reinsurance, include retrocede and
retrocession
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charges for
management

amounts chargeable in respect of the management of an
internal linked fund in accordance with the conditions of
those contracts of insurance under which property linked
benefits are linked to the value of the fund or units of the
fund

claim

a claim against an insurer under a contract of insurance

claims-made policy

a contract of liability insurance which provides that no
liability is incurred by the insurer in respect of an
incident unless (a)

the incident is notified to the insurer (or its agent
or representative); and

(b)

such notification is received by the insurer (or its
agent or representative) before the end of a
specified period which is no longer than three
years following the final date for which cover is
provided under the contract

claims management
costs

refers to those claims management costs required by the
insurance accounts rules (note (4) to the profit and loss
account format) to be included in claims incurred other
than those which, whether or not incurred through the
employment of the insurerÕs own staff, are directly
attributable to particular claims

class

a class of long-term insurance business, listed in Annex
11.1 or a class of general insurance business listed in
Annex 11.2

collecting book

includes any book or document held by a collector in
which payments of premiums are recorded

collective investment
fund

in Appendix 3.2 includes a collective investment scheme

collective investment
scheme

has the meaning given in section 235 of the Act

collector

includes every person, howsoever remunerated, who, by
himself or by any deputy or substitute, makes house to
house visits for the purpose of receiving premiums
payable on policies of insurance on human life, or holds
any interest in a collecting book, and includes such a
deputy or substitute
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commission payable

in relation to long-term insurance business, the amounts
recorded during a financial year of the insurer as due to
intermediaries and cedants in respect of the inception,
amendment or renewal of contracts of insurance, whether
or not paid during that year

commitment

a commitment represented by insurance business of any
of the classes of long-term insurance business

company

(a)

for the purposes of the Accounts and Statements
Rules means an insurance undertaking; and

(b)

for the purposes of the Valuation of Assets Rules
and the Determination of Liabilities Rules,
includes any body corporate

Companies Act

the Companies Act 1985

connected

a body corporate ÒAÓ and another body corporate ÒBÓ
are connected with each other if:
(a)

B is a related undertaking of A;

(b)

B is a participating undertaking in A; or

(c)

B is a related undertaking of a participating
undertaking in A

a body corporate ÒCÓ and a natural person ÒDÓ are
connected if D holds a participation in:

connected company

(d)

C or any of its related undertakings;

(e)

a participating undertaking in C; or

(f)

a related undertaking of a participating
undertaking in A

of any company means (a)

that companyÕs holding company;

(b)

a subsidiary of that company; or

(c)

a subsidiary of the holding company of that
company
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connected-party
transaction

the transfer of assets or liabilities or the performance of
services by, to or for a connected person irrespective of
whether or not a price is charged

consequential loss
risk

risk falling within general insurance business class 16
comprising risks of the persons insured sustaining loss
attributable to interruptions of the carrying on of business
carried on by them or to reduction of the scope of
business so carried on

contract for
differences

a contract for differences or any other contract the
purpose or pretended purpose of which is to secure a
profit or avoid a loss by reference to fluctuations in Ð

contracts of
insurance

contractually based
investment

(a)

the value or price of property of any description; or

(b)

an index or other factor designated for that purpose
in the contract

includes:
(a)

fidelity bonds, performance bonds, administration
bonds, bail bonds, customs bonds, or similar
contracts of guarantee effected in return for the
payment of one or more premiums;

(b)

tontines;

(c)

when effected or carried out by a body that carries
on the business of effecting or carrying out
contracts of insurance apart from this paragraph,
capital redemption contracts and pension fund
management contracts;

(d)

contracts to pay annuities on human life;

(e)

contracts of a kind referred to in article 1(2)(e) of
the First Life Directive; and

(f)

contracts of a kind referred to in article 1(3) of the
First Life Directive

(a)

right under a qualifying contract of insurance;

(b)

any investment of the kind specified by any of
articles 83, 84, 85 of the Regulated Activities
Order; or
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(c)

any investment of the kind specified by article 89
of the Regulated Activities Order so far as
relevant to an investment falling within (a) or (b)

controller

has the meaning given in rule 11.2

counterparty

in relation to an insurer (a)

any one individual;

(b)

any one unincorporated body of persons;

(c)

any one company not being a member of a group;

(d)

any group of companies excluding any companies
within the group which are subsidiary
undertakings of the insurer; or

(e)

any government of a State together with all the
public bodies, local authorities or nationalised
industries of that State,

in which the insurer has made investments or against
whom it has rights whether in pursuance of a contract
entered into by the insurer or otherwise
credit insurance
business

Insurance business falling within general insurance
business class 14 that is not reinsurance

Currency Matching
and Localisation
Rules

the rules in Chapter 7

dealings with or by a see counterparty
counterparty
debt

includes an obligation to pay a sum of money under a
negotiable instrument

debt security

includes bonds, notes, debentures and debenture stock

deferred acquisition
costs

those items shown at GII under the heading ÔAssetsÕ set
out in paragraph 9 of Schedule 9A to the Companies Act
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dependant

a subsidiary undertaking the value of whose shares is
taken to be the value of its surplus assets under rule 4.2

deposit, and

the deposit mentioned in rule 8.1, and

depositor

depositor means an insurer making (or intending to
make) such a deposit

deposit back
arrangement

in relation to any contract of reinsurance, means an
arrangement whereby an amount is deposited by the
reinsurer with the cedant

designated state or
territory

any EEA State (other than the United Kingdom),
Switzerland, a state in the United States of America,
Canada or a province of Canada, Australia, South Africa,
Singapore and Hong Kong

derivative contract

a contract for differences, a futures contract or an option
and includes a contract under which the amount payable
by either party is calculated by reference to the amortised
value of any property

Determination of
Liabilities Rules

the rules in Chapter 5

direct and
facultative

direct insurance business and inwards facultative
reinsurance business

direct insurance
business

insurance business other than reinsurance business

Directive

see Ð
Investment Services Directive
First Life Directive
First Non-Life Directive
Banking Co-ordination Directive
Third Life Directive
Third Non-Life Directive

director

in relation to a body corporate, includes (a)

person occupying in relation to it the position of a
director (by whatever name called); and

(b)

a person in accordance with whose directions or
instructions (not being advice given in a
professional capacity) the directors of that body
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are accustomed to act
discounting

refers to discounting or deductions to take account of
investment income within the meaning of paragraph 48
of the insurance accounts rules

EEA-deposit insurer

a non-EEA insurer which has made a deposit in an EEA
State (other than the United Kingdom) in accordance
with rule 8.1(2)

EEA insurer

an insurer, other than a pure reinsurer or a non-directive
insurer, whose head office is in any EEA State except the
United Kingdom and which has received authorisation
under article 6 of the First Life Directive or the First
Non- Life Directive from its home state regulator

EEA insurance
parent undertaking

an insurance parent undertaking that has its head office
in the United Kingdom or another EEA State

EEA margin of
solvency

the margin of solvency of an insurer computed by
reference to the assets and liabilities of the business
carried on by the insurer in EEA States (taken together)
in accordance with rule 2.4(2)(b)

EEA State28

a State which is a contracting party to the agreement on
the European Economic Area signed at Oporto on 2 May
1992 as it has effect for the time being

equalisation reserve

a reserve to be maintained under the Equalisation
Reserves Rules

Equalisation
Reserves Rules

the rules in Chapter 6

equity share capital

in relation to a company, its issued share capital
excluding any part which, neither as respects dividends
nor as respects capital, carries any right to participate
beyond a specified amount in a distribution

equivalent securities

securities issued by the same issuer being of an identical
type and having the same nominal value, description and
amount

28

These comprise the 15 EU states (ie the United Kingdom, Portugal, Spain, France, Italy, Ireland, Belgium,
Luxembourg, the Netherlands, Denmark, Germany, Greece, Austria, Sweden and Finland) plus Norway, Iceland
and Liechtenstein.
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established surplus

has the same meaning as in rule 3.3(4)

excess concentration
with a number of
counterparties

is determined in accordance with paragraph 17 of
Appendix 4.2

exposure

(a)

in relation to assets, means an amount determined
in accordance with rule 4.14 and paragraphs 4 to
11A of Appendix 4.2; and

(b)

in relation to a counterparty, means an amount
termined in accordance with rule 4.14 and
paragraphs 13 to 15A of Appendix 4.2

external insurer

an insurer whose head office is outside the United
Kingdom, other than an EEA insurer, a Swiss general
insurer or an insurer to which rule 8.1(2) applies

facultative business

facultative reinsurance business

financial year

(a)

for the purposes of the Equalisation Reserves
Rules, a period of account; and

(b)

for all other purposes, each period at the end of
which the balance of the accounts of the insurer is
struck or, if no such balance is struck, the
calendar year

financial year in
question

the financial year which last ended before the date on
which accounts and statements (as specified in the
Accounts and Statements Rules) of the insurer relating to
that financial year are required to be deposited with the
FSA pursuant to rule 9.6, and
the preceding financial year and previous financial years
are construed accordingly

firm

an authorised person

first calculation

in relation to the Margins of Solvency Rules, is the
calculation described in rules 2.5(1) and (2)

First Life Directive

Council Directive (79/267/EEC) of 5 March 1979 on the
coordination of laws, regulations and administrative
provisions relating to the taking up and pursuit of the
business of direct life assurance
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First Non-Life
Directive

Council Directive (73/239/EEC) of 24 July 1973 on the
coordination of laws, regulations and administrative
provisions relating to the taking up and pursuit of the
business of direct insurance other than life insurance

fixed interest
securities

securities which under their terms of issue provide for
fixed amounts of interest

friendly society

an incorporated friendly society or registered friendly
society

futures contract

a contract for the sale or delivery of a commodity or
property of any other description under which delivery is
to be made at a future date and at a price agreed on when
the contract is made

future profits

has the meaning given in rule 2.11

FSA

Financial Services Authority

general insurance
business

the business of effecting or carrying out general
insurance contracts

general insurance
business amount

is the higher of Ð

general insurance
business assets, and
general insurance
business liabilities
general insurance
business class 1(p)

(a)

the aggregate of the insurerÕs insurance liabilities
(net of reinsurance) in respect of general
insurance business and an amount equal to
whichever is the greater of 400,000 Euro or 20%
of the general premium income; or

(b)

such other amount as the insurer may select not
exceeding the value of its assets (other than longterm insurance business assets and excluding
reinsurance recoveries) as determined in
accordance with the Valuation of Assets Rules

respectively assets and liabilities of an insurer which are
not long-term insurance business assets or long-term
insurance business liabilities
has the meaning given in rule 9.16(1)
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general insurance
contract

any contract of insurance falling within Part I of Annex
11.2

general insurer

an insurer whose business includes effecting or carrying
out general insurance contracts

general policy

a policy evidencing a contract the effecting or carrying
out of which constitutes the carrying on of general
insurance business

general premium
income

in any year, the net amount, after deduction of any
premiums payable for reinsurance, of the premiums
receivable in that year in respect of all insurance business
other than long-term insurance business

gross premiums

in relation to an insurer and a financial year Ð
(a)

means premiums after deduction of discounts,
refunds and rebates of premium but before
deduction of premiums for reinsurance ceded and
before deduction of commission payable by the
insurer; and

(b)

includes premiums receivable by the insurer
under reinsurance contracts accepted by the
insurer

gross premiums
earned

in respect of a financial year means such proportion of
gross premiums written as is attributable to risk borne by
the insurer during that financial year

gross premiums
written

the amounts required by the insurance accounts rules to
be shown in the profit and loss account of a company at
general business technical account item I.1.(a)

group

has the meaning given in section 262 of the Companies
Act

group undertaking

any of:
(a)

the insurer;

(b)

its related undertakings;

(c)

its participating undertakings; and
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(d)

the related undertakings of its participating
undertakings

guarantee fund

has the meaning given in rule 2.9

holding company

is construed in accordance with section 736 of the
Companies Act or Article 4 of the 1986 Order

home foreign
business

general insurance business written in the United
Kingdom primarily relating to risks situated outside the
United Kingdom, but excluding insurance business in
accounting classes 3, 4 and 5 and insurance business
where the risk commences in the United Kingdom

hybrid linked
contract

a contract of insurance the effecting of which constitutes
the carrying on of long-term insurance business and
which contains an option such that at some future time
the contract may, according to how such option is
exercised, constitute either a linked contract or a nonlinked contract

hybrid security

a debt security, other than an approved security, the
terms of which provide or have the effect that the holder
does not or would not have an unconditional entitlement
to payment of interest and repayment of capital in full
within 75 years of the relevant date

implicit item

has the meaning given in rule 2.10(5)

incepted

refers to the time when the liability to risk of an insurer
under a contract of insurance commenced and, for this
purpose, a contract providing continuous cover is deemed
to commence on each anniversary date of the contract,
and
incepting and inception are construed accordingly

incorporated
friendly society

a society incorporated under the Friendly Societies Act
1992

index linked benefits

benefits (a)

provided for under a linked long-term contract;
and

(b)

determined by reference to an index of the value
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of property of any description (whether specified
in the contract or not)
index linked contract a linked long-term contract conferring index linked
benefits
index linked
liabilities

insurance liabilities in respect of index linked benefits

industrial and
provident society

a society registered or deemed to be registered under the
Industrial and Provident Societies Act 1965 or the
Industrial and Provident Societies Act (Northern Ireland)
1969

industrial assurance
business

the business of effecting contracts of insurance on human
life, premiums in respect of which are received by means
of collectors;
But such insurance business does not include (a)

contracts of insurance, the premiums in respect of
which are payable at intervals of two months or
more;

(b)

contracts of insurance, effected whether before or
after the passing of the Industrial Assurance Act
1923 by a society or company established before
the date of the passing of that Act which at that
date had no contracts of insurance outstanding
the premiums on which were payable at intervals
of less than one month so long as the society or
company continues not to effect any such
contracts;

(c)

contracts of insurance effected before the passing
of the Industrial Assurance Act 1923, premiums
in respect of which are payable at intervals of one
month or more, and which have up to the passing
of that Act been treated as part of the business
transacted by a branch other than the industrial
branch of the society or company; or

(d)

contracts of insurance for £25 or more effected
after the passing of the Industrial Assurance Act
1923, premiums in respect of which are payable
at intervals of one month or more, and which are
treated as part of the business transacted by a
branch other than the industrial branch of the
society or company, in cases where the FSA
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certifies that the terms and conditions of such
contracts are on the whole not less favourable to
the assured than those imposed by that Act
initial margin

in respect of a derivative contract or a contract or asset
having the effect of a derivative contract29, means assets
which, before or at the time the contract is entered into,
are transferred by the insurer subject to a condition that
such assets (or where the assets transferred are securities,
equivalent securities) will be returned to the insurer on
completion of that contract

insurance accounts
rules

Schedule 9A to the Companies Act and Schedule 9A to
the 1986 Order for the preparation of accounts by
insurance undertakings

Insurance Accounts
Directive

Council Directive 91/674/EEC of 19 December 1991 on
annual accounts and consolidated accounts of insurance
undertakings

insurance business

the business of effecting or carrying out contracts of
insurance as principal

insurance group

an insurance parent undertaking and its related
undertakings that are Ð
insurance undertakings; or

(b)

insurance holding companies

insurance holding
company

an undertaking whose main business is to acquire and
hold participations in subsidiary undertakings, where
those subsidiary undertakings are exclusively or mainly
insurance undertakings

insurance liabilities

amounts calculated in accordance with the Determination
of Liabilities Rules in respect of those items shown at C
and D under the heading ÔLiabilitiesÕ set out in paragraph
9 of the insurance accounts rules

insurance parent
undertaking

in relation to an insurer, is a parent undertaking of that
insurer which is either itself an insurance undertaking or
an insurance holding company
an undertaking, whether or not an insurer, which carries
on insurance business

insurance
undertaking

29

(a)

See rule 4.13 for contracts which have the effect of derivative contracts
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insurer

a firm with permission under the Act to effect or carry out
contracts of insurance, other than a bank

intermediary

a person who in the course of any business or profession
invites other persons to make offers or proposals or to
take other steps with a view to entering into contracts of
insurance with an insurer, other than a person who only
publishes such invitations on behalf of, or to the order of,
some other person

internal linked fund

an account to which an insurer appropriates certain
linked assets and which may be sub-divided into units the
value of each of which is determined by the insurer by
reference to the value of those linked assets

Investment Services
Directive

Council Directive of 10 May 1993 on investment services
in the securities field (93/22/EEC)

IPRU (INS)

Interim Prudential Sourcebook for Insurers

IPRU (FSOC)

Interim Prudential Sourcebook for Friendly Societies

issuer

in respect of a collective investment scheme, means the
manager or operator of the scheme and in respect of an
interest in a limited partnership, means the partnership

leading insurance
undertaking

in relation to a relevant co-insurance operation, means
an insurance undertaking which Ð
(a)

is recognised as the leading insurance undertaking
by the other insurance undertakings involved in
the operation; and

(b)

determines the terms and conditions of insurance
for the operation
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linked assets30

in relation to an insurer, long-term insurance business
assets of the insurer which are, for the time being,
identified in the records of the insurer as being assets by
reference to the value of which property linked benefits
are to be determined, and
non-linked assets is construed accordingly

linked long-term
contract

a contract of the kind described in rule 2.3(4), and
linked contract and non-linked contract are construed
accordingly

listed

in relation to an investment, means that (a)

there has been granted and not withdrawn a listing
in respect of that investment on any stock
exchange in an EEA State which is a stock
exchange within the law of that EEA State; or

(b)

facilities for dealing in that investment have been
granted on a regulated market

LLD

the LloydÕs Sourcebook

localisation

existence of assets, whether moveable or immoveable, in
a State

long-term insurance
business

the business of effecting or carrying out long-term
insurance contracts

long-term insurance
business amount

is the higher of (a)

the amount of the insurerÕs insurance liabilities in
respect of long-term insurance business (net of
reinsurance ceded and excluding property linked
liabilities), together with(i)

30

the amount of the required margin of
solvency (or the amount of the minimum
guarantee fund if greater) determined in
accordance with rules 2.5 to 2.9 (or, in the
case of an insurer whose head office is not
in the United Kingdom, that amount

For guidance, see paragraph 3 of Guidance Note 4.1
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which would apply if its head office were
in the United Kingdom) less the amount of
any implicit item valued in accordance
with a waiver under section 148 of the
Act, and
(ii)

(b)

the amount of any deposit-back in
connection with a contract of reinsurance
in respect of long-term insurance
business; or

such other amount as the insurer may select not
exceeding the value of its assets (other than
general insurance business assets and excluding
reinsurance recoveries and assets required to
match property linked liabilities) in accordance
with the Valuation of Assets Rules,

except that for the purposes of determining the permitted
asset exposure limit under paragraph 2 of Part I of
Appendix 4.2, index linked liabilities must also be
excluded from (a) and assets required to match such
liabilities must be also excluded from (b)
long-term insurance
business assets, and
long-term insurance
business liabilities

respectively assets of an insurer which are, for the time
being, identified as representing the long-term insurance
fund or funds, and liabilities of an insurer arising under
or in connection with its long-term insurance business,
including arising from deposit back arrangements

long-term insurance
contract

any contract of insurance falling within Annex 11.1

long-term insurance
fund

a fund maintained under rule 3.1

long-term insurer

an insurer whose business includes effecting or carrying
out long-term insurance contracts

long-term policy
holder

a policy holder in respect of a policy the effecting of
which by the insurer constituted the carrying on of longterm insurance business

majority
shareholder
controller

a shareholder controller whose shareholding is such that
the insurer is his subsidiary undertaking
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management
expenses

in relation to long-term insurance business, means all
expenses, other than commission, incurred in the
administration of an insurer or its business

margin of solvency

is the excess of the value of assets over the amount of
liabilities, that value and amount being determined in
accordance with the Valuation of Assets Rules and the
Determination of Liabilities Rules

Margins of Solvency
Rules

the rules in Chapter 2

marine mutual

an insurer (a)

whose insurance business is restricted to the
insurance of its members or their associates
against loss, damage or liability arising out of
marine adventures (including losses on inland
waters or any risk incidental to any sea voyage);
and

(b)

whose articles of association, rules or bye laws
provide for the calling of additional contributions
from, or the reduction of benefits to, the majority
of its members, in either case without limit, in
order to ensure that the insurer has sufficient
financial resources to meet any valid claims as
they fall due

market value

the market value as determined in accordance with
generally accepted accounting concepts, bases and
policies or other generally accepted methods appropriate
to insurers

material connectedparty transaction

a connected-party transaction for which (together with
any similar transactions):
(a)

the price actually paid or received for the transfer
of assets or liabilities or the performance of
services; or

(b)

the price which would have been paid or received
had that transaction been negotiated at armÕs
length between unconnected parties,

exceeds:
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(c)

in the case of an insurer that carries on either
general insurance business or long-term
insurance business, but not both, 5% of the
general insurance business amount or long-term
business insurance amount, as applicable; or

(d)

in the case of an insurer that carries on both types
of business either Ð
(i)

5% of the long-term insurance business
amount where the transaction is in
connection with the insurerÕs long term
business, or

(ii)

in other cases, 5% of the general
insurance business amount

mathematical
reserves

the provision made by an insurer to cover liabilities
(excluding liabilities which have fallen due and liabilities
arising from deposit back arrangements) arising under or
in connection with long-term insurance contracts

maximum reserve

for the purposes of the Equalisation Reserves Rules, the
aggregate value of the business group maxima calculated
in accordance with Part III of Appendix 6.1

the minimum

in relation to a deposit, means one-half of the minimum
guarantee fund appropriate to the margin of solvency
which the insurer is required to maintain under rule
2.1(2)(b) or 2.1(3)(e)

minimum guarantee
fund

has the meaning given in rule 2.9

mortgage

in relation to Scotland, means a heritable security within
the meaning of section 9(8) of the Conveyancing and
Feudal Reform (Scotland) Act 1970

mutual

an insurer which (a)

if it is a body corporate has no share capital; or

(b)

a registered society
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net claims incurred

in respect of a financial year means claims arising from
incidents occurring during that financial year (including
direct claims handling expenses), net of reinsurance and
other recoveries but excluding claims management costs

net claims paid

in respect of a financial year means claims paid during
that financial year (including direct claims handling
expenses), net of reinsurance and other recoveries but
excluding claims management costs, regardless of
whether incidents giving rise to such claims occurred
during that financial year or any preceding financial year

net operating
expenses

the net amount paid in a financial year in respect of
commissions, other acquisition expenses, administrative
expenses, reinsurance commissions and profit
participations

net premiums
earned, and

respectively, gross premiums earned, net of reinsurance
premiums earned and gross premiums written, net of
reinsurance premiums payable under reinsurance ceded

net premiums written
non-directive insurer (1)

an insurer whose insurance business is restricted
to the provision of benefits which vary according
to the resources available and in which the
contributions of the members are determined on a
flat-rate basis;

(2)

an insurer whose long-term insurance business is
restricted to the provision of benefits for
employed and self-employed persons belonging
to an undertaking or group of undertakings, or a
trade or group of trades, in the event of death or
survival or of discontinuance or curtailment of
activity (whether or not the commitments arising
from such operations are fully covered at all times
by mathematical reserves);

(3)

an insurer which undertakes to provide benefits
solely in the event of death where the amount of
such benefits does not exceed the average funeral
costs for a single death or where the benefits are
provided in kind;

(4)

a mutual (carrying on long-term insurance
business) Ð
(a)

whose articles of association contain
provisions for calling up additional
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contributions from members or reducing
their benefits or claiming assistance from
other persons who have undertaken to
provide it; and
(b)

(5)

(6)

(7)

whose annual gross premium income (other
than from contracts of reinsurance) has not
exceeded 500,000 Euro for each of the
financial year in question and the two
previous financial years;

a mutual (carrying on general insurance business)
whose Ð
(a)

articles of association contain provisions
for calling up additional contributions from
members or reducing their benefits;

(b)

business does not cover liability risks, other
than ancillary risks, or credit or suretyship
risks;

(c)

gross premium income (other than from
contracts of reinsurance) for the preceding
financial year did not exceed 1,000,000
Euro; and

(d)

members provided at least half of that
gross premium income;

an insurer whose insurance business (other than
reinsurance) is (a)

restricted to the provision of assistance for
persons who get into difficulties while
travelling, while away from home or while
away from their permanent residence;

(b)

carried out exclusively on a local basis and
consists only of benefits in kind; and

(c)

such that the gross premium income from
the provision of assistance in the financial
year in question did not exceed 200,000
Euro; or

a mutual whose liabilities in respect of general
insurance contracts are fully reinsured with or
guaranteed by other mutuals (including friendly
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societies); and
whose insurance business is limited to that described in
paragraphs (1) to (6)
non-EEA insurer

an insurer, other than a pure reinsurer, whose head office
is not in an EEA State

non-linked assets

see linked assets

non-linked contract

see linked long-term contract

non-profit policy

see with-profits policy

non-proportional
reinsurance treaty

see proportional reinsurance treaty

notional required
minimum margin

(a)

in the case of an insurance undertaking (other
than a pure reinsurer) that has its head office in a
designated state or territory, the amount of the
required minimum margin, or equivalent, under
the regulatory requirements of that state or
territory;

(b)

in the case of a pure reinsurer that has its head
office in a designated state or territory, the
amount that would be the required minimum
margin, or equivalent, if the regulatory
requirements of that state or territory applicable to
undertakings carrying on direct insurance
business were applied to the pure reinsurer; and

(c)

in all other cases, the amount of the required
minimum margin that would apply if the
insurance undertaking were an insurer with its
head office in the United Kingdom (whether it is
or not)

nuclear installation

any installation prescribed by the Nuclear Installations
Regulations 1971

nuclear matter, and

have the same meanings as in the Nuclear Installations
Act 1965

nuclear reactor
nuclear risks

risks falling within any class of general insurance
business and arising in connection with the construction
or use of any nuclear reactor or nuclear installation or
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the carriage of any nuclear matter
option

an option to acquire or dispose of Ð
(a)

an investment falling within any of articles 76 to
82 or, so far as relevant to those articles, within
article 89 of the Regulated Activities Order;

(b)

a contractually based investment;

(c)

currency of the United Kingdom or of any other
country or territory;

(d)

palladium, platinum, gold or silver; or

(e)

an investment falling within this definition by
virtue of (a), (b), (c) or (d),

or a warrant
ordinary long-term
insurance business

long-term insurance business which is not industrial
assurance business

parent undertaking

is construed in accordance with section 258 of the
Companies Act and article 266 of the 1986 Order

participating
undertaking

an undertaking which holds a participation in the
undertaking in question

participation

(a)

the holding of a participating interest within the
meaning of section 411(2) of the Act; or

(b)

the holding, directly or indirectly, of 20% or more
of the voting rights or capital

Part II business, and
Part III business

the insurance business to which Part II and Part III,
respectively, of the Equalisation Reserves Rules applies

Part II insurer, and
Part III insurer

an insurer to which Part II and Part III, respectively, of
the Equalisation Reserves Rules applies

pension fund
management
contract

means a contract to manage the investments of pension
funds (other than funds solely for the benefit of the
officers or employees of the person effecting or carrying
out the contract and their dependants or, in the case of a
company, partly for the benefit of officers or employees
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and their dependants of its subsidiary or holding
company or a subsidiary of its holding company
period of risk

the period for which a contract of insurance provides
cover

permanent health
contract

a contract falling within class IV of long-term insurance
contracts

permitted asset
exposure limit

has the meaning given in paragraph 2 of Appendix 4.2

permitted connected
property

property of any of the descriptions in paragraphs 1 to 8 or
10 of Part I of Appendix 3.2, which is not property
falling within rule 3.7(3)

permitted
counterparty
exposure limit

has the meaning set out in paragraph 3 of Appendix 4.2

permitted derivative
contract

(1)

for the purpose of Appendix 3.2, a derivative
contract (a)

(b)

(2)

which is ÔcoveredÕ and (i)

which is held in connection with
ÔpropertyÕ for the purposes of
reduction of investment risk or
efficient portfolio management, or

(ii)

which has the effect of a permitted
derivative contract held in
connection with ÔpropertyÕ for such
purposes; and

which satisfies the conditions in rules
4.12(6) to (8) except that the references in
rule 4.12 to Ôan asset for the valuation of
which provision is made in the Valuation
of Assets RulesÕ is construed as a
reference to permitted connected
property;

property is (a)
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(b)

(3)

a permitted derivative contract or contract
or asset having the effect of a permitted
derivative contract either of which when
taken together with the permitted
derivative contract mentioned in (1), has
the effect that the insurer holds either
permitted connected property or a
permitted derivative contract in connection
with such property; and

a derivative contract is covered if it would not
require a significant provision to be made in
respect of it pursuant to rule 5.3 if it were a
derivative contract to which the Valuation of
Asset Rules applied

permitted securities

securities in which cash under the control of or subject to
the order of the Supreme Court may be invested pursuant
to the relevant rules of court

policy

(a)

in relation to long-term insurance business and
industrial assurance business, includes an
instrument evidencing a contract to pay an
annuity upon human life;

(b)

in relation to insurance business of any other
kind, includes any policy under which there is for
the time being an existing liability already
accrued or under which a liability may accrue;
and

(c)

in relation to capital redemption insurance
business, includes any policy, bond, certificate,
receipt or other instrument evidencing the
contract of insurance with the insurer

policy holder

the person who for the time being is the legal holder of
the policy for securing the contract with the insurer, and (a)

in relation to such long-term insurance business
or industrial assurance business as consists in the
granting of annuities upon human life, includes an
annuitant; and

(b)

in relation to insurance business of any other
kind, includes a person to whom, under a policy, a
sum is due or a periodic payment is payable
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preceding financial
year

see financial year in question

previous financial
years

see financial year in question

profit and loss
account

in relation to an insurer not trading for profit, an income
and expenditure account

profit reserves

has the same meaning as future profits

proper valuation

in relation to land, a valuation made by a qualified valuer
not more than three years before the relevant date which
determined the amount which would be realised at the
time of the valuation on an open market sale of the land
free from any mortgage or charge

property linked
benefits

benefits other than index linked benefits provided for
under a linked long-term contract

property linked
contract

a linked long-term contract conferring property linked
benefits

property linked
liabilities

insurance liabilities in respect of property linked benefits

proportionate share

in the case of a related undertaking of an insurer, the
percentage holding (directly or indirectly) of the related
undertaking capital

proportional
reinsurance treaty

(a)

a reinsurance treaty under which a predetermined proportion of each claim payment by
the cedant under policies subject to the treaty is
recoverable from the reinsurer; and

(b)

for the purposes of the Accounts and Statements
Rules, a reinsurance treaty under which in return
for a proportion of the premium a pre-determined
proportion of each claim payment by the cedant
under policies subject to the treaty is recoverable
from the reinsurer, and

non-proportional reinsurance treaty is construed
accordingly
pure reinsurer

an insurer whose insurance business is as a matter of fact
restricted to effecting or carrying out contracts of
reinsurance
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qualified valuer

in relation to any particular type of land in any particular
area, means Ð
(a)

(b)

qualifying contract
of insurance

a person who is a fellow or professional associate
of the Royal Institution of Chartered Surveyors or
a fellow or associate of the Incorporated Society
of Valuers and Auctioneers or a fellow or
associate of the Rating and Valuation Association
and either Ð
(i)

has knowledge of and experience in the
valuation of that particular type of land in
that particular area, or

(ii)

has knowledge of and experience in the
valuation of land and has taken advice
from a valuer who he is satisfied has
knowledge of and experience in the
valuation of that particular type of land in
that particular area; or

a person who conforms with (a)(i) or (ii) and
immediately before 15 June 1981 was recognised
as a qualified valuer by virtue of an approval by
the Secretary of State under the Insurance
Companies (Valuation of Assets) Regulations
1976 (and for these purposes an approval given
under the Insurance Companies (Valuation of
Assets) Regulations 1974 is deemed to have been
given under the 1976 Regulations)

means a long-term insurance contract which is not
(a)

a reinsurance contract; or

(b)

a contract in respect of which the following
conditions are met Ð
(i)

the benefits under the contract are payable
only on death or in respect of incapacity
due to injury, sickness or infirmity;

(ii)

the contract provides that benefits are
payable on death (other than death due to
an accident) only where the death occurs
within ten years of the date on which the
life of the person in question was first
21 June 2001

147

insured under the contract, or where the
death occurs before that person attains a
specified age not exceeding seventy years;

readily realisable

(iii)

the contract has no surrender value, or the
consideration consists of a single premium
and the surrender value does not exceed
that premium; and

(iv)

the contract makes no provision for its
conversion or extension in a manner
which would result in it ceasing to comply
with any of the above conditions

in relation to a listed investment means a listed
investment to which rule 4.8(4) either does not apply or
applies by reason only that (a)

the listing of the investment has been temporarily
suspended following receipt of price sensitive
information received by the stock exchange on
which the investment is listed or the regulated
market on which facilities for dealing have been
granted; or

(b)

the extent of the holding would prevent an orderly
disposal of the investment for an amount equal to
or greater than 97.5% of market value

receivable

in relation to an insurer, a financial year and a premium,
means due to the insurer in respect of contracts of
insurance incepted during that financial year, whether or
not the premium is received during that financial year

recoverable

in relation to an insurer and a financial year, means
recorded in the insurerÕs books as due in that year,
whether or not the insurer has received any payment

registered friendly
society

a society which is Ð
(a)

a friendly society within the meaning of section
7(1)(a) of the Friendly Societies Act 1974; and

(b)

registered within the meaning of that Act
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registered society

a society registered or deemed to be registered under the
Industrial and Provident Societies Act 1965 or the
Industrial and Provident Societies Act (Northern Ireland)
1969

Regulated Activities
Order

Financial Services and Markets Act (Regulated
Activities) Order (S.I. 2001 No. 544)

regulated activity

is construed in accordance with the Regulated Activities
Order

regulated institution

any of the following Ð

regulated market

(a)

an EEA insurer or UK insurer;

(b)

an approved credit institution;

(c)

a friendly society which is authorised to carry on
insurance business; and

(d)

an approved investment firm

a market which is characterised by (a)

regular operation;

(b)

the fact that regulations issued or approved by the
appropriate authority of the state where the
market is situated -

(c)

(i)

define the conditions for the operation of
and access to the market,

(ii)

define the conditions to be satisfied by a
financial instrument in order for it to be
effectively dealt in on the market, and

(iii)

require compliance with reporting and
transparency requirements comparable to
those laid down in articles 20 and 21 of the
Investment Services Directive, and

in the case of a market situated outside the EEA
States, the fact that the financial instruments dealt
in are of a quality comparable to those in a
regulated market in the United Kingdom
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reinsurance, and
reinsurer

include retrocession and retrocessionaire respectively

reinsurance
recoveries

amounts in respect of claims receivable by an insurer
from a reinsurer under a contract of reinsurance

related company

in relation to an insurer Ð
(a)

a subsidiary undertaking of the insurer;

(b)

a company of which the insurer is a subsidiary
undertaking; or

(c)

a subsidiary undertaking of a company of which
the insurer is a subsidiary undertaking

related undertaking

an undertaking in which a participation is held by
another undertaking or which is a subsidiary undertaking

relevant coinsurance operation

has the meaning given in Appendix 5.1

relevant company

an insurer whose insurance business is restricted to
reinsurance of the marine mutual on terms that provide
that the marine mutual can cancel the reinsurance
arrangements at any time and can require the insurer
immediately to transfer its assets and liabilities to the
marine mutual

relevant date

in relation to the valuation of any asset for any purpose
for which the Valuation of Assets Rules apply, the date
when the asset falls to be valued for that purpose and in
relation to the determination of any liability for any
purpose for which the Determination of Liabilities Rules
apply, the date when the liability falls to be determined
for that purpose

relevant insurer

in relation to a relevant co-insurance operation, an
insurer which is concerned in the operation but is not the
leading insurance undertaking

relevant regulatory
requirements

for the purposes of (2)(b) and (3)(a):
(a)

in the case of a group undertaking that is an
insurance undertaking established in a designated
state or territory, at the option of the insurer,
either:
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(b)

(i)

the regulatory requirements of that state or
territory applicable to an undertaking
carrying on direct insurance business
(even if it only carries on reinsurance
business), or

(ii)

the requirements referred to in (b); and

in the case of any other insurance undertaking,
the rules in IPRU (INS) applicable to an insurer
with its head office in the United Kingdom
(whether or not it is such an insurer)

required margin of
solvency

a margin of solvency required by rule 2.1

required minimum
margin

the greater of the appropriate required margin of solvency
and the amount of the appropriate guarantee fund; and
Ôrequired EEA minimum marginÕ and Ôrequired United
Kingdom minimum marginÕ are construed accordingly

return

the documents required (taken together) to be deposited
under rule 9.6(1)

salvage right

any right of an insurer under a contract of insurance to
take possession of and to dispose of property by virtue of
the fact that the insurer has made a payment or has
become liable to make a payment in respect of a loss
under the contract

second calculation

is the calculation described in rule 2(5)(1) and 2.5(3) to
(6)

secured debt

(1)

a debt owed to (or an obligation to be fulfilled for
the benefit of) an insurer to the extent it is (a)

secured by (i)

a letter of credit established with
an approved credit institution, or

(ii)

a guarantee provided by an
approved credit institution,

where the sum of the aggregate amount available
under all letters of credit established for the
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benefit of the insurer with the same counterparty,
the aggregate amount of all guarantees issued for
the benefit of the insurer by that counterparty and
the amount of any exposure of the insurer to that
counterparty does not exceed the permitted
counterparty exposure limit for that counterparty;
or
(b)

(2)

secured by assets for the valuation of
which provision is made in the Valuation
of Assets Rules and (i)

the value of such assets (after
deducting reasonable expenses of
sale and the amount of any other
debt or obligation secured by the
assets having priority to in ranking
equally with the debt or obligation)
is sufficient to enable the debt or
obligation to be discharged in full,

(ii)

the value of the assets when
aggregated with the insurer's
exposure to assets of the same
description does not exceed the
permitted exposure limit for assets
of that description (as calculated
under rule 4.14 of Appendix 4.2),
and

(iii)

where the assets give rise to
exposure to a counterparty, the
exposure of the insurer to that
counterparty, when added to the
aggregate amount available under
all letters of credit established for
the benefit of the insurer with that
counterparty, and to the aggregate
amount of all guarantees issued for
the benefit of the insurer by that
counterparty, does not exceed the
permitted counterparty exposure
limit for that counterparty;

for the purpose of (1) (a)
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letters of credit established with a
counterparty must be taken not to exceed
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the sum of the aggregate amount of all
debts and the aggregate value of all
obligations in respect of which those
letters of credit were established;
(b)

the aggregate amount of guarantees issued
by a counterparty must be taken not to
exceed the sum of the aggregate amount
of all debts and the aggregate value of all
obligations so guaranteed; and

(c)

assets which are securing any other debt
owed to (or obligation to be fulfilled for
the benefit of ) the insurer must be treated
as if they were assets of the insurer;

and unsecured debt is construed accordingly
securities

includes shares, debt securities, Treasury Bills, Tax
Reserve Certificates and Certificates of Tax Deposit

settlement date

any date on which the fulfilment of an obligation under a
derivative contract is or may be required

share

has the meaning given in the Companies Act or the 1986
Order

shareholder
controller

see rule 11.2 for controller

short term deposit

a sum of money which may be withdrawn at the
discretion of the lender without penalty or loss of accrued
interest by giving notice of withdrawal of one month or
less

Society

the society incorporated by LloydÕs Act 1871 by the
name of LloydÕs

Statistical Rules

rules 9.37 to 9.38

Stock Exchange

London Stock Exchange plc

subordinated debt

any debt which, on a winding up of the debtor, ranks for
payment after the claims of general creditors and is not to
be repaid until the claims of all the general creditors
outstanding at the time have been settled
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subsidiary

is construed in accordance with section 736 of the
Companies Act or Article 4 of the 1986 Order

subsidiary
undertaking

is construed in accordance with section 258 of the
Companies Act or Article 266 of the 1986 Order

SUP

Supervision manual

surplus assets

has the meaning given in rule 4.2(2)

Swiss general
insurer

a non-EEA insurer which has its head office in
Switzerland and which has permission under the Act to
effect or carry out general insurance contracts in
accordance with the Swiss Treaty Agreement of 10
October 1989

technical provisions

the items required by the insurance accounts rules to be
shown in the balance sheet of an insurer at liabilities
items C.1 to 6

Third Life Directive

Council Directive of 10 November 1992 on the coordination of laws, etc and amending Directives
79/267/EEC and 90/619/EEC (92/96/EEC)

Third Non-Life
Directive

Council Directive of 18 June 1992 on the co-ordination
of laws, etc, and amending Directives 73/239/EEC and
88/357/EEC (92/49/EEC)

Treasury Bills

includes bills issued by Her MajestyÕs Government in the
United Kingdom and Northern Ireland Treasury Bills

ultimate EEA
insurance parent
undertaking

an EEA insurance parent undertaking that is not itself the
subsidiary undertaking of another EEA insurance parent
undertaking

ultimate insurance
parent undertaking

an insurance parent undertaking that is not itself the
subsidiary undertaking of another insurance parent
undertaking

UCITS

is an undertaking for collective investments in
transferable securities

UCITS Directive

Council Directive 85/611/EEC of 20 December l985 on
the co-ordination of laws, regulations and administrative
provisions relating to undertakings for collective
investments in transferable securities
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UK-deposit insurer

a non-EEA insurer which has made a deposit in the
United Kingdom in accordance with rule 8.1

UK insurer

an insurer, other than a pure reinsurer or a non-directive
insurer, whose head office is in the United Kingdom

UK margin of
solvency

an insurerÕs margin of solvency computed by reference to
the assets and liabilities of the business carried on by that
insurer in the United Kingdom under rule 2.4

unlisted

see listed

unsecured debt

see secured debt

Valuation of Assets
Rules

the rules in Chapter 4;

variable interest
securities

securities which under their terms of issue provide for
variable amounts of interest

variation margin

(a)

in respect of a derivative contract, or a contract
having the effect of a derivative contract31, assets
(other than assets transferred by way of initial
margin) which, at the relevant date, have been
transferred by, to, or for the benefit of the insurer
in pursuance of a condition in that contract or a
related contract; and

(b)

in respect of an asset having the effect of a
derivative contract, assets which, at the relevant
date, have been transferred by, to, or for the
benefit of, the insurer in pursuance of a
contractual right conferred, or obligation
imposed, by the holding of the asset having the
effect of a derivative contract

warrant

31

an instrument which falls within article 79 of the
Regulated Activities Order

See rule 4.13
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with profits fund

with-profits policy

for the purposes of the Accounts and Statements Rules Ð
(a)

a long-term insurance fund (or that part of such a
fund) in which policy holders are eligible to
participate in any established surplus; and

(b)

where it is an insurerÕs usual practice to restrict
policy holdersÕ participation in any established
surplus to that arising from only a part of the fund
(or part fund) falling within (a), that part (or that
part of the part fund)

a contract falling within a class of long-term insurance
business which is eligible to participate in any part of any
established surplus, and
non-profit policy is construed accordingly

zillmerising

in relation to the Margins of Solvency Rules, means the
method known by that name for modifying the net
premium reserve method of valuing a long-term policy by
increasing the part of the future premiums for which
credit is taken so as to allow for initial expenses

Controller
11.2

(1)

For the purpose of IPRU (INS), controller, in relation to an undertaking ("A"),
means a person who falls within any of the cases in (2).

(2)

The cases are where the ÔpersonÕ Ð
(a)

holds 10% or more of the ÔsharesÕ in A;

(b)

is able to exercise significant influence over the management of A by
virtue of his shareholding in A;

(c)

holds 10% or more of the ÔsharesÕ in a parent undertaking ("P") of A;

(d)

is able to exercise significant influence over the management of P by
virtue of his shareholding in P;

(e)

is entitled to exercise, or control the exercise of, 10% or more of the
Ôvoting powerÕ in A;
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(3)

(4)

(f)

is able to exercise significant influence over the management of A by
virtue of his Ôvoting powerÕ in A;

(g)

is entitled to exercise, or control the exercise of, 10% or more of the
Ôvoting powerÕ in P; or

(h)

is able to exercise significant influence over the management of P by
virtue of his Ôvoting powerÕ in P.

In (2) the person means Ð
(a)

the person;

(b)

any of the person's associates; or

(c)

the person and any of his associates.

Associate, in relation to a ÔpersonÕ ("H") holding ÔsharesÕ in an undertaking
("C") or entitled to exercise or control the exercise of Ôvoting powerÕ in
relation to another undertaking ("D"), means (a)

the spouse of H;

(b)

a child or stepchild of H (if under 18);

(c)

the trustee of any ÔsettlementÕ under which H has a life interest in
possession (or in Scotland a life interest);

(d)

an undertaking of which H is a director;

(e)

a person who is an employee or partner of H;

(f)

if H is an undertaking(i)

a director of H,

(ii)

a subsidiary undertaking of H,

(iii) a director or employee of such a subsidiary undertaking; and
(g)

(5)

if H has with any other person an agreement or arrangement with
respect to the acquisition, holding or disposal of ÔsharesÕ or other
interests in C or D or under which they undertake to act together in
exercising their Ôvoting powerÕ in relation to C or D, that other person.

Settlement, in (4)(c), includes any disposition or arrangement under which
property is held on trust (or subject to a comparable obligation).
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(6)

(7)

Shares (a)

in relation to an undertaking with share capital, means allotted shares;

(b)

in relation to an undertaking with capital but no share capital, means
rights to share in the capital of the undertaking; and

(c)

in relation to an undertaking without capital, means interests (i)

conferring any right to share in the profits, or liability to
contribute to the losses, of the undertaking, or

(ii)

giving rise to an obligation to contribute to the debts or expenses
of the undertaking in the event of a winding up.

Voting power, in relation to an undertaking which does not have general
meetings at which matters are decided by the exercise of voting rights, means
the right under the constitution of the undertaking to direct the overall policy
of the undertaking or alter the terms of its constitution.

158

21 June 2001

PART 2
GENERAL PROVISIONS
Powers under which the rules are made
11.3

The rules and guidance in the IPRU (INS) are made under the following
sections of the Act (a)

section 138 (general rule making power);

(b)

section 141 (insurance business rules);

(c)

section 150(2) (actions for damages);

(d)

section 156 (general supplementary powers);

(e)

section 157 (guidance); and

(f)

section 340 (appointment of auditors and actuaries).

Actions for damages
11.4

Section 150(1) of the Act does not apply to a contravention of the rules in the
IPRU (INS).
Use of definitions

11.5

A word which is printed in italics is used in the defined sense.

11.6

Unless the context otherwise requires, a word or phrase which is defined in a
related enactment bears the same meaning as in that enactment.

11.7

Unless the context otherwise requires, a word which is related to a defined
word is construed by reference to the defined word.
Supplementary and ancillary provisions

11.8

For the purposes of this IPRU (INS):
(a)

a contract of insurance is to be treated as falling within Annex 11.1,
notwithstanding the fact that that it contains supplementary provisions
falling within class 1 or class 2 of Annex 11.2 if:
(i)

its principal object is that of a contract falling within Annex
11.1, and

159

21 June 2001

(ii)

(b)

it is effected or carried out by an insurer who has permission to
effect or carry out contracts falling within class I of Annex
11.1; and

a contract of insurance whose principal risk falls within any of classes
1 to 18 of Annex 11.2 is to be treated as falling within that class and
no other, notwithstanding the fact that it also covers ancillary risks.
_________________________
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ANNEX 11.1
CLASSES OF LONG-TERM INSURANCE BUSINESS
_____________________________
Number

Description

Nature of business

I

Life and annuity

Effecting or carrying out contracts of insurance on
human life or contracts to pay annuities on human life,
but excluding (in each case) contracts within class III.

II

Marriage and
birth

Effecting or carrying out contracts of insurance to
provide a sum on marriage or on the birth of a child,
being contracts expressed to be in effect for a period of
more than one year.

III

Linked long
term

Effecting or carrying out contracts of insurance on
human life or contracts to pay annuities on human life
where the benefits are wholly or partly to be
determined by reference to the value of, or the income
from, property of any description (whether or not
specified in the contracts) or by reference to
fluctuations in, or in an index of, the value of property
of any description (whether or not so specified).

IV

Permanent
health

Effecting or carrying out contracts of insurance
providing specified benefits against risks of persons
becoming incapacitated in consequence of sustaining
injury as a result of an accident or of an accident of a
specified class or of sickness or infirmity, being
contracts that -

V

Tontines

(a)

are expressed to be in effect for a period of not
less than five years, or until the normal
retirement age for the persons concerned, or
without limit of time; and

(b)

either are not expressed to be terminable by the
insurer, or are expressed to be so terminable
only in special circumstances mentioned in the
contract.

Effecting or carrying out tontines.
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VI

Capital
redemption

Effecting or carrying out capital redemption contracts.

VII

Pension fund
management

Effecting or carrying out(a)

pension fund management contracts; or

(b)

contracts of the kind mentioned in (a) that are
combined with contracts of insurance covering
either conservation of capital or payment of a
minimum interest.

VIII

Collective
insurance etc

Effecting or carrying out contracts of a kind referred to
in Article 1(2)(e) of the First Life Directive.

IX

Social insurance

Effecting or carrying out contracts of a kind referred to
in Article 1(3) of the First Life Directive.

____________________________________
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ANNEX 11.2
CLASSES, AND GROUPS OF CLASSES, OF GENERAL INSURANCE BUSINESS
________________________
Part I
Classes of general insurance business
Number

Description

Nature of business

1

Accident

Effecting or carrying out contracts of insurance
providing fixed pecuniary benefits or benefits in the
nature of indemnity (or a combination of both) against
risks of the person insured or, in the case of a contract
made by virtue of section 140, 140A or 140B of the
Local Government Act 1972, a person for whose
benefit the contract is made (a)

sustaining injury as the result of an accident or
of an accident of a specified class, or

(b)

dying as the result of an accident or of an
accident of a specified class, or

(c)

becoming incapacitated in consequence of
disease or of disease of a specified class,

inclusive of contracts relating to industrial injury and
occupational disease but exclusive of contracts falling
within class 2 or within class IV in Annex 11.1.
2

Sickness

Effecting or carrying out contracts of insurance
providing fixed pecuniary benefits or benefits in the
nature of indemnity (or a combination of the two)
against risks of loss to the persons insured attributable
to sickness or infirmity, but exclusive of contracts
falling within class IV in Annex 11.1.

3

Land vehicles

Effecting or carrying out contracts of insurance against
loss of or damage to vehicles used on land, including
motor vehicles but excluding railway rolling stock.

4

Railway rolling

Effecting or carrying out contracts of insurance stock
against loss of or damage to railway rolling stock.

5

Aircraft

Effecting or carrying out contracts of insurance upon
aircraft or upon the machinery, tackle, furniture or
equipment of aircraft.
163

21 June 2001

6

Ships

Effecting or carrying out contracts of insurance upon
vessels used on the sea or on inland water, or upon the
machinery, tackle, furniture or equipment of such
vessels.

7

Goods in transit

Effecting or carrying out contracts of insurance against
loss of or damage to merchandise, baggage and all
other goods in transit, irrespective of the form of
transport.

8

Fire and natural
forces

Effecting or carrying out contracts of insurance against
loss of or damage to property (other than property to
which classes 3 to 7 above relate) due to fire,
explosion, storm, natural forces other than storm,
nuclear energy or land subsidence.

9

Damage to
property

Effecting or carrying out contracts of insurance against
loss of or damage to property (other than property to
which classes 3 to 7 above relate) due to hail or frost or
to any event (such as theft) other than those mentioned
in class 8 above.

10

Motor vehicle
liability

Effecting or carrying out contracts of insurance against
damage arising out of or in connection with the use of
motor vehicles on land including third-party risks and
carrier's liability.

11

Aircraft liability

Effecting or carrying out contracts of insurance against
damage arising out of or in connection with the use of
aircraft, including third-party risks and carrier's
liability.

12

Liability for
ships

Effecting or carrying out contracts of insurance against
damage arising out of or in connection with the use of
vessels on the sea or on inland water, including thirdparty risks and carrier's liability.

13

General liability

Effecting or carrying out contracts of insurance against
risks of the persons insured incurring liabilities to third
parties, the risks in question not being risks to which
class 10, 11 or 12 above relates.

14

Credit

Effecting or carrying out contracts of insurance against
risks of loss to the persons insured arising from the
insolvency of debtors of theirs or from the failure
(otherwise than through insolvency) of debtors of theirs
to pay their debts when due.
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15

16

Suretyship

Miscellaneous
financial loss

Effecting or carrying outÐ
(a)

contracts of insurance against risks of loss to
the persons insured arising from their having to
perform contracts of guarantee entered into by
them;

(b)

contracts for fidelity bonds, performance bonds,
administration bonds, bail bonds or customs
bonds or similar contracts of guarantee.

Effecting or carrying out contracts of insurance against
any of the following risks, namely Ð
(a)

risks of loss to the persons insured attributable
to interruptions of the carrying on of business
carried on by them or to reduction of the scope
of business so carried on;

(b)

risks of loss to the persons insured attributable
to their incurring unforeseen expense (other
than loss such as is covered by contracts falling
within class 18);

(c)

risks neither falling within (a) or (b) nor being
of a kind such that the carrying on of the
business of effecting or carrying out contracts
of insurance against them constitutes the
carrying on of insurance business of some other
class.

17

Legal expenses

Effecting or carrying out contracts of insurance against
risks of loss to the persons insured attributable to their
incurring legal expenses (including costs of litigation).

18

Assistance

Effecting or carrying out contracts of insurance
providing either or both of the following benefits,
namely Ð
(a)

assistance (whether in cash or in kind) for
persons who get into difficulties while
travelling, while away from home or while
away from their permanent residence, or

(b)

assistance (whether in cash or in kind) for
persons who get into difficulties otherwise than
as mentioned in paragraph (a) above.
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Part II
Groups of classes of general insurance business
Number

Description

Nature of business

1

Accident and
health

Classes 1 and 2.

2

Motor

Class 1 (to the extent that the relevant risks are risks of
the person insured sustaining injury, or dying, as the
result of travelling as a passenger) and classes 3, 7 and
10.

3

Marine and
transport

Class 1 (to the said extent) and classes 4, 6, 7 and 12.

4

Aviation

Class 1 (to the said extent) and classes 5, 7 and 11.

5

Fire and other
damage to
property

Classes 8 and 9.

6

Liability

Classes 10, 11, 12 and 13.

7

Credit and
suretyship

Classes 14 and 15.

8

General

All classes.
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Chapter 12
TRANSITIONAL ARRANGEMENTS
__________________________________
Guidance:
GEN (the part of the FSA Handbook in High Level Standards which has the title General
Provisions) contains some technical transitional provisions that apply throughout the
Handbook and which are designed to ensure a smooth transition at commencement of the Act.
These include transitional provisions relevant to record keeping and notification rules.
SUP contains transitional provisions which carry forward written concessions relating to precommencement provisions.
______________________________
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APPENDIX 2.1 (rule 2.4(1)(b))
GENERAL INSURANCE BUSINESS SOLVENCY MARGIN
FIRST METHOD OF CALCULATION (PREMIUM BASIS)
____________________
1.

The gross premiums receivable in respect of the insurerÕs entire general
insurance business for the financial year in question must be aggregated.

2.

From the aggregate arrived at under 1 there must be deducted (a)

any taxes included in the gross premiums receivable; and

(b)

any levies that are related to premiums and are recorded in the
insurerÕs books as payable in the financial year in question in respect
of general insurance business.

3.

The amount arrived at under 2 must be multiplied by 12 and divided by the
number of months in the financial year.

4.

If the amount arrived at under 3 is more than 10 million Euro, it must be
divided into two portions, the former consisting of 10 million Euro and the
latter comprising the excess.

5.

Where there has been a division into two portions pursuant to 4, there must be
calculated and added together 18% and 16% of the two portions respectively;
and where there has been no such division, there must be calculated 18% of
the amount arrived at under 3.

6.

In the case of general insurance business consisting of health insurance based
on actuarial principles, 5 applies with the substitution of 6% for 18% and 5
and one-third % for 16%, but only if all the Ônecessary conditionsÕ are
satisfied.

7.

For the purposes of 6, the necessary conditions are (a)

the gross premiums receivable are calculated on the basis of sickness
tables appropriate to the insurance business;

(b)

the reserves include provision for increasing age;

(c)

an additional premium is collected in order to set up a safety margin of
an appropriate amount;

(d)

it is not possible for the insurer to cancel the contract after the end of
the third year of the contract; and
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(e)
8.

9.

10.

the contract provides for the possibility of increasing premiums or
reducing payments during its currency.

Where 6 applies to an insurer whose general insurance business consists
partly of health insurance based on actuarial principles and partly of other
business, the procedure provided in 1 to 6 must operate separately for each
part of the general insurance business, so as to produce a sum under 6 for the
health insurance and a sum under 5 for the other business.
(1)

If the Ôprovision for claims outstandingÕ at the end of the preceding financial
year exceeds the provision for claims outstanding at the beginning of that
year, the amount of the excess must be added to the Ôamount of claims paidÕ in
the preceding financial year.

(2)

If the Ôprovision for claims outstandingÕ at the beginning of the preceding
financial year exceeds the provision for claims outstanding at the end of that
year, the amount of the excess must be deducted from the Ôamount of claims
paidÕ in the preceding financial year.

(1)

For the purposes of 9, the amount of claims paid, is the amount that is
recorded in the insurerÕs books as at the end of the financial year (a)

in relation to general insurance business classes 1 to 17, as paid by the
insurer (whether or not payment has been effected in that year) in full
or partial settlement of the ÔclaimsÕ described in (2) and the ÔexpensesÕ
described in (3); or

(b)

in relation to general insurance business class 18, as being the costs
borne by the insurer (whether or not borne in that year) in respect of
the assistance given,

less (in either case) any ÔrecoverableÕ amounts within the meaning of (4).
(2)

The claims mentioned in (1) are claims under contracts of insurance including
claims relating to business accounted for over a longer period than a financial
year.

(3)

The expenses mentioned in (1) are expenses (such as legal, medical, surveying
or engineering costs) which are incurred by the insurer, whether through the
employment of its own staff or otherwise, and are directly attributable to the
settlement of individual claims, whether or not the individual claims in
question are those mentioned in (1).

(4)

Recoverable amounts for the purposes of (1) are amounts recoverable by the
insurer, in respect of the ÔclaimsÕ mentioned in (1) or other claims, including
amounts recoverable by way of salvage, amounts recoverable from third
parties and amounts recoverable from other insurers but excluding amounts
recoverable in respect of reinsurance ceded by the insurer.
5
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11.

(1)

For the purposes of 9, the provision for claims outstanding, is (subject to the
Valuation of Asset Rules and Determination of Liabilities Rules) the amount
set aside by the insurer as at the beginning or end of the financial year as
being an amount likely to be sufficient to meet (a)

the ÔclaimsÕ described in (2); and

(b)

the ÔexpensesÕ described in (3),

less any ÔrecoverableÕ amounts within the meaning of (4).
(2)

The claims mentioned in (1) are claims under contracts of insurance in respect
of incidents occurring (a)

in the case of an amount set aside as at the beginning of the financial
year, before the beginning of that year; and

(b)

in the case of an amount set aside as at the end of the financial year,
before the end of that year,

being claims which have not been treated as claims paid including claims
relating to business accounted for over a longer period than a financial year,
claims the amounts of which have not been determined and claims arising out
of incidents that have not been notified to the insurer.
(3)

The expenses mentioned in (1) are expenses (such as legal, medical, surveying
or engineering costs) which are likely to be incurred by the insurer, whether
through the employment of its own staff or otherwise, and are directly
attributable to the settlement of individual claims, whether or not the
individual claims in question are those mentioned in (1).

(4)

Recoverable amounts for the purposes of (1) are amounts estimated by the
insurer to be recoverable by it in respect of the ÔclaimsÕ mentioned in (1),
including amounts recoverable by way of salvage, amounts recoverable from
third parties and amounts recoverable from other insurers but excluding
amounts recoverable in respect of reinsurance ceded by the insurer.

12.

From the amount determined under 9(1) or (2) there must be deducted the total
sum recoverable in respect of that amount under reinsurance contracts ceded.

13.

The amount determined under 12 must be expressed as a percentage of the
amount determined under 9(1) or (2).

14.

The sum arrived at under 5 or 6 or the aggregate of the sums arrived at under
those paragraphs, as the case may be, must be multiplied (a)

where the percentage arrived at under 13 is greater than 50% but not
greater than 100%, by the percentage so arrived at;
6
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(b)

where the percentage so arrived at is greater than 100%, by 100%; and

(c)

in any other case, by 50%.
____________________________
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APPENDIX 2.2 (rule 2.4(1)(b))
GENERAL INSURANCE BUSINESS SOLVENCY MARGIN
SECOND METHOD OF CALCULATION (CLAIMS BASIS)
________________________
1.

In this Appendix reference period, in relation to an insurer, means either -

2.

3.

(a)

the financial year which last ended and the two previous financial
years; or

(b)

the financial year in question and the six previous financial years if
more than one-half of the gross premiums receivable in that period
were in respect of all or any of the following, namely, storm (as
included in general insurance business class 8), hail (as included in
general insurance business class 9), frost (as included in general
insurance business class 9) and credit (as included in general
insurance business class 14).

If an insurer has not been in existence long enough to acquire a Ôreference
periodÕ, this Appendix must be treated as giving a lower result than that given
by Appendix 2.1 and does not otherwise apply to the insurer.
(1)

If the Ôprovision for claims outstandingÕ at the end of the Ôreference periodÕ
exceeds the Ôprovision for claims outstandingÕ at the beginning of the
Ôreference periodÕ, the amount of the excess must be added to the Ôamount of
claims paidÕ in the Ôreference periodÕ.

(2)

If the Ôprovision for claims outstandingÕ at the beginning of the Ôreference
periodÕ exceeds the Ôprovision for claims outstandingÕ at the end of the
Ôreference periodÕ, the amount of the excess must be deducted from the
Ôamount of claims paidÕ in the Ôreference periodÕ.

(3)

For the purposes of this paragraph, the expressions amount of claims paid
and provision for claims outstanding have, in relation to a Ôreference
periodÕ, the same meaning as they have in paragraph 9 of Appendix 2.1.

4.

The aggregate obtained under 3(1) or (2) must be divided by the number of
months in the Ôreference periodÕ and multiplied by 12.

5.

If the amount arrived at under 4 is more than 7 million Euro, it must be
divided into two portions, the former consisting of 7 million Euro and the
latter comprising the excess.

6.

Where there has been a division into two portions pursuant to 5, there must be
calculated and added together 26% and 23% of the two portions respectively;
and where there has been no such division, there must be calculated 26% of
the amount arrived at under 4.
8
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7.

In the case of general insurance business consisting of health insurance based
on actuarial principles, 6 applies with the substitution of 8 and two-thirds %
for 26% and 7 and two-thirds % for 23%, but only if all the Ônecessary
conditionsÕ are satisfied.

8.

The necessary conditions for the purposes of 7 are the same as those set out
in paragraph 7 of Appendix 2.1.

9.

In a case of the kind mentioned in 8 of Appendix 2.1, that paragraph applies
(with the necessary modifications) so as to produce separate sums under 6 and
7.

10.

The sum arrived at under 6 or 7 or the aggregate of the sums arrived at under
those paragraphs, as the case may be, must be multiplied by the same
percentage as is applicable for the purposes of paragraph 14 of Appendix 2.1.

___________________
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APPENDIX 2.3 (rule 2.9)
MINIMUM GUARANTEE FUND
____________________
Long-term business
1.

Subject to 7, the minimum guarantee fund for long-term insurance business is(a)

in the case of a pure reinsurer which (i)

is the wholly-owned subsidiary of an insurer carrying on long-term
insurance business, and

(ii)

carries on only such reinsurance business as is ceded to it by that
insurer, 200,000 Euro;

(b)

in the case of a mutual, 600,000 Euro; and

(c)

in any other case, 800,000 Euro.

General business
2.

Subject to 3 to 7, the minimum guarantee fund for general insurance business is the
amount shown in the table below as applicable to the general insurance business class
for which the insurer has permission under the Act (or the highest such amount if the
insurer has permission for more than one class).
General Business

Amount

Class 10, 11, 12, 13, 14, or 15
Class 1, 2, 3, 4, 5, 6, 7, 8, 16, or 18
Class 9 or 17

400,000 Euro
300,000 Euro
200,000 Euro

3.

In the case where the risks covered fall within class 14 and where the annual amount
of premiums or contributions of the insurer due in respect of that class for each of the
financial year in question and two previous financial years exceeded 2,500,000 Euro
or 4% of the total amount of premiums or contributions receivable by the insurer, for
the amount of Euro given in the table in 2 there must be substituted the amount of
1,400,000 Euro.

4.

Where an insurer carrying on credit insurance business is required to increase the
amount of Euro pursuant to 3, the insurer has (a)

a period of three years in which to bring the fund up to 1,000,000 Euro;

(b)

a period of five years to bring the fund up to 1,200,000 Euro; and

(c)

a period of seven years to bring the fund up to 1,400,000 Euro,
10
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such periods to run from the date on which the criteria set out in 3 are fulfilled.
5.

An insurer which has permission limited to part of a class is, for the purposes of 2,
treated as having permission for the whole of the class.

6.

In the case of a mutual, the minimum guarantee fund required by 2 to 5 is reduced by
25%.
Long-term and general insurance business

7.

In relation to a UK margin of solvency or EEA margin of solvency maintained under
rule 2.1(2)(b) or (3)(e), the minimum guarantee fund for long-term or general
insurance business is one-half of the amount arrived at by applying the provisions of
this Appendix.
_____________________
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APPENDIX 3.1 (rule 3.3(3)(b))
FORM OF ALLOCATION NOTICE TO POLICY HOLDERS
____________________________________
[Deleted]
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APPENDIX 3.2 (rule 3.7)
PERMITTED LINKS
______________________________
PART I
DESCRIPTIONS OF PROPERTY BY WHICH BENEFITS MAY BE DETERMINED1
1.

2.

Listed securities which are readily realisable, not being securities which are (a)

approved securities;

(b)

loans or deposits of the kinds mentioned in 4 and 7;

(c)

units or other beneficial interests in a collective investment fund; or

(d)

derivative contracts.

Unlisted securities which are readily realisable, not being securities which
are(a)

approved securities;

(b)

loans or deposits of the kinds mentioned in 4 and 7;

(c)

units or other beneficial interests in a collective investment fund; or

(d)

derivative contracts.

3.

Land (including any interest in land) in an EEA State, Australia, Canada, the
Channel Islands, Gibraltar, Hong Kong, the Isle of Man, New Zealand, the
Republic of South Africa, Singapore or the United States of America.

4.

Loans (a)

1

which are fully secured by a mortgage or charge on land (or any
interest in land) which (i)

is situated in any of the countries referred to in 3, and

(ii)

in the case of a loan made to a person other than a body
corporate, is not used wholly or mainly for domestic purposes;
and

See Guidance Note 4.1 and Guidance Note 9.1
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(b)

5.

in relation to which the rate of interest and the due dates for the
payment of interest and the repayment of principal can be fully
ascertained from the terms of any agreement relating to the loan.

Units or other beneficial interests in (a)

a scheme falling within the UCITS Directive; and

(b)

a collective investment fund which satisfies the following conditions (i)

the property of the fund comprises property of any of the
descriptions in 1 to 10,

(ii)

the units are readily realisable at a price which represents the
net value per unit of the assets and liabilities of the fund, and

(iii)

the price at which the units may be bought and sold is
published regularly.

6.

Approved securities.

7.

Loans to or deposits with an approved credit institution, an approved financial
institution or an approved investment firm.

8.

Income due, or to become due, in respect of property of any of the descriptions
in 1 to 7.

9.

Permitted derivative contracts.

10.

Cash.

11.

Units, by whatever name called, in a real or notional fund (not being a scheme
or undertaking of a kind mentioned in 5) which is limited to the descriptions of
property mentioned above, not being property falling within rule 3.7(3), and
which under the contract is to be managed either(a)

wholly by the insurer; or

(b)

wholly or to any extent by another person being a person for whose
acts and omissions in managing the fund the insurer assumes
responsibility towards the policy holder as if they were the acts or
omissions of the insurer, and otherwise (if at all) by the insurer.
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PART II
INDICES BY REFERENCE TO WHICH BENEFITS MAY BE DETERMINED2
1

An approved index.
_________________________________

2

See Guidance Note 4.1 and Guidance Note 9.1
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APPENDIX 4.1 (rule 4.3)
VALUE OF DEPENDANTS
_____________________________

[Deleted]

_______________________

16

21 June 2001

APPENDIX 4.2 (rule 4.14)
ASSETS TO BE TAKEN INTO ACCOUNT ONLY TO A SPECIFIED EXTENT
______________________
PART I
EXCESS EXPOSURE: METHOD OF CALCULATION
1.

Unless the context otherwise requires, words and expressions contained in this
Appendix have the same meaning as in the Valuation of Assets Rules and the
Determination of Liabilities Rules.

2.

The permitted asset exposure limit for assets of any of the descriptions in Part
II of this Appendix is the percentage of the business amount set out
immediately following the description. In the case of an asset which is not
covered by any of the descriptions in Part II of this Appendix (other than a
derivative contract), the permitted asset exposure limit is nil.

3.

The permitted counterparty exposure limit is (a)

where the counterparty is an individual or an unincorporated body of
persons, 5% of the business amount;

(b)

where the counterparty is a counterparty of the type mentioned in (e)
in the definition of counterparty, 5% of the business amount;

(c)

where the counterparty is a body corporate or group, each of (i)

20% of the business amount or £2 million, whichever is the
larger,

(ii)

10% of the business amount or such lower amount as the
insurer may decide where the exposure arises other than by
reason that debts are due or to become due as a result of short
term deposits made with an approved credit institution, and

(iii)

5% of the business amount where the exposure is other than to
bodies which are approved counterparties.

Calculation of exposure to assets
4.

A value must be ascribed to assets of each description which must be an
amount determined in accordance with the Valuation of Assets Rules or, where
the assets are of a description for the valuation of which no provision is made
in the Valuation of Assets Rules, an amount which would reasonably be paid
by way of consideration for an immediate assignment or transfer of such
assets. The amount by which the insurer is exposed to assets of each
17
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description must be determined by adjusting the value of the assets in
accordance with 5 to 11A.
Adjustment in respect of futures contracts
5.

The figure arrived at under 4 in respect of assets of each description must be
increased or decreased by the value of assets of that description which the
insurer is deemed to have acquired or disposed of pursuant to a futures
contract.

6.

For the purposes of 5, the insurer is deemed to have acquired or disposed of
assets pursuant to a futures contract if, at the relevant date, it has entered into
(and not closed out) a futures contract which (a)

provides for the acquisition of assets by that insurer;

(b)

is listed and provides for the disposal of assets by the insurer; or

(c)

is not listed but provides for the disposal of assets by the insurer to an
approved counterparty and it is prudent to assume that such disposal
will take place within one year of the relevant date.

Adjustments in respect of options
7.

The figure arrived at under 4 to 6 in respect of assets of each description must
be increased or decreased by the value of assets of that description which the
insurer is deemed to have acquired or disposed of pursuant to an option.

8.

For the purposes of 7, the insurer is deemed to have acquired or disposed of
assets pursuant to an option if, at the relevant date, it is a party to an option
and it is prudent to assume that the option will be exercised and the option is
one which (a)

provides for the acquisition of assets by the insurer;

(b)

is listed and provides for the disposal of assets by the insurer; or

(c)

is not listed but provides for the disposal of assets by the insurer to an
approved counterparty and it is prudent to assume that such disposal
will take place within one year of the relevant date.

Adjustments in respect of initial margins
9.

The figure arrived at under 4 to 8 in respect of assets of each description must
be increased by an amount representing the value of any assets of that
description which have been transferred by the insurer by way of initial
margin.
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Adjustments in respect of an undiversified contract for differences or a
contract or asset having the effect of a derivative contract
10.

11.

The amount arrived at in accordance with 4 to 9 must be increased or
decreased by an amount representing the value of assets which the insurer is
deemed to have acquired or disposed of under (a)

an undiversified contract for differences; or

(b)

a contract or asset other than a diversified contract for differences
which has the effect of a derivative contract.

For the purposes of 10, the insurer is deemed to have achieved the effect of
such contract by entering into appropriate futures contracts or options. The
assets deemed to be acquired or disposed of must be dealt with in accordance
with 5 and 7 respectively.
Adjustment in respect of subsidiary undertakings

11A.

The amount arrived at under 4 to 11 must be increased by an amount
representing the exposure, if any, of the insurerÕs dependants to assets of that
description, calculating that exposure by applying 4 to 11 to each dependant as
if it were an insurer (whether it is or not).
Excess asset exposure

12.

The amount by which the insurer is exposed to assets of a particular
description in excess of the permitted asset exposure limit must be calculated
by subtracting the permitted asset exposure limit for assets of that description
from the corresponding amount of the exposure, calculated in accordance with
4 to 11A. For this purpose, exposure to assets must be excluded to the extent
that such exposure has caused the recognition of excess exposure to assets of a
different description. If the figure arrived at is negative, it must be taken to be
zero.
Calculation of exposure to a counterparty

13.

Subject to 14 to 15A, the value of all investments (determined in accordance
with rule 4.8) issued by any one counterparty and the value of all rights
(determined in accordance with rules 4.5, 4.12 and 4.13) against that
counterparty, in each case up to the amount of the appropriate permitted asset
exposure limit, must be aggregated. Where the counterparty is an issuer of a
collective investment scheme falling within rule 4.9 (1)(c), the value of units or
other beneficial interest in the collective investment scheme must be included.

14.

Where an insurer has rights in respect of an obligation to be fulfilled by a
counterparty and (a)

the obligation is a secured obligation which 19
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(b)

(i)

is secured by cash deposited with, or a letter of credit
established with, or securities issued by, or a guarantee
provided by, an approved credit institution or an approved
financial institution, and

(ii)

is due to be fulfilled within 12 months of the relevant date; or

the obligation is a secured obligation which is secured by listed
securities which are readily realisable or by approved securities which
in either case (i)

have been deposited with an approved credit institution, an
approved financial institution or an approved investment firm,
and

(ii)

are beneficially owned by the counterparty but will not be
available for the benefit of creditors generally in the event of
the winding-up of the counterparty,

the aggregation required by 13 need not include the value of such rights.
15.

If the insurer has liabilities to the counterparty which may be offset against
the above mentioned assets in accordance with generally accepted accounting
concepts, bases and policies or other generally accepted methods appropriate
for insurers, then such liabilities may be offset for the purposes of the
aggregation required by 13.

15A.

The amount arrived at in accordance with 13 to 15 must be increased by the
amount by which any dependant of the insurer is exposed to the same
counterparty.
Excess counterparty exposure

16.

The amount by which the insurer is exposed to a counterparty in excess of the
permitted counterparty exposure limit must be calculated by subtracting from
the amount of the exposure to such counterparty the amount of the permitted
counterparty exposure limit for such counterparty. If the figure arrived at is
negative, it must be taken to be zero. If the insurer is exposed to a
counterparty in excess of the permitted counterparty exposure limit in more
than one of the circumstances set out in 3(c), it must make the deduction
required under rule 4.14 (1)(b) only in respect of the circumstances leading to
the greatest excess exposure.
Excess concentration with a number of counterparties

17.

Where there is exposure to a counterparty of the type mentioned in 3(c)(ii),
40% of the business amount must be deducted from the aggregate of such
exposures. The amount so arrived at is the excess concentration with a number
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of counterparties. Where this amount is negative it must be taken to be zero.
For the purposes of this paragraph (a)

exposure to a counterparty is to be taken into account only up to the
level of the permitted counterparty exposure limit for that
counterparty;

(b)

exposure to a counterparty is not taken into account if it does not
exceed 5% of the business amount; and

(c)

e x p o s u r e to a counterparty is not taken into account if the
corresponding permitted counterparty exposure limit does not exceed
5% of the business amount.
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PART II
DESCRIPTION OF ASSET AND CORRESPONDING BUSINESS
AMOUNT
Description of asset

1

1A
2

3.
4.

5.

Percentage of
general insurance
business amount or
long-term
insurance business
amount

A piece of land or a number of pieces of
land (or an interest in such pieces of land) to
which in the most recent proper valuation of
such pieces of land an aggregate value is
ascribed which is greater than the value of
each of such pieces of land valued
separately

5%.

A reversionary interest or a remainder not
falling within 1

1%.

All debts due or to become due from any
one individual (other than an individual who
is connected with the insurer within the
meaning of rule 3.4(5), being debts which
are fully secured on any dwelling or any
land appurtenant to it owned or to be
purchased by the individual and used or to
be used by him for his own residence

1%.

All debts due or to become due from an
individual, other than debts specified in 2

0.25%.

All unsecured debts (other than debts arising
under the terms of debt securities or debts
from a regulated institution) due or to
become due from any one counterparty
other than an individual, body corporate or
group

1%.

All unsecured debts (other than debts arising
under the terms of debt securities or debts
from a regulated institution) due or to
become due from any one company, taken
together with all such debts due or to
22
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6.

7.

become due from a connected company of
that company

1%.

All unsecured debts (other than debts arising
under the terms of debt securities or debts
from an approved counterparty) due or to
become due from any one regulated
institution, taken together with all such debts
due or to become due from a connected
company of that institution

2.5%.

All debts, other than debts arising under the
terms of debt securities, due or to become
due from any one counterparty which is not
an approved counterparty taken together
with all such debts due or to become due
from any connected company (other than an
approved counterparty) of that counterparty
5%.

8.

9.

10.
11.

All debts, other than short-term deposits
with an approved credit institution or debts
arising under the terms of debt securities,
due or to become due from any one
approved counterparty, taken together with
all such debts due or to become due from
any connected company of that approved
counterparty

10%.

All debts due or to become due from an
approved credit institution (or a connected
company of that institution) taken together
unless Ð
(a)

the insurer has notified the FSA that
it places deposits with that
institution; and

(b)

the total amount of debts due or to
become due does not exceed £2
million

The aggregate of debts of the descriptions in
3, 4 and 5

20%
5%.

All investments of a kind which may be
valued in accordance with rule 4.8 (other
than secured debt securities, debt securities
(other than hybrid securities) issued by a
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regulated institution or investments which
are listed and readily realisable) issued by
any one issuer taken together with Ð

12.

(a)

all units or other beneficial
interests in a c o l l e c t i v e
investment scheme falling within
rule 4.9(1)(c) issued by that
issuer; and with

(b)

all investments of the kinds
mentioned in this paragraph
issued by a connected company
of that issuer

1%.

The aggregate of assets of any of the
descriptions in 1A and 11

10%.

All shares and hybrid securities issued by
any one issuer taken together with all such
securities issued by a connected company of
that issuer

2.5%.

All securities issued by any one issuer
which is not an approved counterparty taken
together with all securities issued by a
connected company, other than an approved
counterparty, of that issuer

5%.

15.

All securities issued by any one counterparty

10%.

16.

All holdings in any one authorised unit trust
scheme or recognised scheme

5%.

17.

All cash

3%.

18.

All computer equipment

5%.

19.

All office machinery (other than computer
equipment) taken together with all furniture,
motor vehicles and other equipment

2.5%.

13.

14.

_____________________________
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APPENDIX 5.1 (rule 5.5 and relevant co-insurance operation)
RELEVANT CO-INSURANCE OPERATIONS
____________________________
1.

2.

An insurance operation is a relevant co-insurance operation for the purposes
of rule 5.5 if (a)

it is not a reinsurance acceptance;

(b)

it relates to any of the classes of general insurance business specified
in 2; and

(c)

it satisfies all the conditions specified in 3.

The classes referred to in 1(b) are class 3 (land vehicles),
class 4 (railway rolling stock),
class 5 (aircraft),
class 6 (ships),
class 7 (goods in transit),
class 8 (fire and natural forces),
class 9 (damage to property),
class 10 (motor vehicle liability),
class 11 (aircraft liability),
class 12 (liability for ships),
class 13 (general liability), excluding risks which concern damage arising
from nuclear sources or from medicinal products,
class 14 (credit),
class 15 (suretyship), and
class 16 (miscellaneous financial loss).
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3.

4.

The conditions referred to in 1(c) are (a)

that the risk is covered by a single contract at an overall premium and
for the same period by two or more insurance undertakings, each for
its own part;

(b)

that the risk is ÔsituatedÕ (within the meaning of 4 below) within an
EEA State; and

(c)

that at least one of the insurance undertakings participating in the
operation does so through a head office or branch established in an
EEA State other than that in which the leading insurance undertakingÕs
head office (or if the leading insurance undertaking is participating
through a branch, that branch) is established.

For the purposes of 3(b), a risk is situated in an EEA State (a)

in the case of insurance relating to immovable property, if the property
is situated in an EEA State;

(b)

in the case of insurance relating to a registered vessel, aircraft or
vehicle (including railway rolling stock), if the vessel, aircraft or
vehicle is registered in an EEA State; and

(c)

in any other case, if the policy holder is incorporated or has his
habitual residence in an EEA State.

_______________________________
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APPENDIX 6.1 (rule 6.7)
METHODS OF CALCULATING THE EQUALISATION RESERVE
__________________________
Part I
Methods of calculating transfers in
1.

Amounts to be transferred to the equalisation reserve at the end of a financial
year must be calculated in accordance with 2 to 3.

2.

For insurance business falling within a business group, the amount to be
transferred to the equalisation reserve is the percentage specified in the table
in 3 of net premiums written in that financial year including adjustments in
respect of all previous financial years in respect of that business.

3.

The table referred to in 2 is as follows.
Business group

Percentage of net premiums written

A
B
C
D
E

3%
3%
6%
75%
11%

Part II
Methods of calculating transfers out
4.

Amounts to be transferred from the equalisation reserve at the end of a
financial year must be calculated in accordance with 5 to 10.

5.

For insurance business falling within a business group which is accounted for
on an accident year basis, the insurer must determine the amount (the
abnormal loss), if any, by which, taking into account any adjustments in
respect of previous years' underwriting, net claims incurred in that financial
year in respect of that business exceed the percentage specified in the table
contained in 8 of net premiums earned in that financial year in respect of that
business.

6.

For insurance business falling within a business group which is accounted for
on an underwriting year basis, the insurer must determine the amount (the
abnormal loss), if any, by which net claims paid plus the increase (or less the
decrease) in the net technical provisions (exclusive of any change in claims
handling expenses and any equalisation reserve) in that financial year plus
adjustments in respect of all previous financial years in respect of that
business exceed the percentage specified in the table contained in 8 of net
27
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premiums written in that financial year plus adjustments in respect of all
previous financial years in respect of that business.
7.

For the purposes of 5 and 6, if net premiums earned or net premiums written,
as the case may be, in respect of any business in any financial year are
negative, their value is deemed to be zero for the purposes of calculating the
Ôabnormal lossÕ in respect of that business.

8.

The table referred to in 5 and 6 is as follows.
Business group

Percentage of net premiums
earned/written

A
B
C
D
E

72.5%
72.5%
95%
25%
100%

9.

The Ôabnormal lossÕ for each business group accounted for on an accident year
basis and business group accounted for on an underwriting year basis must be
aggregated and must, subject to 10, be the amount to be transferred from the
equalisation reserve.

10.

If the Ôabnormal lossÕ in respect of any business group pursuant to 9 exceeds
the relevant Ôbusiness group maximumÕ at that date, the loss to be aggregated
in respect of that business group is the Ôbusiness group maximumÕ.
Part III
Method of calculating business group maximum

11.

12.

The maximum reserve applicable to a business group (the business group
maximum) at the end of a financial year must be calculated in accordance
with 12.
(1)

The Ôbusiness group maximumÕ at the end of a financial year is the percentage
specified in the following table of Ôaverage net premiums writtenÕ in respect of
that business group Business group

Percentage of Ôaverage net
premiums writtenÕ

A
B
C
D
E

20%
20%
40%
600%
75%
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(2)

(3)

For the purposes of (1), the average net premiums written in respect of a
business group means (a)

in the case of an insurer which has carried on business falling within
that business group for no less than five financial years, the average
amount of net premiums written in respect of that business in a
financial year, calculated on the basis of the financial year in question
and the four previous financial years;

(b)

in the case of an insurer which has carried on business falling within
that business group for less than five financial years, the average
amount of net premiums written in respect of that business in a
financial year, calculated on the basis of the financial year in question
and any previous financial years ending on or after 23 December 1996.

For the purposes of (2), if any of the financial years which the insurer is
required to take into account for the calculation of Ôaverage net premiums
writtenÕ has been validly extended or shortened from 12 months, the value of
net premiums written in that financial year is the amount represented by the
formula NPW x 365
d
whereNPW means net premiums written in the financial year concerned; and
d means the number of days falling in that financial year.
Method of calculating the maximum reserve

13.

The maximum reserve at the end of a financial year is the aggregate value of
the Ôbusiness group maximaÕ calculated in accordance with 12.

______________________________
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APPENDIX 6.2 (rule 6.12)
METHOD OF CALCULATING THE EQUALISATION RESERVE FOR CREDIT
INSURANCE BUSINESS
______________________
1.

The insurer must maintain a credit insurance equalisation reserve to which
must be charged, at the end of each financial year, any Ôtechnical deficitÕ
arising in respect of credit insurance business during that financial year.

2.

Such reserve must at the end of each financial year receive 75% of any
Ôtechnical surplusÕ arising in respect of credit insurance business, subject to a
limit of 12% of net premiums written during that financial year until the
reserve has reached 150% of the highest annual amount of net premiums
written during the financial year in question and the four previous financial
years.

3.

For the purposes of this Appendix, technical surplus or technical deficit in
respect of credit insurance business for a financial year means -

4.

(a)

for business which is accounted for on an accident year basis, the
amount by which the aggregate of net premiums earned and other
technical income exceeds, or falls short of, the aggregate of net claims
incurred, claims management costs and any technical charges; and

(b)

for business which is accounted for on an underwriting year basis, the
amount by which the aggregate of net premiums written and other
technical income exceeds, or falls short of, net claims paid plus the
increase (or less the decrease) in the net technical provisions (exclusive
of any change in the credit insurance equalisation reserve) and net
operating expenses.

In determining any Ôtechnical surplusÕ referred to in 2, the calculation must be
made before tax and before any transfer to or from the credit insurance
equalisation reserve. Investment income is not included in these calculations.
________________________
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APPENDIX 9.1 (rules 9.12 and 9.13)
BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
(FORMS 9 TO 17)
________________________
Introduction
1.

(1)

All the forms included in the part of the return to which this Appendix relates
(Forms 9 to 17) are to be laid out as shown in this Appendix, except that the
instructions for the completion of the forms need not be reproduced.

(2)

All amounts, descriptions or other text required to be shown as supplementary
notes to a form must not be presented on the face of that form, but must be
presented as a separate statement. The title of that statement must identify the
form to which it relates.
Completion of Forms

2.

3.

Where ÔsourceÕ appears at the head of a column on a form, the information to
be included in the preceding columns of a particular line is to be taken from
those items in the return to which reference is made on that line in the column
headed ÔsourceÕ. No entries are to be made in the column headed ÔsourceÕ.
(1)

The insurerÕs registration number to be entered in every form must be the
number provided to the insurer by the FSA (or a predecessor).

(2)

Boxes marked ÔGL/UK/CMÕ must be completed by inserting (a)

ÔUKÕ in the case of a form which is (i)

prepared by EEA-deposit insurer in respect of long-term or
general insurance business carried on through a branch in the
United Kingdom;

(ii)

prepared by an external insurer (other than a pure reinsurer) in
respect of long-term or general insurance business carried on
through a branch in the United Kingdom; or

(iii)

prepared by a Swiss general insurer in respect of general
insurance business carried on through a branch in the United
Kingdom;

(b)

ÔCMÕ in the case of a form which is prepared by a UK-deposit insurer
in respect of long-term or general insurance business carried on
through branches in the EEA States concerned; or

(c)

ÔGLÕ in any other case.
31
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(3)

Boxes marked ÔPeriod endedÕ must be completed so as to show, in numerals,
the date of the last day of the financial year in question.

(4)

No entry should be made in a box which is shaded or is not labelled.

(5)

In the forms Ôthis financial yearÕ means the financial year in question.
Currency

4.

5.

The value of any asset or the amount of any liability denominated in a
currency other than sterling must be expressed in sterling as if conversion had
taken place at the closing middle rate on the last day for which the appropriate
rate is available in the financial year to which the asset or liability relates.
(1)

The amount of any income or expenditure must be expressed in sterling using
such bases of conversion as are in accordance with generally accepted
accounting practice.

(2)

The bases of conversion adopted must be stated by way of supplementary note
to Form 16 or, if there is no Form 16, by way of supplementary note to Form
40.
Presentation of amounts

6.

Negative amounts must be shown between round brackets.

7.

Where in any form an amount which is shown as brought forward from a
previous year differs from the corresponding amount shown as carried forward
from that year and the difference is not due solely to the use of a different rate
to express other currencies in sterling, an explanation of the reason for the
difference must be given by way of a supplementary note to that form.

8.

(1)

Except to the extent permitted by (2), amounts due to or from the insurer must
be shown gross.

(2)

In calculating amounts due to or from the insurer -

(3)

(a)

amounts due from any person may, unless expressly provided
otherwise, be included net of amounts which are due to that person,
provided that such amounts may be set off against each other under
generally accepted accounting practice; and

(b)

amounts due to any person may, unless expressly provided otherwise,
be included net of amounts which are due from that person, provided
that such amounts may be set off against each other under generally
accepted accounting practice.

If amounts shown include amounts calculated on the basis set out in (2), a
supplementary note to Form 13 to that effect must be provided.
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(4)
9.

This paragraph does not apply to Form 17.
All amounts are to be shown to the nearer £1,000.
Premiums

10.

(1)

Notwithstanding the requirements of the insurance accounts rules, amounts
included in Forms 11 and 12 in respect of (a)

gross premiums receivable;

(b)

claims paid;

(c)

claims outstanding; and

(d)

reinsurance recoveries,

must be determined in accordance with Appendices 2.1 to 2.3.
(2)

Where any amount included in Form 11 or 12 pursuant to (1) differs from the
aggregate of the corresponding amounts included in Forms 21, 22, 24 and 25,
there must be stated by way of supplementary note to Form 11 or 12, as the
case may be (a)

the amount of such difference; and

(b)

an explanation for such difference.

Counterparty exposure
11.

(1)

(2)

There must be given by way of a supplementary note to Form 13 (a)

the maximum extent to which, in accordance with any investment
guidelines operated by the insurer, it was permitted to be exposed to
any one counterparty during the financial year in question;

(b)

the maximum extent to which, in accordance with such guidelines, it
was permitted to be exposed to any one counterparty, other than by
way of exposure to an approved counterparty, during the financial
year in question; and

(c)

an account of any occasions during the financial year on which either
of those amounts was exceeded.

ln each case where the exposure of the insurer to a counterparty at the end of
the financial year in question exceeds 5% of its long-term business amount or
general business amount, as appropriate 33
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(a)

the amount of that exposure; and

(b)

the nature of the assets held which give rise to that exposure,

must be stated by way of a supplementary note to Form 13.
(3)

There must be stated by way of supplementary note to Form 13 the aggregate
value of any rights to which paragraph 14 of Part I of Appendix 4.2.
Provision for adverse changes

12.

There must be stated by way of supplementary note to Form 14 or 15 the
methods and assumptions used to determine the amount of any provision made
pursuant to rule 5.3 or, if there is no such provision, the methods and
assumptions used to determine that no provision is required.
Liabilities

13.

(1)

Subject to (3), the following information must be given by way of a
supplementary note to Form 14 or 15 (a)

in the case of any ÔchargeÕ over assets of the insurer, the particulars
specified in (2) or a statement that there are no such ÔchargesÕ;

(b)

the total potential liability, and the amount provided for that liability,
to taxation on capital gains which might arise if the insurer disposed of
its assets, or a statement that there is no such potential liability;

(c)

a brief description of any other liabilities being contingent liabilities
not included in Form 14 or 15 (other than liabilities arising under an
inwards contract of insurance or reinsurance) including, where
practicable, the amounts or estimated amounts of those liabilities, or a
statement that there are no such contingent liabilities;

(d)

a brief description of any guarantee, indemnity or other contractual
commitment, effected by the insurer other than in the ordinary course
of its insurance business, in respect of the existing or future liabilities
of any related companies, including (i)

the maximum liability of the company specified in such
guarantee, indemnity or contractual commitment or, where no
such amount is specified, a statement to that effect,

(ii)

the amount of any provision made in respect of such liability,
and

(iii)

the amount reported under (c) in respect of such liability,
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or a statement that there are no such guarantees, indemnities or contractual
commitments; and
(e)

(2)

(3)

a description of any other uncertainty where such a description is, in
the opinion of the directors, necessary for a proper understanding of
the financial position of the insurer.

The particulars referred to in (1)(a) are (a)

the nature of the ÔchargeÕ, including a brief description of the terms
which are relevant to securing the prior claim of any person to assets
which are subject to the ÔchargeÕ;

(b)

for each line in Form 13, the amount included in respect of assets
which are subject to the ÔchargeÕ; and

(c)

for each line in Form 14 or 15, the amount included in respect of
liabilities which are secured by the ÔchargeÕ.
(1)(a) and (c) may be disregarded by an insurer in the case of (a)

one or more ÔchargesÕ over assets which are attributable to
either the long-term or the general insurance business assets
and whose aggregate value (as shown on Form 13) does not
exceed 2.5% of the long-term or general insurance business
amount, as the case may be; or

(b)

one or more contingent liabilities whose aggregate value does
not exceed 2.5% of the long-term or general insurance business
amount, as the case may be.

(4)

(1)(d) may be disregarded by an insurer in respect of one or more
guarantees, indemnities or contractual commitments where the
aggregate of the maximum liabilities specified in such guarantees,
indemnities or contractual commitments does not exceed 2.5% of the
long-term or general insurance business amount, as the case may be.

(5)

For the purposes of this paragraph, charge includes any arrangement
whatsoever, whether contractual or otherwise, which operates to secure
the prior claim of any person over general creditors to any assets on a
winding up of the insurer.
Reconciliation

14.

(1)

For an insurer (other than a company incorporated outside the United
Kingdom) an explanation must be given by way of supplementary note to
Form 10 reconciling -

35

21 June 2001

(2)

(a)

line 99 of Form 13 (category of assets Ô1Õ) less line 59 of Form 15;
and

(b)

the amount shown under balance sheet item A Ôcapital and reservesÕ in
the insurerÕs accounts prepared pursuant to the insurance accounts
rules for the financial year in question.

Where for an insurer (other than a company incorporated outside the United
Kingdom) there are no accounts pursuant to 1(b) (or the accounts have not yet
been prepared), this must be stated by way of supplementary note to Form 10.
Derivative contracts

15.

Any derivative contract entered into by an insurer (a)

the value of which is taken into account for the purposes of calculating
benefits payable to policy holders under property linked contracts; or

(b)

in order to match its liabilities in respect of the payment of index linked
benefits,

must be excluded from Form 17.
16.

17.

Where, in respect of any derivative contract included in Form 17, assets have
been transferred to or for the benefit of the insurer by way of variation margin
there must be stated by way of supplementary note to Form 17 (a)

the aggregate amount of any liability to repay such assets or equivalent
assets;

(b)

for each line in Form 13, the amount included in respect of such
assets; and

(c)

to what extent any amounts included in Form 13 have taken account of
any requirement to repay such assets or equivalent assets.

If (a)

the aggregate value of rights under contracts or in respect of assets,
either of which have the effect of derivative contracts, exceeds 2.5% of
the aggregate value of assets shown at line 89 of Form 13; or

(b)

the aggregate amount of liabilities under contracts or in respect of
assets, either of which have the effect of derivative contracts, exceeds
2.5% of the aggregate of the amounts shown in lines 17 to 39 of Form
14 or lines 31 to 51 of Form 15, as appropriate,
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the corresponding value, if not zero, must be stated (by way of supplementary
note to Form 17) for each line in Form 13, 14 or 15 and paragraph 16 applies
to the insurer as if such contracts or assets had been included in Form 17.
FORMS
[Forms 9 Ð 17 to follow]

_____________________
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Form 9
Statement of solvency
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R9

1

2

GENERAL INSURANCE BUSINESS
Available assets
Other than long term insurance business assets allocated towards
general insurance business required minimum margin

See instructions
1 and 2

11

Required minimum margin
Required minimum margin for general insurance business

12

Excess (deficiency) of available assets over the required
minimum margin (11-12)

13

12

.

49

10

.

11

LONG TERM INSURANCE BUSINESS
Available assets
Long term insurance business admissible assets

21

Other than long term insurance business assets allocated towards long
term insurance business required minimum margin

22

See instructions
1 and 3

Total mathematical reserves (after distribution of surplus)

23

See instruction 4

Other insurance and non-insurance liabilities

24

See instruction 5

Available assets for long term insurance business required minimum
margin (21+22-23-24)

25

Implicit items admitted under Rule 2.10 [Regulation 23(5) of
the Insurance Companies Regulations 1994]
Future profits

31

Zillmerising

32

Hidden reserves

33

Total of available assets and implicit items (25+31+32+33)

34

Required minimum margin
Required minimum margin for long term insurance business

41

Explicit required minimum margin (1/6 x 41, or minimum
guarantee fund if greater)
Excess (deficiency) of available assets over explicit required
minimum margin (25-42)
Excess (deficiency) of available assets and implicit items over
the required minimum margin (34-41)

42

CONTINGENT LIABILITIES
Quantifiable contingent liabilities in respect of other than long
term insurance business as shown in a supplementary note to Form 15
Quantifiable contingent liabilities in respect of long term insurance
business as shown in a supplementary note to Form 14

60

.

69

43
44

38
51
52

21 June 2001
See instruction 6

The Financial Services Authority is authorised to exercise functions of the Treasury
under insurance legislation, pursuant to the Contracting Out (Functions in Relation
to Insurance) Order 1998

See instruction 6

Column

Source
Line

As at the end of
the previous year

Form

As at the end of
this financial
year

Instructions for completion of Form 9
1.

For a composite insurer, the whole Form must be completed, with the sum of the entries at lines 11 and
22 being equal to the entry at Form 10 line 29.

2.

For an insurer transacting only general insurance business, only lines 11 to 13 and line 51 must be
completed, with the entry at line 11 being equal to the entry at Form 10 line 29.

3.

For an insurer transacting only long-term insurance business, only lines 21 to 52 must be completed,
with the entry at line 22 being equal to the entry at Form 10 line 29.

4.

The entry at line 23 must be equal to lines 11 and 63 in Form 14.

5.

The entry at line 24 must be equal to the sum of lines 12 and 49 in Form 14.

6.

The entries at lines 51 and 52 must not include provision for any liability to tax on capital gains
referred to in paragraph 13(1)(b) of Appendix 9.1.
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Form 10
Statement of net assets
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R10

2

Source
Line

As at the end of
the previous year
Form

As at the end of
this financial
year
1

Column

Financial year ended

Long term insurance business - admissible assets

11

13 . 89 . 1

Long term insurance business - liabilities and margins

12

14 . 59 . 1

Other than Long term insurance business - admissible assets

21

13 . 89 . 1

Other than Long term insurance business - liabilities

22

15 . 69 . 1

Net admissible assets (21-22)

23

Other assets allowed to
be taken into account in
covering the required
minimum margin
Liabilities allowed to be
left out of account in
covering the required
minimum margin

Unpaid amounts (including
share premium) on partly paid
shares

24

Supplementary contributions
for a mutual carrying on
general insurance business

25

Subordinated loan capital

26

Cumulative preference share
capital

27

Available assets (23 to 27)

29

Represented by:
Paid up share capital (other than cumulative
preference share capital)

51

Amounts included in lines 24 to 27 above

52

Amounts representing the balance of net assets

56

Total (51 to 56) and equal to line 29 above

59

Movement of balance of net assets for solvency
purposes - as per line 56
Balance brought forward at the beginning of the
financial year

61

10 . 56 . 2

Retained profit/(loss) for the financial year

62

16 . 59 . 1

Movement in asset valuation differences

63

See instruction 2

Decrease/(increase) in the provision for adverse
changes

64

See instruction 3

Other movements (particulars to be specified by
way of supplementary note)
Balance carried forward at the end of the financial year
(61 to 65)

65
69

Instructions for completion of Form 10
1.

Amounts included at lines 24 to 27 must be as determined in accordance with Rule 2.10.

2.

Line 63 must be equal to lines 13.92.2 to 13.95.2 less lines 13.92.1 to lines 13.95.1 of the Form for the
total other than long-term insurance business assets category.

3.

Line 64 must be Form 15.61.2 less 15.61.1.
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Form 11
General insurance business : Calculation of required margin of solvency - first method
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R11

Gross premiums receivable

11

Premium taxes and levies (included in line 11)

12

Sub-total A (11-12)

13

Adjusted Sub-total A if financial year is not a 12 month
period to produce an annual figure

14

Division of
Sub-total A
(or adjusted
Sub-total A if
appropriate)

Other than
health
insurance
Health
insurance

Up to and including sterling
equivalent of 10M EURO x 18/100
Excess (if any) over
10M EURO x 16/100

15

Up to and including sterling
equivalent of 10M EURO x 6/100
Excess (if any) over
10M EURO x 16/300

17

16

18

Sub-total B (15+16+17+18)

19

Claims paid

21

Claims outstanding
carried forward at the
end of the financial
year

For insurance business accounted
for on an underwriting year basis

22

For insurance business accounted
for on an accident year basis

23

Claims outstanding
brought forward at the
beginning of the
financial year

For insurance business accounted
for on an underwriting year basis

24

For insurance business accounted
for on an accident year basis

25

Sub-total C (21+22+23-(24+25))

29

Amounts recoverable from reinsurers in respect
of claims included in Sub-total C

30

Sub-total D (29-30)

39

First result
Sub-total B x Sub-total D (or, if ½ is a greater fraction, x ½)
Sub-total C

41

This financial
year

Previous
year

1

2

Form 12
General insurance business : Calculation of required margin of solvency - second method, and statement
of required minimum margin
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R12

Reference period (No. of financial years) Insert "0" if there is
no reference period otherwise insert "3" or "7"

11

Claims paid in reference period

21

Claims outstanding
carried forward at the end
of the reference period

Claims outstanding
brought forward at the
beginning of the reference
period

For insurance business accounted
for on an underwriting year basis

22

For insurance business accounted
for on an accident year basis

23

For insurance business accounted
for on an underwriting year basis

24

For insurance business accounted
for on an accident year basis

25

Sub-total E (21+22+23-(24+25))

29

Sub-total F - Conversion of Sub-total E to annual figure (Multiply by 12
and divide by number of months in reference period)

31

Up to and including sterling equivalent of
Other than 7M EURO x 26/100
health
insurance Excess (if any) over 7M EURO x 23/100
Division of
Sub-total F
Health
insurance

2

See instruction 1

32
33

Up to and including sterling equivalent of
7M EURO x 26/300

34

Excess (if any) over 7M EURO x 23/300

35

Sub-total G (32 to 35)

39

Second result Sub-total G x Sub-total D (or, if ½ is a greater
Sub-total C
fraction, x ½)

41

First result

42

Required margin of solvency (the higher of lines 41 and 42)

43

Minimum guarantee fund

44

Required minimum margin (the higher of lines 43 and 44)

49

Column

1

Source
Line

Previous
year
Form

This financial
year

11

.

41

Instruction for completion of Form 12
If the insurer has not been in existence long enough to acquire a reference period, lines 21 to 41 must be
ignored.
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Form 13
(Sheet 1)
Analysis of admissible assets
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Category of assets

Company
registration
number

GL/UK/CM

day

Period ended
month
year

As at the end of
this financial
year
1

Investments

11
UK insurance
business
dependants

Other insurance
dependants
Investments in
group
undertakings and
participating
interests

Non-insurance
dependants

Other group
undertakings and
participating
interests

Total sheet 1 (11 to 30)

Category
of
assets

£000

R13

Land and buildings

Units

Shares

21

Debt securities issued by, and loans to, dependants

22

Shares

23

Debt securities issued by, and loans to, dependants

24

Shares

25

Debt securities issued by, and loans to, dependants

26

Shares

27

Debt securities issued by, and loans to, group undertakings

28

Participating interests

29

Debt securities issued by, and loans to, undertakings in
which the insurer has a participating interest

30
39

As at the end of
the previous year
2

Form 13
(Sheet 2)
Analysis of admissible assets
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Category of assets
Company
registration
number

GL/UK/CM

Period ended
day
month
year

As at the end of
this financial
year
1

Investments (continued)
Deposits with ceding undertakings
Assets held to cover linked liabilities
Equity shares

41

Other shares and other variable yield securities

42

Holdings in collective investment schemes

43

Rights under derivative contracts

44
Approved securities

45

Other

46

Approved securities

47

Other

48

Fixed interest

Variable interest
Other financial
investments

Participation in investment pools

49

Loans secured by mortgages

50

Other loans

Deposits with
approved credit
institutions and
approved financial
institutions

Loans to public or local authorities and nationalised
industries or undertakings
Loans secured by policies of insurance issued by the
insurer

51
52

Other

53

Withdrawal subject to a time restriction of one month or
less

54

Withdrawal subject to a time restriction of more than one
month

55
56

Other

57

Deposits with ceding undertakings
Index linked

58

Property linked

59

Provision for unearned premiums

60

Claims outstanding

61

Provision for unexpired risks

62

Other

63

Assets held to match linked liabilities

Reinsurers' share of technical
provisions

Total sheet 2 (41 to 63)

Category
of
assets

£000

R13

Debt securities and
other fixed income
securities

Units

69

As at the end of
the previous year
2

Form 13
(Sheet 3)
Analysis of admissible assets
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

Category of assets

GL/UK/CM

Period ended
day
month
year

As at the end of
this financial
year
1

Debtors
Other assets

Policyholders

71

Intermediaries

72
73

Salvage and subrogation recoveries

Debtors arising
out of reinsurance
operations

Due from ceding insurers and intermediaries under reinsurance business
accepted

74

Due from reinsurers and intermediaries under reinsurance contracts ceded

75

Due from
dependants

Due in 12 months or less after the end of the financial year

76

Due more than 12 months after the end of the financial year 77

Other debtors

Due in 12 months or less after the end of the financial year

78

Other

Due more than 12 months after the end of the financial year 79

80

Tangible assets
Cash at bank and
in hand

Deposits not subject to time restriction on withdrawal, with approved credit
institutions and approved financial institutions and local authorities

81

Cash in hand

82

Other assets (particulars to be specified by way of supplementary note)

Prepayments and
accrued income

83

Accrued interest and rent

84

Deferred acquisition costs

85

Other prepayments and accrued income

86

Deductions (under rules 4.14(2)(b) and 4.14(3)) [regulations 57(2)(b) and 57(3) of the
Insurance Companies Regulation 1994] from the aggregate value of assets

87

Total sheet 3 (71 to 86 less 87)

88

Grand total of admissible assets (39+69+88)

89

Reconciliation to asset values determined in accordance with the
shareholder accounts rules
Total admissible assets (as per line 89 above)

91

Total assets in excess of the admissibility limits of Appendix 4.2, [Schedule 12 of the Insurance Companies
Regulations 1994] (as valued in accordance with those Rules before applying admissibility limits)

92

Solvency margin deduction for insurance dependants

93

Other differences in the valuation of assets (other than for assets not valued above)

94

Assets of a type not valued above, (as valued in accordance with the shareholder accounts rules)

95

Total assets determined in accordance with the shareholder accounts rules (91 to 95)

99

Amounts included in line 89 attributable to debts due from related insurers, other than those under
contracts of insurance or reinsurance

Category
of
assets

£000

R13

Debtors arising
out of direct
insurance
operations

Units

100

As at the end of
the previous year
2

Instructions for completion of Form 13
1.

Form 13 must be completed for the total long-term insurance business assets of the insurer or branch
and for each fund or group of funds for which separate assets are appropriated. The words "total longterm insurance business assets" or the name of the fund must be shown against the heading "Category
of assets". The corresponding code box must contain "10" for the total assets and, in the case of
separate funds, code numbers allocated sequentially beginning with code "11".

2.

Form 13 must be completed in respect of the total assets of the insurer or branch other than any longterm insurance business assets. The words "total other than long-term insurance business assets" must
be shown against the heading "Category of assets", and the corresponding code box must contain "1".

3.

(a)

In the case of the United Kingdom branch return of an external insurer (other than a pure
reinsurer) Form 13 must be completed for the following categories of assets Code - other
than long-term
insurance
business assets

Code - longterm insurance
business assets

Assets deposited under rule 8.1

2

6

Assets maintained in the United Kingdom

3

7

Assets maintained in the United Kingdom and the
other EEA States

4

8

Category

(b)

In the case of an EEA branch of a UK deposit insurer, Form 13 must be completed for the
following categories of assets -

Code Ð other
than long-term
insurance
business assets

Code Ð longterm insurance
business assets

Assets deposited under rule 8.1

2

6

Assets maintained in the United Kingdom and the other
EEA States

4

8

Assets maintained in the United Kingdom and the
EEA States where insurance business is carried on

5

9

Category

4.

5.

In lines 11 to 86 (a)

for the purpose of classifying (but not valuing) assets, headings and descriptions used above,
wherever they also occur in the balance sheet format in Schedule 9A to the Companies Act,
must have the same meaning as in that Schedule,

(b)

assets must be valued in accordance with rule 9.10, and

(c)

assets of any particular description must be shown after deduction of assets of that description
which (for any reason) fall to be left out of account under rule 4.14 (2) (a).

The aggregate value of those investments which are:
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(i)

unlisted investments falling within any of lines 41, 42, 46 or 48 which have been valued in
accordance with rule 4.8;

(ii)

listed investments falling within any of lines 41, 42, 46 or 48 which have been valued in
accordance with rule 4.8 and which are not ready realisable;

(iii)

units or other beneficial interests in collective investment schemes falling within rule 4.9 (1);
or

(iv)

reversionary interests or remainders in property other than land or buildings,

must be stated by way of a supplementary note to this Form, together with a description of such
investments.
6.

The aggregate value of those investments falling within lines 46 or 48 which are hybrid securities are
to be stated by way of a supplementary note to this Form.

7.

Amounts in respect of salvage or subrogation included above other than at line 73 are to be stated by
way of a supplementary note.

8.

The entry at line 85 must be equal to the sum of lines 22.29.3 and lines 25.24.99-99.

9.

In line 93 "Solvency margin deduction for insurance subsidiary undertakings" refers to deductions
under rule 4.3(2)(c).

10.

In line 95 "Assets of a type not valued above" refers to assets left out of account under rule 4.1(3).

11.

Lines 60 to 63 and 85 relate only to general insurance business.

12.

Lines 60 to 63 and 85 must be left blank for ÒCategory of assetsÓ codes Ò2Ó, Ò3Ó, Ò4Ó and Ò5Ó.
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Form 14
Long term insurance business liabilities and margins
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

Category of assets

GL/UK/CM

Period ended
day
month
year

Units

Category
of
assets

£000

R14
As at the end of
this financial
year
1

As at the end of
the previous year
2

Source

Mathematical reserves, after distribution of surplus

11

See instruction 2

Cash bonuses which had not been paid to policyholders prior to end of
the financial year

12

See instruction 3

Balance of surplus/(valuation deficit)

13

See instruction 4

Long term insurance business fund carried forward (11 to 13)

14

See instruction 5

Claims outstanding which
had fallen due for payment
before the end of the
financial year
Provisions for
other risks and
charges

Gross amount

15

Reinsurers' share

16

Net (15-16)

17

Taxation

21

Other

22
23

Deposits received from reinsurers

Arising out of
insurance
operations

Creditors
and other
liabilities

Debenture
loans

Direct insurance business

31

Reinsurance accepted

32

Reinsurance ceded

33

Secured

34

Unsecured

35

Amounts owed to credit institutions

36

Taxation

37

Other

38

Other creditors

Accruals and deferred income

39

Provision for adverse changes (calculated in accordance with rule 5.3)
[Regulation 61 of the Insurance Companies Regulations 1994]

41

Total other insurance and non-insurance liabilities (17 to 41)

49

Excess of the value of net admissible assets

51

Total liabilities and margins

59

See instruction 6

Amounts included in line 59 attributable to liabilities to related companies,
61
other than those under contracts of insurance or reinsurance
Amounts included in line 59 attributable to liabilities in respect of property
62
linked benefits
Amount of any additional mathematical reserves included in line 51 which
63
have been taken into account in the appointed actuary's certificate

See instruction 7

Instructions for completion of Form 14
1.

The Form must be completed for the total long-term insurance business liabilities and margins of the
insurer or branch and for each fund or group of funds for which separate assets are appropriated. The
words Òtotal long term insurance business assetsÓ or the name of the fund must be shown against the
heading ÒCategory of assetsÓ. The corresponding code box must be completed with the same entries as
were used on the corresponding Form 13.

2.

The entry at line 11 must equal the sum of lines 21, 43, 44 and 45 of the appropriate Form or Forms 58.

3.

The entry at line 12 must equal line 42 of the appropriate Form or Forms 58.

4.

The entry at line 13 must equal line 49 of the appropriate Form or Forms 58.

5.

The entry at line 14 must equal line 59 of the appropriate Form or Forms 40.

6.

The entry at line 51 must be:

7.

(a)

the value of the admissible assets (as included in line 89 of the appropriate Form 13)
representing the long-term insurance funds, fund or group of funds to which the Form relates,
less

(b)

the amount of those funds, fund or group of funds, being the sum of the amounts shown at
lines 14 and 49.

The entry at line 63 must be the amount specified in the appointed actuaryÕs certificate in accordance
with paragraph 8(a)(ii) of Appendix 9.6, but only insofar as it relates to the fund, funds or group of
funds to which this Form 14 relates.
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Form 15
Liabilities (other than long term insurance business)
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

£000

R15
As at the end of
this financial
year
1

Technical
provisions
(gross
amount)

Provisions for
other risks
and charges

Provision for unearned premiums

11

Claims outstanding

12

Provision for unexpired risks

13
Credit business

14

Other than credit business

15

Equalisation provisions

Other

16

Total (11 to 16)

19

Taxation

21

Other

22
31

Deposits received from reinsurers

Arising out of insurance operations

Direct insurance business

41

Reinsurance accepted

42

Reinsurance ceded

43

Secured

44

Unsecured

45

Debenture loans
Creditors

46

Amounts owed to credit institutions

Other creditors

Units

Taxation

47

Recommended dividend

48

Other

49

Accruals and deferred income

51

Total (19 to 51)

59

Provision for adverse changes calculated in accordance with Rule 5.3 [regulation 61
of the Insurance Companies Regulations 1994]

61

Cumulative preference share capital

62

Subordinated loan capital

63

Total (59 to 63)

69

Amounts included in line 69 attributable to liabilities to related insurers, other than
those under contracts of insurance or reinsurance

71

As at the end of
the previous year
2

Instruction for completion of Form 15
1.

Amounts in lines 11 to 13 and 16 must be stated gross of reinsurers' share.

2.

The aggregate amount of any accrued dividend in respect of cumulative preference shares issued by the
insurer must be shown by way of a supplementary note to this Form.

3.

Only equalisation provisions that are created as a result of a regulatory requirement are to be included
at lines 14 and 15
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Form 16
Profit and loss account (non-technical account)
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R16

Transfer (to)/from the
general insurance business
technical account

From Form 20

11

Equalisation provisions

12

Transfer from the long term insurance business revenue
account

Investment income

Investment
charges

13

Income

14

Value re-adjustments on
investments

15

Gains on the realisation of
investments

16

Investment management charges,
including interest

17

Value re-adjustments on
investments

18

Loss on the realisation of
investments

19

Allocated investment return transferred to the general
insurance business technical account

20

Other income and charges (particulars to be specified
by way of supplementary note)

21

Profit or loss on ordinary activities before tax
(11+12+13+14+15+16-17-18-19-20+21)

29

Tax on profit or loss on ordinary activities

31

Profit or loss on ordinary activities after tax (29-31)

39

Extraordinary profit or loss (particulars to be specified
by way of supplementary note)

41

Tax on extraordinary profit or loss

42

Other taxes not shown under the preceding items

43

Profit or loss for the financial year (39+41-(42+43))

49

Dividends (paid and proposed)

51

Profit or loss retained for the financial year (49-51)

59

2

20

. 59

40

. 26

20

. 51

Column

1

Source
Line

Previous
year
Form

This financial
year

Form 17
Analysis of derivative contracts
Name of insurer
Global business/UK branch business/EEA branch business
Insurance Business : Long term/Other than long term
Financial year ended
Category of assets

Company
registration
number

GL/UK/CM

day

Period ended
month
year

£000

R17
As at the end of this financial year
Derivative contracts

Futures
contracts

Options

Contracts
for
differences

Assets
1

Fixed-interest securities

11

Equity shares

12

Land

13

Currencies

14

Other

15

Fixed-interest securities

21

Equity shares

22

Land

23

Currencies

24

Other

25

Fixed-interest securities

31

Equity shares

32

Land

33

Currencies

34

Other

35

Adjustments for variation margin

41

Total (11 to 41)

49

Category
of
assets

Units

Liabilities
2

As at the end of the previous year
Assets
3

Liabilities
4

Instructions for completion of Form 17
1.

Form 17 must be completed in respect of the total general insurance business assets and in respect of
the total long-term insurance business assets, if any, of the insurer or branch. Form 17 must also be
completed for each fund or group of funds referred to in instruction 1 to Form 13.

2.

The codes specified in instructions 1 to 3 to Form 13 must be used as appropriate.

3.

Derivative contracts must be analysed according to the description of assets shown in the second
column of Form 17 which represents the principal subject of the contract.

4.

Derivative contracts must be reported as assets in column 1 of Form 17 if their value to the insurer
(gross of variation margin) is positive and as liabilities in column 2 of Form 17 if their value (gross of
variation margin) to the insurer is negative.

5.

All amounts included at lines 11 to 35 of Form 17 in respect of derivative contracts must be
determined without making any allowance for variation margin.

6.

Amounts in respect of a derivative contract may only be included net of amounts in respect of any
other derivative contract if (a)

obligations of the insurer under the contracts may be set off against each other under generally
accepted accounting practice; and

(b)

such other contract has the effect (in whole or in part) of closing out the obligations of the
insurer under the first mentioned contract.

7.

The effect of any variation margin upon amounts included at lines 11 to 35 of Form 17 must be shown
at line 41.

8.

The entry at 17.49.1 must be included at 13.44.1.

9.

The entry at 17.49.2 must be included at 14.47.1 or 15.49.1. as appropriate.

10.

Rights to recover assets transferred by way of initial margin must not be shown on Form 17.
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APPENDIX 9.2 (rules 9.14 to 9.22)
GENERAL INSURANCE BUSINESS:
REVENUE ACCOUNT AND ADDITIONAL INFORMATION
(FORMS 20 TO 39)
________________________
Introduction
1.

All the Forms included in the part of the return to which this Appendix relates
(Forms 20 to 39) are to be laid out as shown in this Appendix, except that the
instructions to Forms need not be reproduced.

2.

The provisions of paragraph 1(2) and paragraphs 2 to 7 of Appendix 9.1,
unless otherwise provided, also apply for the purposes of this Appendix.
Currency

3.

(1)

Notwithstanding the provisions of 2, amounts on Forms 26 to 29 submitted in
accordance with rule 9.17 and on Forms 31, 32 and 34 submitted in
accordance with rule 9.19 in respect of business carried on in any country
other than the United Kingdom must be shown in the Ôcurrency of the country
concernedÕ, except that figures must be shown in sterling in those columns and
lines which the forms indicate are always to contain figures expressed in
sterling.

(2)

For every currency other than sterling in which amounts are shown on the
Forms referred to in (1), an entry must be made on Form 36 to show the rate
used to convert those amounts to sterling for inclusion elsewhere in the
returns.

(3)

Notwithstanding the provisions of 2, all amounts included in (a)

columns 1, 2, 3 and 11 of Forms 23, 26 and 27;

(b)

columns 3 and 10 of any Form 31 or 32 prepared in respect of United
Kingdom or home foreign business; and

(c)

columns 1 and 8 of any Form 34 prepared in respect of United
Kingdom or home foreign business,

must be expressed in sterling as if conversion of every Ômajor currencyÕ had
taken place at the closing middle rate on the last day for which the appropriate
rate is available in the financial year in question.
(4)

For the purposes of (3), a major currency is (a)

in the case of any business carried on outside the UK, the currency of
the country;
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21 June 2001

(b)

in the case of any other business, United States dollars, Canadian
dollars, Euro and any other currency which the insurer elects to treat as
a major currency.

(5)

A insurer need not apply (3) to amounts shown in any line of any of the forms
mentioned in that sub-paragraph representing an accident year or underwriting
year ending before 23 December 1996.

(6)

For the purposes of (1), the currency of the country concerned, in the case
of a country participating in the European Economic and Monetary Union
means for Forms completed in respect of a financial year ending on or after 31
December 1999, the Euro (whether or not the amounts reported on those
Forms relate to accident or underwriting years ending on or after 31 December
1999).

4.

All amounts shown in sterling must be shown to the nearer £1,000. Amounts
in any other currency on Forms 26 to 29, 31, 32 and 34 must be shown to the
nearer 1,000 principal monetary units of that currency except that, where the
rate of exchange of the currency in relation to £1 sterling on the last day of the
financial year in question exceeded 1,000 principal monetary units of that
currency, the amounts must be shown to the nearer 1,000,000 principal
monetary units and Ô000,000Õ must be inserted in the box labelled ÔMonetary
unitsÕ. In other cases, this box must be completed by inserting Ô000Õ.

5.

Where premiums are written by a insurer or claims are incurred by it under a
reinsurance treaty (1)

notwithstanding 2 to 4, amounts shown on Forms 26 to 29 may be shown in
sterling, in United States dollars, in Canadian dollars or in Euro; and

(2)

if in a financial year the proportion of gross premiums written, or of claims
incurred by the insurer or outstanding from the insurer, in any one currency
other than sterling, United States dollars or Canadian dollars exceeds 10% of
such premiums or claims under all such treaties, Forms 26 to 29 may be
prepared in that currency,
and where these provisions have been applied in respect of a reinsurance
treaty in relation to a financial year, those provisions must be applied in the
same manner in respect of that treaty in relation to any later financial year.
Accounting classes

6.

(1)

Direct and facultative insurance business must be included in the return in
accordance with the accounting classes, save that (a)

where a insurer only undertakes business in accounting class 4 in
respect of risks relating to hovercraft, it may include such business in
accounting class 3 if it also undertakes business in that class;
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(2)

7.

8.

(b)

an insurer may include in accounting class 5 business covering
liability for loss of, or damage to, goods in transit which would
otherwise be included in accounting class 2, provided that the policy
does not cover damage to vehicles except as an ancillary risk; and

(c)

an insurer may include in accounting class 1 business falling within
general insurance business class 1(p).

Non-proportional treaty reinsurance business must be included in accounting
class 9 and proportional treaty reinsurance must be included in accounting
class 10 save that (a)

an insurer may include in accounting class 11 treaty business falling
within general insurance business classes 1(p), 5, 6, 7, 11 and 12; and

(b)

a insurer must include in accounting class 9 proportional retrocessions
of non-proportional treaty reinsurance business.

Where an insurer includes insurance business in another accounting class
under 6(1) or 6(2)(a), the following information must be stated by way of a
supplementary note to Form 20 (a)

the nature of any business included in another accounting class
pursuant to 6(1) or 6(2)(a); and

(b)

the reason for such inclusion.

Boxes marked ÔAccounting classÕ must be completed so as to show the
number of the accounting class. Ô99Õ must be shown in the case of the
summary account in Form 20.
Premiums

9.

10.

In Forms 23, 26, 27, 31 and 32 (a)

gross premiums earned in respect of an accident year must be such
proportion of gross premiums written as is attributable to risks borne
by the insurer during that accident year; and

(b)

the reinsurers' share of premiums earned must be attributed to the
same accident years as the corresponding gross premiums earned, so
as to calculate the net earned premiums for each accident year.

In Forms 24, 25, 28, 29 and 34 (a)

gross premiums written in an underwriting year must be the amount of
such premiums arising in respect of contracts of insurance incepted
during that year, whether or not they are received during that year; and
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(b)

the reinsurers' share of premiums written must be attributed to the
same underwriting years as the corresponding gross premiums written.

11.

For the purposes of 10 and 14, where an insurer has acquired policies under a
transfer approved under Part VII of the Act or its predecessor legislation or
approved by the competent authority of another EEA State under Article 12 of
the Third Non-Life Directive, the policies transferred to the insurer must be
taken to have incepted on the date of such transfer.

12.

In all Forms to which this Appendix relates, amounts required to be shown in
respect of premiums must be shown before deduction for commissions.
Claims

13.

(1)

In Forms 23, 26, 27, 31 and 32, where an amount or number is required to be
shown for claims in respect of an accident year, that amount or number must
be determined on the basis of claims arising from incidents occurring during
that accident year.

(2)

For the purposes of (1), an incident giving rise to a claim under a claims-made
policy is deemed to occur on the earlier of (a)

the date on which it is notified in accordance with the terms of that
policy; or

(b)

the date on which the period for which cover is provided under that
policy expires.

(3)

For the purposes of (1), where an insurer has assumed, pursuant to a contract,
responsibility (whether wholly or in part) for the payment or reimbursement of
claims made under policies effected by another insurer, all incidents occurring
prior to the date of such contract and giving rise to claims under those policies
are deemed have occurred on the date of such contract.

(4)

In the application of (3), the reference to responsibility assumed by an insurer
includes responsibility assumed as a reinsurer or under a transfer under Part
VII of the Act or its predecessor legislation or approved by the competent
authority of another EEA State under Article 12 of the Third Non-Life
Directive; and in the case of such a transfer the date of the contract is taken to
be the date of the transfer.

14.

In Forms 24, 25, 28, 29 and 34, where an amount is required to be shown for
claims in respect of a financial year, that amount must be determined on the
basis of claims arising under contracts of insurance incepted during that year.

15.

In all Forms to which this Appendix relates, amounts required to be shown for
claims must not include amounts in respect of claims management costs.
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UK and overseas business
16.

(1)

(2)

For each accounting class there must be stated separately for business
accounted for on an accident year basis and on an underwriting year basis the
following by way of supplementary note to Form 20 (a)

the total gross premium written and the amounts attributable to UK and
to overseas business; and

(b)

the reinsurers' amount in respect of each of the amounts required to be
stated under (a).

For the purposes of this Appendix, gross premiums written must be shown or
included as UK premiums if, in the case of direct or facultative reinsurance,
the contract of insurance was effected in the United Kingdom or if, in the case
of a reinsurance treaty, the cedant was an insurer having its head office in the
United Kingdom or was a member of the Society; and Ôoverseas premiumsÕ
must be construed accordingly.
Transfers of general insurance business

17.

(1)

(2)

If, during the financial year, policies already effected by another insurer have
been transferred to the insurer, an insurer must state, in respect of each
accounting class, the following by way of supplementary note to Form 23 and
24 (a)

the date of the transfer;

(b)

whether the transfer was approved under Part VII of the Act or its
predecessor legislation or approved by the competent authority of
another EEA State under Article 12 of the Third Non-Life Directive or
was effected by novation;

(c)

any amounts included in premiums and claims in respect of
consideration for the transfer;

(d)

amounts required to be stated under (c) analysed by risk group and
business category;

(e)

the earliest and latest dates upon which the relevant policies incept;
and

(f)

whether or not any of the policies has a duration of longer than 12
months and, if so, the date by which all policies will have expired.

(1) does not apply in respect of any transfer by way of novation unless the
amounts mentioned in (1)(c) exceed in aggregate 2.5% of the insurer's gross
premium income for the financial year in question.
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Unearned premiums
18.

In Forms 21 and 25, the basis on which unearned premiums are calculated and
the reason for adopting this basis must be stated by way of supplementary
note.
Provision for unexpired risks

19.

20.

(1)

The amount included for the provision for unexpired risks in Form 22 or 25
prepared in respect of an accounting class must be determined without taking
into account any surplus expected to arise on the unexpired risks falling within
other accounting classes.

(2)

Where in determining the amount of the overall provision for unexpired risks
(line 13 in Form 15 less line 62 in Form 13) credit has been taken for any
aggregate surplus expected to arise on the unexpired risks falling in any
accounting class, the amount of that credit must be included as a negative
amount at line 19 of Form 22 or line 23 of Form 25, as appropriate, for that
accounting class.

(1)

Where the amount included at column 3 line 19 (provision for unexpired risks)
in any Form 22 or at column 99-99 of line 23 (provision for unexpired risks)
in any Form 25 has been determined after taking into account expected
investment return, the following must be stated by way of supplementary note(a)

the provision for unexpired risks before taking such investment return
into account;

(b)

the rates of investment return assumed; and

(c)

the average interval between the end of the financial year in question
and the date at which claims are expected to be settled in cash.

Cessation of business
21.

(1)

If the insurer has effected no Ônew contracts of insuranceÕ of any one or more
classes of general insurance business during the financial year, the date on
which the last Ônew contractÕ of each such class was effected must be stated by
way of supplementary note to Form 20.

(2)

For the purposes of this paragraph and 22, a new contract of insurance is any
contract of insurance effected by the insurer other than in fulfilment of its
obligations under subsisting contracts of insurance.
Claims management costs

22.

(1)

In Forms 22 and 24, the basis used for the determination of amounts for
claims management costs payable in the financial year in question and carried
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forward to the following financial year must be stated by way of
supplementary note.
(2)

If, in respect of any accounting class (a)

no amount for claims management costs is shown as being carried
forward to the following financial year; and

(b)

an amount for net claims is shown as being carried forward to that
year,

the reason for anticipating that there will be no claims management costs
incurred during the following financial years must be included in the note
required by (1) .
(3)

If, within an accounting class, an insurer has ceased to effect Ônew contracts
of insuranceÕ during the financial year in question, the basis upon which any
additional costs arising as a result of such cessation have been determined or
the reason for anticipating that no such additional costs will be incurred must
be included in the note required by (1).

(4)

Where the amount in respect of claims management costs carried forward and
included in any Form 22 or 24 has been determined after taking into account
expected investment return, there must be stated by way of supplementary
note to that Form 22 or 24 (a)

the rates of investment return assumed; and

(b)

the average interval between the end of the financial year in question
and the date by which the claims management costs are expected to be
expended.

Acquisition costs
23.

The basis used for the determination of amounts for acquisition costs (other
than commission) payable in the financial year in question and carried
forward to the next financial year, as shown at line 22 of Form 22 and line 42
of Form 24, must be stated by way of a supplementary note to those Forms.
Underwriting year accounting

24.

(1)

With reference to the financial year in question and in respect of each
accounting class, the following information must be stated by way of
supplementary note to Form 24 (a)

the reason for accounting for such business on an underwriting year
basis;
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(2)

(b)

the basis for distinguishing between such business and any other
business falling within the same accounting class accounted for on an
accident year basis;

(c)

the accounting policy adopted for determining the provision for claims
outstanding; and

(d)

if the information provided in (a) to (c) differs in respect of risks
incepted in the financial year in question from risks of a similar
description incepted in previous financial years, the reason for that
difference.

Where the provision for claims outstanding is set in respect of any business
using the Ônon-annual methodÕ, the note required by (1)(a) must include the
following information (a)

the reason for using the Ônon-annual methodÕ;

(b)

the basis for distinguishing between such business and other business
accounted for on an underwriting year basis falling within the same
accounting class;

(c)

the normal period for which an underwriting year is left ÔopenÕ or, if
that period differs for different types of business within an accounting
class -

(d)
(3)

(i)

the basis for distinguishing between the types of business,

(ii)

the normal period for each type, and

where an underwriting year is left ÔopenÕ for longer than the normal
period, the reason for not Ôclosing the yearÕ.

For the purposes of this Appendix (a)

non-annual method refers to the method described by paragraph 52 of
the insurance accounts rules; and

(b)

a year is open with respect to any business incepted during that year if
the provision for outstanding claims in respect of that business is set
using the Ônon-annual methodÕ and if so set previously has not now
been replaced in accordance with the requirements of paragraph 52(4)
of the insurance accounts rules, and closed year and closing a year is
construed accordingly.

Business managed together
25.

(1)

For the purposes of Forms 25 and 29, risks may be regarded as managed
together if 64
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(2)

(a)

they incept in the same financial year and are accounted for using the
Ônon-annual methodÕ; and

(b)

they may be treated as managed together under generally accepted
accounting practice.

Where any amount is shown on Form 25 or 29 for the transfer of anticipated
surplus, the following must be stated by way of supplementary note to that
Form (a)

a description of the business in respect of which the anticipated surplus
arises and of the business in respect of which the deficit to be offset
arises (including in the case of Form 25 the risk groups or business
categories into which such business falls); and

(b)

the reason for treating the business as managed together.

Application of accounting practice
26.

(1)

Amounts in respect of inwards and outwards contracts of insurance must be
classified for inclusion in Forms 20 to 39 according to their economic
substance and in accordance with generally accepted accounting practice.

(2)

Where amounts in respect of an inwards or outwards contract of insurance
have been excluded from the revenue account, the following must be shown
by way of supplementary note to Form 20 -

(3)

(a)

a description of the terms of that contract;

(b)

a description of the accounting treatment adopted and an explanation
for adopting that treatment;

(c)

a statement of the amounts paid and received during the financial year
under that contract; and

(d)

a statement of the amounts in respect of that contract included in each
Form prepared under this Appendix or Appendix 9.1.

A insurer may elect to show the information required by (1) in respect of
groups of contracts which were effected in the same financial year with
substantially the same contract terms and in respect of which the same
accounting treatment has been adopted.
Discounting

27.

(1)

Sheet 2 of Form 30 need only be completed if the provision for claims
outstanding being discounted (before deduction for discounting) exceeds 25%
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of the total provision for claims outstanding (before deduction for
discounting).
(2)

Where in accordance with (1) no Sheet 2 is prepared (a)

lines 21 and 29 of Sheet 1 need not be completed; and

(b)

lines 11 to 20 need only be completed in respect of those currencies for
which the provision for claims outstanding being discounted (before
deduction for discounting) exceeds 25% of the total provision for that
currency for claims outstanding (before deduction for discounting).

(3)

For the purposes of Form 30, a major currency is a currency in respect of
which the provision for claims outstanding (before deduction for discounting)
is not less than 10% of the total provision for claims outstanding (before
deduction for discounting).

(4)

In Form 30, the value of an asset or liability which would be treated as an
asset or liability in a particular currency for the purposes of rule 7.1
(disregarding rule 7.6(1)) must be shown in that currency.

(5)

The following must be stated by way of supplementary note to Form 30 (a)

the risk groups and business categories where adjustments for
discounting have been made; and

(b)

in respect of each such risk group or business category (i)

the methods used in calculating the deduction for discounting,

(ii)

the rate of interest used for the calculation of present values,

(iii)

the expected average interval between the date for settlement of
claims being discounted and the end of the financial year in
question, and

(iv)

the criteria adopted for estimating the period that will elapse
before claims are settled.

Reinsurance
28.

Where the reinsurers' share of claims incurred (as stated in Form 22 or 25)
includes amounts expected to be recovered from reinsurers more than 12
months after the payment of the underlying gross claims by the insurer, the
following must be stated by way of supplementary note to Form 22 or 25 (as
appropriate) (a)

the amount of such recoveries; and
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(b)

the accounting treatment which has been adopted in respect of
discounting such recoveries.

Risk groups
29.

(1)

Subject to (2), the name given in Forms 31, 32 and 34 to a risk group must
include a description of the risks within an accounting class included in that
risk group.

(2)

Where the name required by (1) is not sufficient to identify the nature of the
objects exposed to such risks and the nature of the cover provided against such
risks, the information must be stated by way of supplementary note.

(3)

Subject to (1), the name given to a risk group must remain the same when that
risk group is reported in subsequent financial years.
Continuation sheets

30.

Continuation sheets to Forms 31 and 34 need only be prepared in respect of
accounting class 7.

FORMS
[Forms 20 Ð 39 to follow]
_______________________________
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Form 20
General insurance business : Technical account (excluding equalisation provisions)
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

GL/UK/CM

Period ended
day
month
year

Accounting
class/
summary

Units

£000

R20
This financial
year

Previous year

1

2

Source

This year's
underwriting
(accident year
accounting)

Adjustment for
prior years'
underwriting
(accident year
accounting)

Line

Form

Items to be shown net of reinsurance

Column

Company
registration
number

Earned premium

11

21 . 19 . 5

Claims incurred

12

22 . 17 . 4

Claims management costs

13

22 . 18 . 4

Adjustment for discounting

14

22 . 52 . 4

Increase in provision for unexpired risks

15

22 . 19 . 4

Other technical income or charges (particulars to be
specified by way of supplementary note)

16

Net operating expenses

17

Balance of year's underwriting (11-12-13+14-15+16-17)

19

Earned premium

21

21 . 11 . 5

Claims incurred

22

22 . 13 . 4

Claims management costs

23

22 . 14 . 4

Adjustment for discounting

24

22 . 51 . 4

Other technical income or charges (particulars to be
specified by way of supplementary note)

25

Net operating expenses

26

Balance (21-22-23+24+25-26)

29

Balance from
underwriting year
accounting

Per Form 24

31

Other technical income and charges (particulars to
be specified by way of supplementary note)

32

Total

39

Balance of all years' underwriting (19+29+39)

49

Allocated investment return

51

Transfer to non-technical account (49+51)

59

22 . 42 . 4

22 . 41 . 4

24. 69. 99-99

Form 21
General insurance business (accident year accounting) : Analysis of premiums
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Accounting class
Company
registration
number

GL/UK/CM

day

Period ended
month
year

£000

R21
Gross premiums
written

Premiums receivable during the financial year

In respect of risks incepted in previous
financial years

In respect of risks incepted in previous
financial years

In respect of risks
incepted in this
financial year

Reinsurers'
share

Earned in previous
financial years
1

Accounting
class

Units

Net of
reinsurance

Earned in previous
financial years
3

Earned in previous
financial years
5

11
Earned in this
financial year

Unearned at end of
this financial year

Earned in this
financial year

Unearned at end of
this financial year

Earned in this
financial year

Unearned at end of
this financial year

1

2

3

4

5

6

12

For periods of less than 12 months

13

For periods of 12 months

14

For periods of more than 12 months

15

Premiums receivable (less rebates and refunds) in
previous financial years not earned in those years and
brought forward to the financial year

16

Total (12 to 16)

19
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Form 22
General insurance business (accident year accounting) : Analysis of claims, expenses and technical provisions
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Accounting class
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R22
Amount brought
forward from
previous financial
year
1

Gross amount
Claims incurred in
respect of incidents Reinsurers' share
occurring prior to
Net (11-12)
this financial year
Claims management costs
Gross amount
Claims incurred in
respect of incidents Reinsurers' share
occurring in this
Net (15-16)
financial year
Claims management costs
Provision for unexpired risks

Net operating
expenses

11
12
13
14
15
16
17
18
19

Commissions

21

Other acquisition expenses

22

Administrative expenses

23

Reinsurance commissions and
profit participations

24

Total (21+22+23-24)

29

Gross amount
Adjustments for
discounting in
Reinsurers' share
respect of the items
shown at lines 11 to Claims management costs
18 above
Total (31-32+33)

Accounting
class

31
32
33
39

Prior financial years

41

This financial year

42

Incidents occurring prior to this
financial year

51

Incidents occurring in this
financial year

52

Split of line 29

Split of line 39

Amount
payable/
receivable
in this financial
year
2

Amount carried
forward to next
financial year

Amount
attributable to this
financial year

3

4

Instructions for completion of Form 22
1.

Amounts included at lines 11 to 18 must be shown undiscounted and related adjustments for
discounting must be shown at lines 31 to 39.

2.

The values in column 4 are calculated as follows:
for lines 11 to 18 values in columns 2+3-1;
for lines 21 to 29 and lines 41 to 42 values in columns 1+2-3;
for line 19, lines 31 to 39 and lines 51 to 52 values in columns 3-1.

3.

Amounts shown at lines 11 to 13, lines 15 to 17 and lines 31 and 32 must exclude amounts in respect of
claims management costs.
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Form 23
General insurance business (accident year accounting) : Analysis of net claims and premiums
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

Accounting class

GL/UK/CM

day

Period ended
month
year

Claims paid
(net) during
the accident
year

Month

Claims
outstanding
(net) as at end
of the accident
year

Total claims
paid (net)
since the end
of the accident
year, but prior
to this
financial year

Claims paid
(net) during
this financial
year

Claims outstanding carried
forward

Accounting
class

£000

R23
Accident year ended

Units

Claims outstanding brought
forward

Reported (net)

Incurred but
not reported
(net)

Reported (net)

Incurred but
not reported
(net)

5

6

7

8

Balance on
each accident
year
(4+5+6-7-8)

Deduction for
discounting
from claims
outstanding
carried
forward
(net)

Earned
premiums
(net)

Deterioration/
(surplus) of
original
reserve
%

Claims ratio
%

9

10

11

12

13

Year
1

11
12
13
14
15
16
17
18
19
20
Prior accident years

21

Reconciliation

22

Total (11 to 22)

29

2

3

4

Instructions for completion of Form 23
1.

All figures are to be shown net of the reinsurers' share.

2.

The accident years shown at lines 11 to 20 must correspond to the financial year in question and the
nine previous financial years respectively.

3.

Columns 1 to 9 must be shown before deduction for discounting.

4.

All amounts shown must exclude claims management costs.

5.

The percentage shown at column 12 must be the ratio of the columns 3+4+5+6-2 to column 2.

6.

The percentage shown at column 13 must be the ratio of columns 1+3+4+5+6 to column 11.

7.

23.29.5 + 23.29.6 = 22.13.3 + 22.17.3; 23.29.7 + 23.29.8 = 22.13.1;
23.29.10 = 22.31.3 - 22.32.3; and 23.29.4 = 22.13.2 + 22.17.2.

8.

[deleted]

9.

Columns 1, 11 and 13 need not be completed in respect of accident years ended before 23 December
1994.

10.

The percentages shown at columns 12 and 13 must be expressed as percentages to one place of
decimals.

11.

Insurance business reported on any Form 33 may be reported on this Form at line 22 and not lines 11
to 21.
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Form 24
General insurance business (underwriting year accounting) : Analysis of premiums, claims and expenses
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended
Accounting class
Prior
underwriting
years
29

Claims
paid

Gross amount

11

Reinsurers' share

12

Net (11-12)

19

Gross amount

21

Reinsurers' share

22

Net (21-22)

29

Claims management costs

39

Commissions

41

Other acquisition expenses

42

Administrative expenses

43

Reinsurers' commissions and
profit participations

44

Payable net (41+42+43-44)

49

Net
operating
expenses

Brought
forward
Technical
provisions

Carried
forward

day

Period ended
month
year

Undiscounted

51

Adjustment for
discounting

52

Undiscounted

53

Adjustment for
discounting
Increase (decrease) in the
financial year (53-54-51+52)
Balance on each underwriting year
(19-29-39-49-59)

54
59
69

29

MM

YY

MM

YY

MM

YY

MM

YY

MM

Units

Accounting
class

£000

R24

Underwriting year ended

Premiums
written

GL/UK/CM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

Total
all previous
columns
99

99

Instructions for completion of Form 24
1.

The underwriting years shown between the columns headed "29 29" and "99 99" must correspond (in
reverse order) to the financial year in question and the nine previous financial years respectively.

2.

Amounts shown in lines 21 to 29 must exclude claims management costs.

3.

For accounting classes 1 to 8 and 10, amounts in respect of underwriting years ended before 23
December 1993 may be included in the prior underwriting years column.

4.

The amounts shown at lines 51 to 54 must exclude equalisation provisions.

5.

The amounts shown at lines 11 to 49 must be amounts payable or receivable during the financial year
in question.
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Form 25
General insurance business (underwriting year accounting) : Analysis of technical provisions
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended
Accounting class
Prior
underwriting
years
29

Claims incurred
but not reported

Gross amount

11

Reinsurers' share

12

Gross amount

13

Reinsurers' share

14

Claims management costs

Adjustment for
discounting

15

Gross amount

16

Reinsurers' share

17

Claims management
costs
Allocation to/(from) another
accounting class of anticipated surplus

day

Period ended
month
year

Units

18
19

Balance of the fund

20

Claims outstanding
(11-12+13-14+15-16+17-18+19+20)

21

Provision for unearned premiums

22

Provision for unexpired risks

23

Deferred acquisition costs

24

Other technical provisions (particulars
to be specified by way of
supplementary note)

25

Total (21+22+23-24+25)

29

29

MM

YY

MM

YY

MM

YY

MM

YY

MM

Accounting
class

£000

R25

Underwriting year ended

Reported claims
outstanding

GL/UK/CM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

Total
all previous
columns
99

99

Instructions for the completion of Form 25

1.

The underwriting years shown between the columns headed "29 29" and "99 99" must correspond (in
reverse order) to the financial year in question and the nine previous financial years, respectively.

2.

Lines 11 to 15, 19 to 21 and 29 must be completed for open years and lines 11 to 18 and 21 to 29 for
closed years.

3.

Line 29 must equal line 53 less 54 on Form 24.

4.

Lines 11 to 15 must be shown before adjustment for discounting.

5.

Lines 11 to 14, 16 and 17 must exclude claims management costs.

6.

For accounting classes 1 to 8 and 10, amounts in respect of financial years ended before 23 December
1993 may be included in the prior underwriting years column.

7.

Amounts may only be included at line 19 in so far as they arise from the offset of anticipated surpluses
and deficits on insurance business managed together as defined by paragraph 25 of Appendix 9.2.
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Form 26
General insurance business (accident year accounting) : Analysis of net claims and premiums by category for treaty reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency

Financial year ended

Company
registration
number

Category

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

R26
Claims paid
(net) during
the accident
year

Accident year ended

Month

GL/UK/CM

Claims
Total claims
outstanding
paid (net)
(net) as at end
since the end
of the accident
of the accident
year
year but prior
to this
financial year

Claims paid
(net) during
this financial
year

Claims outstanding carried
forward

Claims outstanding brought
forward

Reported (net)

Incurred but
not reported
(net)

Reported (net)

Incurred but
not reported
(net)

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Deduction for
discounting
from claims
outstanding
carried
forward
(net)

Earned
premiums
(net)

Deterioration/
(surplus) of
original
reserve
%

Claims ratio
%

9

10

11

12

13

Year
1

2

3

4

11
12
13
14
15
16
17
18
19
20
Prior accident years

21

Reconciliation

22

Total (11 to 22)

29
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Form 26
(continuation sheet)
General insurance business (accident year accounting) : Analysis of net claims and premiums by category for treaty reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

Category
R26
Accident year ended

Month

Claims paid
(net) during
the accident
year

Claims
outstanding
(net) as at end
of the accident
year

Total claims
paid (net)
since the end
of the accident
year but prior
to this
financial year

Claims paid
(net) during
this financial
year

Claims outstanding carried
forward

Claims outstanding brought
forward

Reported (net)

Incurred but
not reported
(net)

Reported (net)

Incurred but
not reported
(net)

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Deduction for
discounting
from claims
outstanding
carried
forward
(net)

Earned
premiums
(net)

Deterioration/
(surplus) of
original
reserve
%

Claims ratio
%

9

10

11

12

13

Year
1

2

3

4

Instructions for completion of Form 26
1.

All figures are to be shown net of the reinsurers' share.

2.

The accident years shown at lines 11 to 20 must correspond to the financial year in question and the
nine previous financial years respectively.

3.

Columns 1 to 9 must be shown before deduction for discounting.

4.

All amounts shown must exclude claims management costs.

5.

The percentage shown at column 12 must be the ratio of the columns 3+4+5+6-2 to column 2.

6.

The percentage shown at column 13 must be the ratio of columns 1+3+4+5+6 to column 11.

7.

The aggregate of the sterling equivalent of an entry on Form 26 for all business categories within an
accounting class must equal the corresponding entry on Form 23 for that accounting class.

8.

The percentages shown at columns 12 and 13 must be expressed as percentages to one place of
decimals.

9.

The amounts shown in line 21 must be analysed on continuation sheets by accident year.

10.

The box marked "Business category" must be completed by inserting one of the letters "a" to "h"
according to which of the sub-paragraphs of rule 9.16(1) describes the business category to which the
Form relates.
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Form 27
General insurance business (accident year accounting) : Analysis of gross claims and premiums by category for treaty reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

Category
R27
Accident year ended

Month

Claims paid
(gross) during
the accident
year

Claims
outstanding
(gross) as at
end of the
accident year

1

2

Total claims
paid (gross)
since the end
of the accident
year but prior
to this
financial year

Claims paid
(gross) during
this financial
year

Claims outstanding carried
forward

Claims outstanding brought
forward

Reported
(gross)

Incurred but
not reported
(gross)

Reported
(gross)

Incurred but
not reported
(gross)

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Deduction for
discounting
from claims
outstanding
carried
forward
(gross)

Earned
premiums
(gross)

Deterioration/
(surplus) of
original
reserve
%

Claims ratio
%

9

10

11

12

13

Year

11
12
13
14
15
16
17
18
19
20
Prior accident years

21

Reconciliation

22

Total (11 to 22)

29

3

4

Form 27
(continuation sheet)
General insurance business (accident year accounting) : Analysis of gross claims and premiums by category for treaty reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

Category
R27
Accident year ended

Month

Claims paid
(gross) during
the accident
year

Claims
outstanding
(gross) as at
end of the
accident year

1

2

Total claims
paid (gross)
since the end
of the accident
year but prior
to this
financial year

Claims paid
(gross) during
this financial
year

Claims outstanding carried
forward

Claims outstanding brought
forward

Reported
(gross)

Incurred but
not reported
(gross)

Reported
(gross)

Incurred but
not reported
(gross)

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Deduction for
discounting
from claims
outstanding
carried
forward
(gross)

Earned
premiums
(gross)

Deterioration/
(surplus) of
original
reserve
%

Claims ratio
%

9

10

11

12

13

Year
3

4

Instructions for completion of Form 27
1.

All figures must be shown gross of the reinsurers' share.

2.

The accident years shown at lines 11 to 20 must correspond to the financial year in question and the
nine previous financial years respectively.

3.

Columns 1 to 9 are to be shown before deduction for discounting.

4.

All amounts shown must exclude claims management costs.

5.

The percentage shown at column 12 must be the ratio of the columns 3+4+5+6-2 to column 2.

6.

The percentage shown at column 13 must be the ratio of columns 1+3+4+5+6 to column 11.

7.

27.29.5+27.29.6 = 22.11.3+22.15.3; 27.29.7+27.29.8 = 22.11.1;
27.29.10 = 22.31.3; and 27.29.4 = 22.11.2+22.15.2.

8.

The percentages shown at columns 12 and 13 must be expressed as percentages to one place of
decimals.

9.

The amounts shown in line 21 must be analysed on continuation sheets by accident year.

10.

The box marked "Business category" must be completed by inserting one of the letters "a" to "h"
according to which of the sub-paragraphs of rule 9.16(1) describes the business category to which the
Form relates.

83

Form 28
General insurance business (underwriting year accounting) : Analysis of premiums, claims and expenses by category for treaty reinsurance
Accounting class
Name of insurer
Currency
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended

Underwriting year ended

Prior
underwriting
years
29

Claims
paid

Gross amount

11

Reinsurers' share

12

Net (11-12)

19

Gross amount

21

Reinsurers' share

22

Net (21-22)

29

Claims management costs

Net
operating
expenses

39

Commissions

41

Other acquisition expenses

42

Administrative expenses

43

Reinsurers' commissions and
profit participations

44

Payable net (41+42+43-44)

49

Brought
forward
Technical
provision
s

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

MM

Total
all previous
columns

R28

Category

Premium
s written

GL/UK/CM

Carried
forward

Undiscounted

51

Adjustment for
discounting

52

Undiscounted

53

Adjustment for
discounting
Increase (decrease) in the
financial year (53-54-51+52)
Balance on each financial year
(19-29-39-49-59)

54
59
69

29

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

YY

99

99

Form 28
(continuation sheet)
General insurance business (underwriting year accounting) : Analysis of premiums, claims and expenses by category for treaty reinsurance
Accounting class
Name of insurer
Currency
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended

Underwriting year ended

Claims
paid

Gross amount

11

Reinsurers' share

12

Net (11-12)

19

Gross amount

21

Reinsurers' share

22

Net (21-22)

29

Claims management costs

Net
operating
expenses

39

Commissions

41

Other acquisition expenses

42

Administrative expenses

43

Reinsurers' commissions and
profit participations

44

Payable net (41+42+43-44)

49

Brought
forward
Technical
provision
s

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

MM

MM

R28

Category

Premium
s written

GL/UK/CM

Carried
forward

Undiscounted

51

Adjustment for
discounting

52

Undiscounted

53

Adjustment for
discounting
Increase (decrease) in the
financial year (53-54-51+52)
Balance on each financial year
(19-29-39-49-59)

54
59
69

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

YY

YY

Instructions for completion of Form 28
1.

The underwriting years shown between the columns headed "29 29" and "99 99" must correspond (in
reverse order) to the financial year in question and the nine previous financial years.

2.

Amounts shown in lines 21 to 29 must exclude claims management costs.

3.

The amounts shown at lines 51 to 54 must exclude equalisation provisions.

4.

For accounting class 10 (other than business categories (c) and (d) and such other categories as have
been reported previously on Form 29) amounts in respect of underwriting years ended before 23
December 1993 may be included in the prior underwriting years column and (if so) instruction 5 must
not apply to such amounts.

5.

The amounts shown in the first column must be analysed on continuation sheets by underwriting year
(although amounts in respect of underwriting years beginning prior to 1 January 1983 may be shown in
aggregate).

6.

The box marked "Business category" must be completed by inserting one of the letters "a" to "h"
according to which of the sub-paragraphs of rule 9.16(1) describes the business category to which the
Form relates.

7.

The amounts shown at lines 11 to 49 must be amounts payable or receivable during the financial year
in question.
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Form 29

General insurance business (underwriting year accounting) : Analysis of technical provisions by category for treaty reinsurance
Accounting class

Name of insurer

Currency

Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended
Category

GL/UK/CM

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

R29

Underwriting year ended

Prior
underwriting
years

29

Reported claims
outstanding

Claims incurred
but not reported

Gross amount

11

Reinsurers' share

12

Gross amount

13

Reinsurers' share

14

Claims management costs

Adjustment for
discounting

15

Gross amount

16

Reinsurers' share

17

Claims management
18
costs
Allocation to/(from) another category or
19
accounting class of anticipated surplus

Balance of the fund

20

Claims outstanding
(11-12+13-14+15-16+17-18+19+20)

21

Provision for unearned premiums

22

Provision for unexpired risks

23

Deferred acquisition costs

24

Other technical provisions (particulars
to be specified by way of
supplementary note)

25

Total (21+22+23-24+25)

29

MM
29

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM YY

MM

YY MM

YY

MM YY

MM YY

Total
all previous
columns

99

99

Form 29
(continuation sheet)
General insurance business (underwriting year accounting) : Analysis of technical provisions by category for treaty reinsurance
Accounting class

Name of insurer

Currency

Global business/UK branch business/EEA branch business

Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Business
category

Accounting
class

Currency

MM

MM

MM

R29

Category
Underwriting year ended

Reported claims
outstanding

Claims incurred
but not reported

Gross amount

11

Reinsurers' share

12

Gross amount

13

Reinsurers' share

14

Claims management costs

Adjustment for
discounting

15

Gross amount

16

Reinsurers' share

17

Claims management
costs
Allocation to/(from) another category or
accounting class of anticipated surplus

18
19

Balance of the fund

20

Claims outstanding
(11-12+13-14+15-16+17-18+19+20)

21

Provision for unearned premiums

22

Provision for unexpired risks

23

Deferred acquisition costs

24

Other technical provisions (particulars
to be specified by way of
supplementary note)

25

Total (21+22+23-24+25)

29

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

MM

YY

YY

YY

YY

Instructions for completion of Form 29
1.

The underwriting years shown between the columns headed "29 29" and "99 99" must correspond (in
reverse order) to the financial year in question and the nine previous financial years, respectively.

2.

Lines 11 to 15, 19 to 21 and 29 must be completed for open years and lines 11 to 18 and 21 to 29 for
closed years.

3.

Line 29 equals line 53 less 54 on Form 28.

4.

Lines 11 to 15 must be shown before adjustment for discounting.

5.

Lines 11 to 14, 16 and 17 must exclude claims management costs.

6.

For accounting class 10 (other than business categories (c) and (d) and such other categories as have
been reported previously on Form 29) amounts in respect of underwriting years ended before 23
December 1993 may be included in the prior underwriting years column and (if so) instruction 7 must
not apply to such amounts.

7.

The amounts shown in the first column must be analysed on continuation sheets by underwriting year
(although amounts in respect of underwriting years beginning prior to 1 January 1983 may be shown in
aggregate).

8.

The box marked "Business category" must be completed by inserting one of the letters "a" to "h"
according to which of the sub-paragraphs of rule 9.16(1) describes the business category to which the
Form relates.

9.

Amounts may only be included at line 19 in so far as they arise from the offset of anticipated surpluses
and deficits on business managed together (as defined by paragraph 25 of Appendix 9.2).
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Form 30
(Sheet 1)
General insurance business : Expected income and yield from admissible assets covering discounted provisions
Name of insurer
Company
registration
number

Global business/UK branch business/EEA branch business

GL/UK/CM

day

Period ended
month
year

£000

R30

Financial year ended
Country
code
Major currencies

11
12
13
14
15
16
17
18
19
20
Other currencies

21

Total

29

Total
admissible
assets as
shown on
Form 13

Admissible assets
hypothecated to
cover the provision
for outstanding
claims being
discounted

Expected
income from
assets included
in column 2

Yield
%

1

2

3

4

Technical
provisions

5

Units

Provision for outstanding
claims being discounted
Before
deduction for
discounting

Deduction for
discounting

6

7

Unwind in the
discount in the
next financial
year

8

Rates of interest at which the
provision is being discounted
Highest

Lowest

Average
rate

9

10

11

Form 30
(Sheet 2)
General insurance business : Expected income and yield from admissible assets covering discounted provisions
Name of insurer
Global business/UK branch business/EEA branch business

Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Units

£000

R30

Type of asset

Land and buildings

31
Approved securities

32

Other

33

Approved securities

34

Other

35

Fixed interest securities

Variable interest and variable yield
securities (excluding items shown at line
36)

Equity shares and holdings in collective investment schemes

36

Loans secured by mortgages

37
Producing income

38

Not producing income

39

All other assets

Total

49

Value of
admissible assets
as shown on
Form 13

Admissible assets
hypothecated to cover
the provision for
outstanding claims
being discounted

Expected income
from assets
included in
column 2

Yield
%

1

2

3

4

Instructions for completion of Form 30
1.

The entry at30.31.1 must equal 13.11.1
30.32.1 must equal 13.45.1 + the appropriate part of 13.84.1
30.33.1 must equal 13.46.1 + the appropriate part of 13.84.1
30.34.1 must equal 13.47.1 + the appropriate part of 13.84.1
30.35.1 must equal 13.42.1 +13.48.1 + the appropriate part of 13.84.1
30.36.1 must equal 13.41.1 +13.43.1
30.37.1 must equal 13.50.1 + the appropriate part of 13.84.1
30.49.1 must equal 13.87.1 +13.89.1 - 13.60.1 - 13.61.1 - 13.62.1 - 13.63.1 Ð
13.85.1.

2.

The hypothecated assets shown in column 2 must not be less than (but need not equal) the provision for
outstanding claims being discounted (column 6 less column 7 on sheet 1). Where specific assets are not
hypothecated to cover the provision for outstanding claims being discounted, column 2 equals column 1.

3.

The income in column 3 must be the amounts before deduction of tax which would be received in the
next financial year on the assumption that-

4.

(i)

the assets are held throughout that year, and

(ii)

the factors which affect income remain unchanged but account is to be taken of any changes in
those factors known to have occurred.

The yield in column 4 must be(i)

for securities with a redemption value, the rate of interest which, when used to obtain a
present value of expected future income or capital payments, gives the current asset value, and

(ii)

for all other assets the ratio of the income included in column 3 to the value included in
column 2,

or where appropriate an average of the above weighted by reference to the values included in column 2.
5.

The methods and assumptions used in determining the yield in accordance with must be stated by way
of supplementary note to this Form.

6.

Where a particular asset is required to be taken into account only to a specified extent by the
application of admissibility limits, the expected income and capital payments from that asset must be
included only to the same extent.

7.

The treatment of expected income payments from any asset where such payment is in default must be
stated by way of supplementary note to this Form.

8.

In column 8 "Unwind in discount in the next financial year" refers to the expected reduction in the
deduction for the discounting between(i)

that shown at the end of the financial year in question, and
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(ii)

that expected to be shown at the end of the next financial year but in respect of claims
incurred prior to the end of the financial year in question.

9.

Columns 4 and 9 to 11 must be expressed as a percentage to one place of decimals.

10.

In the above instructions, income excludes capital gains or losses or value adjustments.

11.

The discount rate in column 11 must be the average rate of interest at which the provisions are being
discounted, weighted by the provisions contained in column 6.

12.

The references in the Form to Òoutstanding claimsÓ and Òtechnical provisionsÓ are to those amounts net of
reinsurance
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Form 31
General insurance business (accident year accounting) : Analysis of gross claims and premiums by risk group for direct insurance and facultative reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency

Financial year ended

Company
registration
number

Risk group

GL/UK/CM

day

Period ended
month
year

Monetary
units

Country

Accounting
class

R31
Number of claims

Accident year ended

Month

Year

11
12
13
14
15
16
17
18
19
20
Prior accident years

21

Total (11 to 21)

29

Line 29 expressed in
sterling

30

Gross claims paid

Gross claims outstanding carried
forward

Gross claims outstanding
brought forward

Closed at
some cost
during this or
previous
financial years

Reported
claims
outstanding

In previous
financial years

In this financial
year

Reported

Incurred but
not reported

Reported

Incurred but
not reported

1

2

3

4

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Gross earned
premiums

Claims ratio
%

9

10

11

Form 31
(continuation sheet)
General insurance business (accident year accounting) : Analysis of gross claims and premiums by risk group for direct insurance and facultative reinsurance
Name of insurer

Accounting class : Third-party liability

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Country

Accounting
class

Risk group

7

R31
Accident year ended

Month

Year

Number of claims

Gross claims paid

Gross claims outstanding carried
forward

Gross claims outstanding
brought forward

Closed at
some cost
during this or
previous
financial years

Reported
claims
outstanding

In previous
financial years

In this financial
year

Reported

Incurred but
not reported

Reported

Incurred but
not reported

1

2

3

4

5

6

7

8

Balance for
each accident
year
(4+5+6-7-8)

Gross earned
premiums

Claims ratio
%

9

10

11

Instructions for completion of Form 31
1.

All figures must be shown gross of the reinsurers' share and before any deduction for discounting.

2.

The accident years at lines 11 to 20 must correspond to the financial year in question and the nine
previous financial years respectively.

3.

All amounts shown must exclude claims management costs.

4.

The percentage shown at column 11 is the ratio of the sum of columns 3 to 6 to column 10.

5.

Columns 10 and 11 need not be completed in respect of accident years ended before 23 December 1994.

6.

The percentages shown at column 11 must be expressed as percentages to one place of decimals.

7.

For risk groups falling in accounting class 7, the amounts shown in line 21 must be analysed by accident
year on continuation sheets.

8.

Columns 1 and 2 need not be completed in respect of accounting classes 3, 4 and 5.
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Form 32
General insurance business (accident year accounting) : Analysis of gross claims and premiums for motor vehicle direct insurance and facultative reinsurance
Name of insurer

Currency

Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended
Risk group

day

Period ended
month
year

Monetary
units

Country

R32

Number of claims

Accident year ended

Month

GL/UK/CM

Year

11
12
13
14
15
16
17
18
19
20
Prior accident years

21

Total (11 to 21)

29

Line 29 expressed in
sterling

30

Gross claims paid

Closed at
some cost
during this
or previous
years

Reported
claims
outstanding

In previous
financial
years

1

2

3

In this
financial
year

4

Gross claims outstanding
carried forward

Gross claims outstanding
brought forward

Reported

Incurred but
not reported

Reported

Incurred but
not reported

5

6

7

8

Balance on
each
accident
year

Gross
earned
premiums

Claims ratio
%

Vehicle
years
(000's)

Claims
frequency
%

10

11

12

13

(4+5+6-7-8)

9

Instructions for completion of Form 32
1.

All figures must be shown gross of the reinsurers' share and before any deduction for discounting.

2.

The accident years at lines 11 to 20 must correspond to the financial year in question and the nine previous
financial years respectively.

3.

All amounts shown must exclude claims management costs.

4.

The percentage shown at column 11 must be the ratio of the sum of columns 3 to 6 to column 10.

5.

Columns 10 to 13 need not be completed in respect of accident years ended before 23 December 1994.

6.

The number of vehicle years insured in any accident year is the aggregate of the product for each contract
of insurance of the period (being the period during that accident year when the contract was in force) and
the number of vehicles insured under the contract. Figures are to be rounded to the nearest thousandvehicle years only after aggregating component figures.

7.

The percentage shown at column 13 must be the ratio of the sum of columns 1 and 2 to the product of 1000
and column 12.

8.

The percentages shown at columns 11 and 13 must be expressed as percentages to one place of decimals.
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Form 33
General insurance business (accident year accounting) : Reconciliation of gross claims and premiums for direct insurance and facultative reinsurance
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R33
Claims paid in this
financial year

Accounting class

1

Accident and health

11

Motor

12

Aviation

13

Marine

14

Transport

15

Property

16

Third party liability

17

Miscellaneous and pecuniary loss

18

Gross claims outstanding carried forward

Gross claims outstanding brought forward

Reported

Incurred but not
reported

Reported

Incurred but not
reported

2

3

4

5

Balance for this
financial year
(1+2+3-4-5)

Gross earned
premiums

6

7

Instructions for completion of Form 33
1.

All figures must be shown gross of the reinsurers' share and before any deduction for discounting.

2.

All amounts shown must exclude claims management costs.

3.

Only business accounted on an accident year basis but not reported on Forms 31 or 32 is to be included
on this Form.

4.

ÒGross earned premiumsÓ refers to all amounts reported in column 1 of lines 11 to 19 of Form 20, but
only to the extent such premiums have not been reported in Forms 31 or 32.
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Form 34
General insurance business (underwriting year accounting) : Analysis of gross claims and premiums by risk group for direct insurance and facultative reinsurance
Name of insurer

Accounting class

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Country

Accounting
class

Risk group
R34
Underwriting year
ended

Month

Gross claims outstanding carried
forward

Gross claims paid

Gross claims outstanding brought
forward

In previous
financial years

In this financial
year

Reported

Incurred but not
reported

Reported

1

2

3

4

5

Balance on each
underwriting year
(2+3+4-5-6)

Gross premiums
written

Claims ratio
%

7

8

9

Incurred but not
reported

Year

11
12
13
14
15
16
17
18
19
20
Prior underwriting years

21

Total (11 to 21)

29

Line 29 expressed in
sterling

30

6

Form 34
(continuation sheet)
General insurance business (underwriting year accounting) : Analysis of gross claims and premiums by risk group for direct insurance and facultative reinsurance
Name of insurer

Accounting class : Third-party liability

Global business/UK branch business/EEA branch business

Currency
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Monetary
units

Country

Accounting
class

Risk group

7

R34
Underwriting year
ended

Month

Gross claims outstanding carried
forward

Gross claims paid

Gross claims outstanding brought
forward

In previous
financial years

In this financial
year

Reported

Incurred but not
reported

Reported

1

2

3

4

5

Balance on each
underwriting year
(2+3+4-5-6)

Gross premiums
written

Claims ratio
%

7

8

9

Incurred but not
reported

Year
6

Instructions for completion of Form 34
1.

All figures must be shown gross of the reinsurers' share and before any deduction for discounting.

2.

The underwriting years at lines 11 to 20 must correspond to the financial year in question and the nine
previous financial years respectively.

3.

All amounts shown must exclude claims management costs.

4.

The percentage shown at column 9 must be the ratio of the sum of columns 1 to 4 to column 8.

5.

Columns 8 and 9 need not be completed in respect of financial years ended before 23 December 1994.

6.

The percentages shown at column 9 must be expressed as percentages to one place of decimals.

7.

For risk groups falling in accounting class 7, the amounts shown in line 21 must be analysed by
underwriting year on continuation sheets.
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Form 35
General insurance business (underwriting year accounting) : Reconciliation of gross claims and premiums for direct insurance and facultative reinsurance
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

R35
Gross claims paid in
this financial year

Accounting class

1

Accident and health

11

Motor

12

Aviation

13

Marine

14

Transport

15

Property

16

Third party liability

17

Miscellaneous and pecuniary loss

18

Gross claims outstanding carried forward

£000

Gross claims outstanding brought forward

Reported

Incurred but not
reported

Reported

Incurred but not
reported

2

3

4

5

Balance for this
financial year
(1+2+3-4-5)

Gross written
premiums

6

7

Instructions for completion of Form 35
1.

All figures must be shown gross of the reinsurers' share and before any deduction for discounting.

2.

All amounts shown must exclude claims management costs.

3.

Only business accounted on an underwriting year basis but not reported on Form 34 must be included
on this Form.

4.

ÒGross written premiumsÓ refers to all amounts reported in column 99-99 of line 11 of Form 24, but
only to the extent such premiums have not been reported in Form 34.
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Form 36
Currency rates
Name of insurer
Global business/UK branch business/EEA branch business

Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

R36
Country code
Name of country

No. of units to £
sterling

Instructions for completion of Form 36
1.

Where any of Forms 26 to 29 or 31, 32 or 34 contains a figure in a currency other than sterling the rate
of conversion of those figures into sterling must be stated in column 1 to this Form.

2.

Where the rate of conversion differs according to whether it applies to income and expenditure items,
or asset and liability items, the former rate must be used.
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Form 37
Equalisation provisions
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R37

Calculation of the maximum provision
Total net premiums written in the previous 4 years

11

Net premiums written in the current year

12

Maximum provision

13

Calculation of the transfer to/from the provision
Equalisation provision brought forward

21

Transfers in

22

Total abnormal loss

23

Provisional transfers out

24

Excess of provisional transfer out over fund available

25

Provisional amount carried forward (21+22-24+25)

26

Excess, if any, of 26 over 13

27

Equalisation provision carried forward (26-27)

28

Transfer in/(out) for financial year (28-21)

29

Business
group A
(property)

Business
group B
(business
interruption)

Business
group C
(marine and
aviation)

Business
group D
(nuclear)

1

2

3

4

Business
group E
(nonproportional
treaty)
5

All business
groups

Credit
insurance
business

6

7

Instructions for completion of Form 37
1.

Lines 11 & 12, columns 1 to 5, must include net written premium from the Form 21 (accident year
insurance business) and/or Form 24 (underwriting year insurance business) that in whole or in part
covers each business group.

2.

Only premium for financial years covered by the scheme may be included in lines 11 & 12, columns 1
to 5 (see Appendix 6.1, Part 111). Adjustments in respect of prior years must be included at line 12.

3.

Any insurance business that has been transferred must be excluded from lines 11 & 12, columns 1 to 5
(see rules 6.8 and 6.9).

4.

Line 13, columns 1 to 5 must show the maximum provision for each business group calculated in
accordance with Appendix 6.1. If insurance business in a group has been written for less than 5 years,
the average of the qualifying years must be used.

5.

If all rights and obligations in a business group have been transferred, line 13 columns 1 to 5 must be
left blank at the appropriate column.

6.

Line 22, columns 1 to 5 must be calculated by multiplying the figure at line 12 for each business group
by the % in paragraph 3 of Part 1 of Appendix 6.1.

7.

Line 23 must be, for each business group, the total of abnormal losses, if any, brought forward from
Forms 38 and 39, line 19. These must be entered in the same columns as they were on Forms 38 and
39.

8.

The transfer out for each business group at line 24, columns 1 to 5 must not exceed the line 13
maximum provision for that group.

9.

The sum of columns 1 to 5 of lines 13, 22 and 24 must be entered in column 6 of the relevant line.

10.

In the first year of the scheme, line 21 column 6 must be left blank. In subsequent years this figure
must be brought forward from the previous year's figure (normally the figure at Form 15, line 15). Only
equalisation provisions required by the Equalisation Reserves Rules may be included.

11.

The calculations for lines 25 to 29, column 6 must be carried out and the net transfer in or out for the
year must be entered at Form 16, line 12, and the provision carried forward entered at Form 15, line 15.

12.

Line 13, column 7 must be 150% of the highest annual amount of net premiums written in the last 5
years.

13.

Line 21, column 7 must equal the statutory credit equalisation provision, if any, brought forward from
the previous year at Form 15, line 14.

14.

Line 22, column 7 must be 75% of the technical surplus, if any, brought forward from Forms 38 and/or
39, line 29, subject to a limit of 12% of line 12.

15.

Line 24, column 7 must equal the technical deficit, if any, brought forward from Forms 38 and/or 39,
line 29.
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16.

The calculations for lines 25 to 29, column 7 must be carried out and the net transfer in or out for the
year must be entered at Form 16, line 12, and the provision carried forward entered at Form 15, line 14.
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Form 38
Equalisation provisions technical account : Accident year accounting
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R38

Other than credit business
Net premiums earned

11

Claims incurred net of reinsurance

12

Trigger claims value

13

Abnormal loss

19
Trigger claims ratio

Business group A
(property)

Business group B
(business
interruption)

Business group C
(marine and
aviation)

Business group D
(nuclear)

Business group E
(non-proportional
treaty)

1

2

3

4

5

72.5%

72.5%

95%

25%

100%

Credit business
Net premiums earned

21

Claims incurred net of reinsurance

22

Claims management costs

23

Net operating expenditure

24

Technical surplus/(deficit) (21-22-23-24)

29
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Instructions for completion of Form 38
1.

Apart from credit insurance business, any insurance business transferred to an insurer by novation or
under Part VII of the Act (or the 1982 Act) must be accounted for in accordance with rule 6.9.

2.

The entries at line 11 must be derived from Form 21, that in whole or in part covers the business group,
at line 11, column 5 and line 19, column 5.

3.

The entries at line 12 must be derived from Form 22, that in whole or part covers the business group, at
line 13 and 17, column 4.

4.

The entries at line 13 must be line 11 (or nil if line 11 is negative) multiplied by the trigger claims ratio
for the business group.

5.

For each business group the entry at line 19 must be the amount, if any, by which the entry at line 12
for that business group exceeds the entry at line 13. If the entry at line 12 does not exceed the entry at
line 13, line 19 must be left blank.

6.

The entry at line 21 must be derived from Form 21 for accounting class 8, at line 11, column 5 and line
19, column 5, to include only insurance business in general insurance business class 14.

7.

The entry at line 22 must be derived from Form 22 for accounting class 8, at lines 13 and 17, column 4,
to include only insurance business in general insurance business class 14.

8.

The entry at line 23 must be derived from Form 22 for accounting class 8, at lines 14 and 18, column 4,
to include only insurance business in general insurance business class 14.

9.

The entry at line 24 must be derived from Form 22 for accounting class 8, at lines 19 and 29, column 4,
to include only insurance business in general insurance business class 14.
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Form 39
Equalisation provisions technical account : Underwriting year accounting
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R39

Other than credit business
Net premiums written

11

Claims net of reinsurance

12

Trigger claims value

13

Abnormal loss

19
Trigger claims ratio

Credit business
Net premiums written

21

Claims net of reinsurance

22

Claims management costs

23

Net operating expenditure

24

Technical surplus/(deficit) (21-22-23-24)

29

Business group A
(property)

Business group B
(business
interruption)

Business group C
(marine and
aviation)

Business group D
(nuclear)

Business group E
(non-proportional
treaty)

1

2

3

4

5

72.5%

72.5%

95%

25%

100%

Instructions for completion of Form 39
1.

Apart from credit insurance business, any insurance business transferred to an insurer by novation or
under Part VII of the Act (or the 1982 Act) must be accounted for in accordance with rule 6.9.

2.

The entries at line 11 must be derived from Form 24, that in whole or in part covers the business group,
at line 19, column 99-99.

3.

The entries at line 12 must be derived from column 99-99 of Forms 24 and 24, that in whole or part
covers the business group, as follows:
line 29 on Form 24 plus line 29 less line 15 less line 24 on Form 25 less line 29 plus line 15 plus line
24 on Form 25 for the preceding financial year.

4.

The entries at line 13 must be line 11 (or nil if line 11 is negative) multiplied by the trigger claims ratio
for the business group.

5.

For each business group the entry at line 19 must be the amount, if any, by which the entry at line 12
for that business group exceeds the entry at line 13. If the entry at line 12 does not exceed the entry at
line 13, line 19 must be left blank.

6.

The entry at line 21 must be derived from Form 24 for accounting class 8, at line 19, column 99-99, to
include only insurance business in general insurance business class 14.

7.

The entry at line 22 must be derived from Form 24 for accounting class 8, at line 29, column 99-99,
plus line 53, column 99-99 less line 51, column 99-99, to include only insurance business in general
insurance business class 14.

8.

The entry at line 23 must be derived from Form 24 for accounting class 8, at line 39, column 99-99, to
include only insurance business in general insurance business class 14.

9.

The entry at line 24 must be derived from Form 24 for accounting class 8, at line 49 column 99-99, to
include only insurance business in general insurance business class 14.
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APPENDIX 9.3 (rule 9.14 and 9.23)
LONG-TERM INSURANCE BUSINESS
REVENUE ACCOUNT AND ADDITIONAL INFORMATION
(FORMS 40 TO 45)
________________________
1.

All the Forms included in the part of the return to which this Appendix relates
(Forms 40 to 45) are to be laid out as shown in this Appendix, except that the
instructions to Forms need not be reproduced.

2.

The provisions of paragraph 1(2) and paragraphs 3 to 7 of Appendix 9.1 must,
unless otherwise provided, also apply for the purposes of this Appendix. All
amounts must be shown in sterling to the nearer £1,000 except valuation unit
prices which must be shown to the same level as required under Appendix
9.4. Percentages must be shown to two decimal places.

3.

For the purposes of this Appendix, a contract is to be regarded as a U K
contract if, in the case of direct or facultative reinsurance accepted, the
contract was effected in the United Kingdom or if, in the case of a reinsurance
treaty, the cedant was a insurer having its head office in the United Kingdom
or was a member of the Society; and overseas contracts is to be construed
accordingly.

4.

(1)

Where a insurer maintains more than one long-term insurance business fund,
there must be stated by way of a supplementary note to Form 40 the principles
and methods applied to apportioning the investment income, increase or
decrease in the value of assets brought into account, expenses and taxation
between the different funds.

(2)

Boxes marked 'No. of Fund/Summary' must be completed by the inclusion of a
discrete number to identify each fund or, if the Form relates to a part of the
fund, the fund of which it is part. Where there is only one fund for ordinary
long-term insurance business or for industrial assurance business, as the case
may be, the number '1' must be shown in the box marked 'No. of
Fund/Summary'. Where the Form is a summary Form, the number '99' must be
inserted in that box. Boxes marked 'No. of Part of Fund' must show a discrete
number for each part of a fund or the figure '0' if the Form is a statement of the
whole fund.
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5.

Where arrangements have been made for the provision of management
services to an insurer by another company (whether an insurer or not) (a)

the i n s u r e r receiving the services must state, by way of a
supplementary note to Form 40; and

(b)

the company (if an insurer) providing the services must state, by way
of a supplementary note to Form 40,

that the arrangements have been in force in the financial year and naming the
parties to them.
FORMS
[Forms 40 Ð 45 to follow]

_________________
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Form 40
Long term insurance business : Revenue account
Name of insurer
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended
Name and number of fund/Summary
Company
registration
number

GL/UK/CM

day

Period ended
month
year

OB/IB

Units

No of
part of
Fund

No of
fund/
Summary

£000

R40

Items to be shown net of reinsurance ceded

Earned premiums

11

Investment income receivable before deduction of tax

12

Increase (decrease) in the value of non-linked assets brought into account

13

Increase (decrease) in the value of linked assets

14

Other income

15

Total income (11 to 15)

19

Claims incurred

21

Expenses payable

22

Interest payable before deduction of tax

23

Taxation

24

Other expenditure

25

Transfer to (from) non technical account

26

Total expenditure (21 to 26)

29

Increase (decrease) in fund in financial year (19-29)

39

Fund brought forward

49

Fund carried forward (39+49)

59

The financial
year

Previous year

1

2

Instructions for completion of Form 40
1.

The entry at 40.11.1 must be equal to the sum of 41.19.3 and 41.29.3,
the entry at 40.21.1 must be equal to 42.59.3, and
the entry at 40.22.1 must be equal to 41.49.3

2.

Any item of income which cannot properly be allocated to lines 11, 12, 13 or 14 must be entered in line
15, and similarly, any item of expenditure which cannot properly be allocated to lines 21, 22, 23 or 24
must be entered in line 25. Particulars of such items must be specified in a supplementary note.

3.

Where an insurer decides to allocate to the long-term insurance business the whole or any part of
investment income and/or net capital gains arising from assets not attributable to its long-term
insurance business, the amounts in question must be shown as a transfer in line 26 and particulars must
be specified in a supplementary note.

4.

Where a transfer is made to the non-technical account, the entry at line 26 must show amounts which
have been included in line 47 of Form 58. Transfers from or to other funds must be included in line 15
or 25, with transfers to reserves associated with a transfer of contracts from one fund to another
specified in a supplementary note.

5.

The entry at line 12 must exclude value re-adjustments on investments and gains on the realisation of
investments, which must be shown in lines 13 or 14 as appropriate.

6.

The entry at line 11 must exclude any change in the provision for unearned premiums.

7.

The entry at line 21 must exclude claims management costs, which must be included in line 22, and
any change in the provision for claims.
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Form 41
Long term insurance business : Analysis of premiums and expenses
Name of insurer
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended
Name and number of fund/Summary

Company
registration
number

GL/UK/CM

Period ended
day
month
year

Gross

1

Pension business
contracts

Permanent health

Earned
contracts
premiums in
the financial
year
Other contracts

Single premium

11

Regular premium

12

Single premium

13

Regular premium

14

Single premium

15

Regular premium

16

Single premium

17

Regular premium

18

Single premium

19

Regular premium

29

UK contracts

31

Overseas contracts

32

Total premiums

Total premiums at
lines 19 and 29
attributable to

Expenses
payable in
the financial
year

Commission payable in connection with
acquisition of business

41

Other commission payable

42

Management expenses in connection with
acquisition of business

43

Management expenses in connection with
maintenance of business

44

Other management expenses

45

Total expenses (41 to 45)

49

Total expenses at
line 49 attributable
to

OB/IB

No of
fund/
Summary

No of
part of
Fund

£000

R41

Life assurance
and general
annuity contracts

Units

UK contracts

51

Overseas contracts

52

Payable to or
recoverable from
reinsurers
2

Net of
reinsurance
(1-2)
3

Instructions for completion of Form 41
1.

Lines 11, 13, 15, 17 and 19 must include all single premium amounts where there is no expectation of
continuing premiums being paid at regular intervals.

2.

Lines 12, 14, 16, 18 and 29 must include premiums payable at regular intervals during the policy year,
including repeated or recurrent single premiums where the level of premium is defined.
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Form 42
Long term insurance business : Analysis of claims
Name of company
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended
Name and number of fund/Summary

Company
registration
number

GL/UK/CM

Period ended
day
month
year

Gross

Recoverable
from reinsurers

1

2

Claims incurred in the financial year

Pension
business
contracts

Permanent
health
contracts

Other
contracts

On death

11

By way of lump sums on maturity

12

By way of annuity payments

13

By way of payments arising from other
insured events

14

On surrender or partial surrender

15

Total life assurance and annuity
claims (11 to 15)

19

On death

21

By way of lump sums on vesting

22

By way of vested annuity payments

23

On surrender or partial surrender

24

Total pension business claims (21 to 24)

29

By way of lump sums

31

By way of periodical payments

32

Total permanent health claims (31+32)

39

By way of lump sums

41

By way of periodical payments

42

Total claims (41+42)

49

Total claims (19+29+39+49)
Total claims at line
59 attributable to

OB/IB

No of
fund/
Summary

No of
part of
Fund

£000

R42

Life
assurance
and annuity
contracts

Units

59

UK contracts

61

Overseas contracts

62

Net of
reinsurance
(1-2)
3

Instruction for completion of Form 42
In the case of industrial assurance business, claims incurred on survival in respect of periodical endowment
benefits must be shown in line 15.
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Form 43
Long term insurance business : Summarised balance sheet for internal linked funds
Name of insurer
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended

Company
registration
number

GL/UK/CM

Period ended
day
month
year

OB/IB

Units

Name and number of fund/Summary
£000

R43

Total

No of
part of
Fund

No of
fund/
Summary

Name of fund

Directly held
assets

Investment in
other internal
linked funds of
the insurer

Total assets
(2+3)

Provision for tax
on unrealised
capital gains

Secured and
unsecured loans

Other liabilities

Net asset value
(4-5-6-7)

1

2

3

4

5

6

7

8

Instructions for completion of Form 43
1.

The basis on which the assets have been valued must be stated in a supplementary note.

2.

The aggregate value of rights (gross of variation margin) and the aggregate amount of liabilities (gross
of variation margin) under derivative contracts (or in respect of contracts or assets which have the
effect of a derivative contract) must each be stated in a supplementary note. The corresponding figures
net of variation margin must also be stated. For this purpose, rights and liabilities must not be set off
against one another unless
(i)

such rights and liabilities may be set off against each other in accordance with generally
accepted accounting practice, and

(ii)

such set off results (in whole or in part) from the closing out of obligations under a contract.

3.

Where there is a liability to repay variation margin and there are no arrangements for netting of
amounts outstanding or the arrangements would not permit the accounting of such amounts on a net
basis in accordance with generally accepted accounting practice, it must be so stated in a
supplementary note.

4.

The total of the net asset value in column 8 less the total of column 3 must equal line 59 of Form 44.
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Form 44
Long term insurance business : Aggregate revenue account for internal linked funds
Name of insurer
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended
Name and number of fund/Summary
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R44
Value of total creation of units

11

Investment income attributable to the funds before deduction of tax

12

Increase (decrease) in the value of investments in the financial year

13

Other income

14

Total income (11 to 14)

19

Value of total cancellation of units

21

Charges for management

22

Charges in respect of tax on investment income

23

Taxation on realised capital gains

24

Increase (decrease) in amount set aside for tax on capital gains not yet realised

25

Other expenditure

26

Total expenditure (21 to 26)

29

Increase (decrease) in funds in financial year (19-29)

39

Internal linked funds brought forward

49

Internal linked funds carried forward (39+49)

59
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OB/IB

No of
fund/
Summary

No of
part of
Fund

Instructions for completion of Form 44
1.

Double counting of items arising from cross investment between internal linked funds must be
eliminated.

2.

Any item of income which cannot properly be allocated to lines 11, 12, or 13 must be entered in line
14, and similarly, any item of expenditure which cannot properly be allocated to lines 21, 22, 23, 24 or
25 must be entered in line 26. Particulars of such items must be specified in a supplementary note.

3.

The gross value of units created must be shown in line 11. The gross value of units cancelled must be
shown in line 21.
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Form 45
Long term insurance business : Supplementary information for internal linked funds
Name of insurer
Global business/UK branch business/EEA branch business
Ordinary insurance business/Industrial insurance business
Financial year ended
Name and number of fund
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

1

No of
fund

No of
part of
fund

£000

R45

Name of fund

OB/IB

Amount of
taxable
unrealised
capital gain
or loss

Percentage
provision for
tax on
unrealised
capital gains

Percentage
provision for
tax on
realised
capital gains

Liquidity
percentage

Valuation
price per unit

2

3

4

5

6

Instructions for completion of Form 45
1.

Column 3 must show the provisions for tax on unrealised capital gains as a percentage of the taxable
unrealised capital gain. Similarly, column 4 must show the provisions for tax on realised capital gains
as a percentage of the taxable realised capital gain.

2.

The liquidity percentage shown in column 5 must be the sum of the values of approved securities,
short-term deposits and cash held by the fund, less any liabilities included in column 6 or 7 of Form 43,
shown as a percentage of the net asset value in column 8 of Form 43.

3.

Where there is more than one series of units for any internal linked fund the valuation price of each
series of unit must be given in column 6 together with the name of that series of unit.
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APPENDIX 9.4 (rule 9.31)
ABSTRACT OF VALUATION REPORT PREPARED BY APPOINTED ACTUARY
(FORMS 46 TO 61)
________________________
All the Forms included in the part of the return to which this Appendix relates
(Forms 46 to 49, 51 to 58, 60 and 61) are to be laid out as shown in the
Appendix, except that the instructions to Forms need not be reproduced.
For the purposes of this Appendix (a)

the report period means the period from the date to which the
previous investigation under rule 9.4 or its predecessor legislation
related to the Ôvaluation dateÕ (as defined in 1);

(b)

the provisions of paragraph 1(2) and paragraphs 3 to 7 of Appendix
9.1 and paragraph 3 of Appendix 9.3 must, unless otherwise provided,
apply; and

(c)

boxes marked ÔUK/OSÕ must be completed by the insertion of ÔUKÕ
for ÔUK contractsÕ and ÔOSÕ for Ôoverseas contractsÕ.

All amounts in the Forms must be shown in sterling to the nearer £1,000
except valuation unit prices which must be shown to the level used in the
valuation. Yields must be shown as percentages to two decimal places.
The following information must be given, the answers being numbered to
accord with the numbers of the corresponding paragraphs of this Appendix.
1.

The date to which the actuarial investigation relates namely, the valuation
date.

2.

The date to which the previous investigation under rule 9.4 related.

3.

A statement that the valuation has been made in conformity with rule 5.6 or,
where this was not the case, such qualification, amplification or explanation as
necessary.

4.

(1)

Subject to (2), for each category of non-linked contract which -
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(a)

(b)

comprises accumulating with-profits policies, a full description of the
benefits, including (i)

the circumstances in which, and the method by which, an
adjustment to the identifiable current benefit attributable to a
policy could be made on the payment of any claim, including
by full or partial surrender, or upon the determination of the
amount of any charges deducted under the policy together with
a description of the insurerÕs policy and past practice in this
regard,

(ii)

where the discounted value of the liability in respect of current
benefits including vested bonuses shown in column 12 of Form
52 is less than the full amount of the current benefit shown in
column 11 and the discounted value assumes the exercise of
any discretionary adjustments of the type referred to in (a)(i), a
general description of such adjustments made during the Ôreport
periodÕ,

(iii)

any guaranteed investment returns or bonus rates,

(iv)

any guaranteed surrender values, and

(v)

any material options;

comprises policies (other than those included in (a)) which provide for
benefits to be determined on the basis of interest accrued (at a rate to
be determined from time to time) in respect of premiums paid, a full
description of the benefits, including (i)

the method used to calculate surrender values,

(ii)

any guaranteed investment returns,

(iii)

rates of interest applied during the Ôreport periodÕ,

(iv)

any guaranteed surrender values, and

(v)

any material options;
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(c)

(2)

5.

(1)

does not fall within (a) or (b), and which is not sufficiently described
by the entry in column 1 of Form 51, a full description of the benefits,
including any premium rate guarantees and material options.

Information required under (1) need not be provided for any category of
contract (a)

where no contracts were effected by the insurer during the Ôreport
periodÕ; and

(b)

which has been included in Form 51 or Form 52 under the
miscellaneous headings specified in instruction 8 (vi) or 8 (x) to
Forms 51, 52, 53 and 54.

Subject to (3), for each category of linked contract (a)

the name given to that category;

(b)

the type of contract, classified according to the categories set out in
instructions 3 to 8 of the instructions for completion of Forms 51, 52,
53 and 54;

(c)

a statement of the frequency of premiums;

(d)

a brief description of the benefits under the contract, including any
eligibility to participate in profits, any guarantees and any material
options;

(e)

details of any guaranteed investment returns;

(f)

a description of the way in which the insurer recovers out of policies
its costs (including acquisition expenses and commission, renewal
expenses and commission and the costs attributable to the provision of
policy benefits). Where the policy provides for the allocation of units,
the annual rate of any management charges must be given. Where the
amount of premiums deemed to be invested after allowing for the
effect of any charges is greater than the amount of the premiums, an
explanation must be given;

(g)

details of any restrictions on increases in charges;

(h)

the method used to calculate surrender or transfer values;
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(i)

whether benefits are (or may be) determined (whether wholly or in
part) by reference to the value of an internal linked fund, or to the
value of assets or an index. Where the link is to the value of assets or
an index, those assets or that index must be specified and details of the
relationship between their value and benefits payable to policy holders
must be given;

(j)

a brief description of any other features of the contract not disclosed
above which are material to the method and basis of valuation;

(k)

whether the contract was open to new business in the year to the
Ôvaluation dateÕ; and

(l)

any increases in the rates of charges applied generally to contracts
during the Ôreport periodÕ, including charges for the provision of policy
benefits met by the cancellation of units nationally allocated to
contracts,

but where the terms and conditions and the method and basis for determining
the amount of the long-term insurance business liabilities are not materially
different for a number of categories of contract, only one description need be
given pursuant to this paragraph, provided that the name of each such category
is given in the insurer 's response to (a).
(2)

For each category of linked contract which contains a with-profits option, the
information required by 4(1)(a) must also be given.

(3)

Information required under (1)(a) to (k) and (2) need not be provided for any
category of contract -

(4)

(a)

where no contracts were effected by the insurer during the Ôreport
periodÕ; and

(b)

which has been included under the miscellaneous heading in Form 53
or 54.

A description of the method, or if there is more than one method of the
methods and the types of unit to which each applies, used for the creation and
cancellation of units in internal linked funds and determining unit prices for
the allocation of units to, and the cancellation of units from, policies.
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6.

(5)

A description of the method, or if there is more than one method of the
methods and the types of unit to which each applies, used to determine the
provision for tax on realised and unrealised capital gains and the percentage or
percentages of these gains deducted or provided for during the Ôreport periodÕ.

(6)

Wherever units of the type referred to in paragraph 5 of Part I of Appendix
3.2 are held by an internal linked fund, or where property linked benefits are
linked to such units, the rate of discount, commission or other allowance made
to the insurer on the purchase, sale or holding of units and the extent to which
the policy holder benefits from such discount, commission or other allowance.

(1)

The general principles and methods adopted in the valuation, including
specific reference to the following (a)

the method by which account has been taken of derivative contracts or
contracts or assets having the effect of derivative contracts in the
determination of the amount of the long-term insurance business
liabilities;

(b)

the method by which due regard has been given to the reasonable
expectations of policy holders, as required by rule 5.6, and by which
account has been taken of the custom and practice of the insurer in the
manner and timing of the distribution of profits or the grant of
discretionary additions over the duration of each policy, as required by
rule 5.7(6);

(c)

where the net premium method has been used, whether and to what
extent it has been modified, for what purposes any such modification
has been made and whether any modifications on account of
zillmerising conform to rule 5.10;

(d)

whether any negative reserves arose and the steps taken to ensure that
no contract of insurance was treated as an asset, as required by rule
5.15;

(e)

whether any specific reserve has been made for future bonuses and, if
so, at what rate or rates;

(f)

the basis of the provision made for any prospective liability to taxation
on unrealised capital gains;
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7.

(g)

in the case of linked contracts and contracts falling within 4(1)(a) and
(b), the basis of the reserve made for any investment performance
guarantees; and

(h)

the basis of the reserve made for any guarantees and options (other
than investment performance guarantees included in (g)).

(2)

For the purposes of this paragraph, where, in determining the provisions
referred to in (f) or the reserves referred to in 7(7) or (8), account has been
taken of the fact that the fund has been brought into Form 58 at book value in
accordance with rule 4.1(6), that fact must be stated.

(1)

Unless shown in Forms 51, 52, 53 and 54, the rates of interest and tables of
mortality and morbidity assumed in the valuation of each category of contract.

(2)

If the tables used have not been published, full details of the rates of mortality
or morbidity used.

(3)

A general description of how the tables of mortality and morbidity assumed in
the valuation of the various categories of contract have regard to the State of
the commitment.

(4)

Details of any allowance made for future reductions in the rates of mortality in
the tables of mortality assumed in the valuation of annuity contracts.

(5)

Details of any allowance made, and the amount of any reserve held, for any
possible detrimental impact of significant changes in the incidence of disease
or developments in medical science on the mortality and morbidity experience
of the company in the tables of mortality and morbidity assumed in the
valuation of contracts.

(6)

A description of all the scenarios of future changes in the value of assets
which have been tested in order to take account of the nature (including
currency) and terms of the assets held in determining the amount of the longterm insurance business liabilities in accordance with rule 5.17 identifying
that scenario which produces the most onerous requirement (whether or not a
reserve is required).

(7)

The amount of any reserve made pursuant to rule 5.17(a), together with a brief
description of the method used and assumptions made to calculate any such
reserve.
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(8)

(9)

8.

In respect of that scenario described under (6) which produces the most
onerous requirement (whether or not a reserve is required), the amount of any
reserve made pursuant to rule 5.17(b), together with (a)

a description of the changed assumptions made (other than the changed
interest rate stated in Form 57) in calculating such requirement;

(b)

a brief description of the method used to calculate such requirement;
and

(c)

resulting from the application of such changed assumptions (i)

the change in the aggregate amount of the long-term insurance
business liabilities, and

(ii)

the aggregate amount by which the assets allocated to match
such liabilities in the scenario have changed in value from the
amount of those assets shown in Form 13.

A general description of how the rates of interest assumed in the valuation of
the various categories of contract with liabilities denominated in currencies
other than sterling have taken into account the currency of the liabilities.
In respect of non-linked contracts (a)

where appropriate, the proportion of the office premiums explicitly or
implicitly reserved for expenses and profits for each type of insurance
(as shown in column 8 of Form 51 or column 10 of Form 52);

(b)

the method by which a reserve has been made for expenses after
premiums have ceased or where no future premiums are payable or
where the method of valuation does not take credit for future premiums
as an asset;

(c)

where a prospective method of valuation has not been used, details of
the tests made of the adequacy of the method used;

(d)

where, in valuing contracts falling within the circumstances described
in rule 5.9(1), future premiums brought into account are not in
accordance with that rule, such additional information as is necessary
to demonstrate whether the mathematical reserves determined in the
aggregate for each of the main categories of contract are greater than
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an amount for each such category calculated in accordance with rules
5.8 to 5.17,
except that where the mathematical reserves (after deduction of reinsurance
cessions) determined in the aggregate for all categories of contracts referred to
in (d) represent less than 5% of the total mathematical reserves (after
deduction of reinsurance cessions) for all non-linked contracts, it is sufficient
for the actuary to state that the mathematical reserves for each such category
of contracts are not less than the mathematical reserves that would be
determined on a net premium reserving basis which, in that case, must be
specified by the actuary in the abstract.
9.

10.

For each category of linked contract (a)

all assumptions made in calculating the valuation net liability in
columns 12 and 13 of Forms 53 and 54; and

(b)

where an explicit reserve has not been made for meeting the expenses
likely to be incurred in future in fulfilling the existing contracts on the
basis of specific assumptions in regard to the relevant factors, details of
the basis used in testing the adequacy of the reserves to satisfy rule
5.13(1).

(1)

The assumed levels of inflation of expenses and the bases used in the
valuation to allow for such future inflation.

(2)

The aggregate amount, grossed up for taxation where appropriate, arising
during the 12 months after the Ôvaluation dateÕ from implicit and explicit
reserves made in the valuation to meet expenses in fulfilling contracts in force
at the Ôvaluation dateÕ, and a general description of the sources of such
amounts.

(3)

The method and basis of calculation of the requirement (whether or not a
reserve is required) in respect of the expenses of continuing to transact new
business during the 12 months following the Ôvaluation dateÕ and the amount
of the reserve so calculated.

(4)

The method and basis of calculation of the requirement (whether or not a
reserve is required) to provide for the costs of closure to new business, if the
insurer were to cease to transact new business 12 months after the Ôvaluation
dateÕ and the amount of the reserve so calculated.
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11.

12.

(1)

A schedule of the sum of the mathematical reserves (other than liabilities for
property linked benefits) and the liabilities in respect of the deposits received
from reinsurers as shown in Form 14, analysed by reference to the currencies
in which the liabilities are expressed to be payable, together with the value of
the assets, analysed by reference to currency, which match such liabilities.

(2)

In the schedule required by (1), liabilities totalling up to 2% of the total
required to be analysed may be grouped together as Ôother currenciesÕ, and the
assets matching those liabilities need not be analysed provided that the
proportion of such liabilities which are matched by assets in the same currency
is stated.

(1)

For long-term insurance business ceded on a facultative basis to a reinsurer
who is not authorised to carry on insurance business in the United Kingdom at
any time during the Ôreport periodÕ -

(2)

(a)

the aggregate of premiums payable by the insurer to all such reinsurers
(sub-divided according to financial years, if appropriate) and the
aggregate amount deposited at the Ôvaluation dateÕ under any deposit
back arrangement; and

(b)

the amount of any such premiums payable by the insurer to any
reinsurer which is a connected company of the insurer and the
aggregate amount deposited at the Ôvaluation dateÕ under any deposit
back arrangement.

For each treaty of reinsurance where the insurer is the cedant and under
which business is in force at the Ôvaluation dateÕ (a)

the name of the reinsurer;

(b)

whether the reinsurer is authorised to carry on insurance business in
the United Kingdom;

(c)

whether the reinsurer is a connected company of the insurer;

(d)

an indication of the nature and extent of the cover given under the
treaty;

(e)

the premiums payable by the insurer under the treaty during the Ôreport
periodÕ;

137

(3)

(4)

(f)

the amount deposited at the Ôvaluation dateÕ in respect of the treaty
under any deposit back arrangements;

(g)

the extent to which provision has been made for any liability of the
insurer to refund any amounts of reinsurance commission in the event
of lapses or surrender of the contract; and

(h)

whether the treaty is closed to new business.

For each Ôfinancing arrangementÕ (a)

the amount of any undischarged obligation of the insurer and a brief
description of the conditions for the discharge of such obligation; and

(b)

a description of how, if at all, all such undischarged obligations have
been taken into account in the valuation.

In this paragraph (a)

(b)

financing arrangement means any contract entered into by the
insurer, in respect of contracts of insurance effected by the insurer,
which has the effect of increasing the amount of assets included at line
34 of Form 9, representing assets of the insurer which are available to
meet its required minimum margin for long-term insurance business,
and which includes terms for (i)

the transfer of assets to the insurer or the creation of a debt to
the insurer (or both), and

(ii)

either an obligation for the insurer to return (with or without
interest) some or all of such assets or a provision for the
diminution of such d e b t , in each case, in specified
circumstances; and

paragraphs (1), (2) and (3)(a) of rule 9.32 (which relate to connected
persons) have effect for the purposes of this paragraph as they have
effect for the purposes of those rules.
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13.

(1)

(2)

14.

3

(1)

Subject to (2), for each with-profits fund3, except where such information is
provided elsewhere in the return Ð
(a)

a revenue account in the format of Form 40 with a supplementary note
stating the amount, if any, of investment income relating to linked
assets included in line 12; and

(b)

a statement of liabilities and margins in the format of Form 14 with a
supplementary note stating the amount, if any, of the increase or
decrease, as the case may be, in the value of non-linked assets.

Where the amount (or part of the amount) of any increase or decrease in nonlinked assets has yet to be allocated between with-profits funds or between one
or more with-profits funds and other purposes, the information required by
(1)(b) in aggregate for that amount or part amount, with a supplementary note
which:
(a)

identifies the with-profits funds to which the information relates;

(b)

provides the information in lines 11 to 49 of Form 14 separately in
respect of each with-profits fund; and

(c)

without prejudice to 14(2), describes the basis upon which increases or
decreases in the value of non-linked assets are, or will be, allocated
between the with-profits funds or between the with-profits funds and
other purposes.

The principles on which the distribution of profits among policy holders and
shareholders is based as described in any or all of the following documents (a)

the constitution of the insurer;

(b)

board resolutions of the insurer;

(c)

any policy issued by the insurer;

(d)

any advertisement issued by or on behalf of the insurer;

With-profits fund includes subfunds (whether notional or real).
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(2)

(e)

any document required to be issued by the FSA or any regulatory body
recognised under the Act; and

(f)

any other relevant document.

For each with-profits fund, a description of the insurerÕs policy and (insofar as
it may be relevant to policy holdersÕ reasonable expectations) its past practice
as to:
(a)

how the with-profits fund is defined, which assets, liabilities, income
and expense are allocated to it and how the amounts of such assets,
liabilities, income and expense are determined;

(b)

whether any non-profits insurance business, or any profit on it, is
attributed to the with-profits fund and, if so, the nature and volume of
such business;

(c)

how assets within the with-profits fund are invested;

(d)

the level of surplus or free reserves to be maintained in the with-profits
fund; and

(e)

the relationship between the performance of the with-profits fund and
discretionary benefits allocated to policy holders including:
(i)

whether an asset share methodology, or equivalent
methodology, is used or is to be used and, if so, how asset
shares are calculated (including whether and how investment
income, increases or decreases in the value of investments or
other assets, expenses, miscellaneous surpluses and deficits,
taxation and other items of income and expense are attributed
to asset shares) and how they relate to the benefits actually
allocated to policy holders,

(ii)

an indication of how, under different scenarios as to the
performance of the fund, discretionary benefits are to be
smoothed from period to period,

(iii)

the pattern of allocation of discretionary benefits over the life
of a with-profits policy, including the balance between annual
and terminal bonuses and how policies are treated on surrender
or on the exercise of options under the contract,
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(f)

15.

(iv)

how fairness is maintained between different categories of
policy and different categories of policy holder and between
policy holders collectively and the insurer itself, and

(v)

any other factors which are material to the allocation of
discretionary benefits to policy holders; and

the principles followed by the insurer in setting actual proportions of
profits distributed to policy holders and shareholders.

(3)

A description of the methods used in order to ensure that the aims described in
(2) are achieved.

(4)

Subject to (5), if different principles or bonus policies apply to different
categories of with-profits policies issued by the insurer, the information in (1)
to (3) must be given in respect of each category.

(5)

Categories of with-profits policies which, apart from this paragraph 14(5),
would require separate information in accordance with (4) need only be listed
under this paragraph 14(5), and the information in (1) to (3) need not be
supplied, provided that -

(1)

(a)

the aggregate amount of established surplus allocated to policy holders
in all such categories is less than 10% of the aggregate amount of
established surplus allocated to all policy holders (as reported at line
46 of Form 58);

(b)

the amount of established surplus allocated to policy holders in any
one such category is less than 5% of the aggregate amount of
established surplus allocated to all policy holders (as reported at line
46 of Form 58); and

(c)

none of the categories was introduced during the Ôreport periodÕ.

Particulars of the bonus allocated to each category of contract, including the
basis of calculation and the circumstances and the form in which the bonus is
payable, together with (a)

where the rates of bonus allocated depend on the original term of the
contract or on the period of years a contract has been in force,
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specimen rates at 5 year intervals of original term or duration, as the
case may be;
(b)

where the rates of bonus allocated depend on the age of the life
assured, specimen rates at 10 year intervals of age;

(c)

where the rates of bonus allocated depend on the date of each previous
premium payment, specimen rates at 5 year intervals of time since the
premium was paid, and for premiums paid in each of the 5 years
ending with the report period; and

(d)

in all other cases, full details of the rates of bonus allocated,

but where the rates of bonus allocated depend on a formula or a series of
formulae, then the formula or formulae must be listed instead of the specimen
rates, and wherever appropriate, rates of bonus must be expressed as a fraction
of the attribute of the contract to which they are related, e.g. as rates per
£1,000 of the sum assured and existing bonuses.
(2)

16.

Information required under (1) need not be provided for any category of
contract (a)

where, no contracts were effected by the insurer during the Ôreport
periodÕ; and

(b)

which has been included under the miscellaneous heading in Forms
51, 52, 53 and 54.

A statement of the practice regarding any bonus payments (in addition to those
for which the insurer has become contractually liable) to be made on claims
arising in the period up to the next actuarial investigation, including the basis
of calculation and the form in which the bonus is payable, together with (a)

where the rates of bonus depend on the original term of the contract or
on the period of years a contract has been in force, specimen rates at 5
year intervals of original term or duration, as the case may be;

(b)

where the rates of bonus depend on the age of the life assured,
specimen rates at 10 year intervals of age;

(c)

where the rates of bonus depend on the date of each previous premium
payment, specimen rates at 5 year intervals of time since the premium
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was paid, and for premiums paid in each of the 5 years ending with the
report period; and
(d)

in all other cases, full details of the rates of bonus,

but where the rates of bonus depend on a formula or a series of formulae, then
the formula or formulae must be listed instead of the specimen rates, and
wherever appropriate, rates of bonus are to be expressed as a fraction of the
attribute of the contract to which they are related, e.g. as rates per £1,000 of
the sum assured and existing bonuses.
17.

Separate statements in the form set out in Forms 46 and 46A summarising
changes in ordinary long-term insurance business and industrial insurance
business for all non-group contracts. For group contracts only the number of
contracts in force at the end of the Ôreport periodÕ must be given in a
supplementary note to the appropriate statement.

18.

Separate statements in the form set out in Forms 47 and 47A showing an
analysis of new ordinary long-term insurance business and industrial
insurance business.

19.

(1)

Separate statements of long-term insurance business assets (other than assets
held to match property linked or index linked liabilities) in the form set out in
Forms 48 and 49 in respect of each fund or group of funds for which separate
assets are appropriated.

(2)

A brief description of the extent to which any of the amounts recorded in
Form 48 would be changed if assets which the insurer had a right or
obligation to acquire or dispose of under derivative contracts or contracts
having the effect of derivative contracts outstanding at the end of the financial
year (being, in the case of options, only those options which it would have
been prudent to assume would be exercised) had been so acquired or disposed
of.

(3)

A brief description of how different the information provided pursuant to (2)
would have been if such options as were outstanding at the end of the year had
been exercised in such a way as to change the amounts referred to in that
paragraph to the maximum extent.

(4)

A brief description of how different the information provided pursuant to (2)
and (3) would have been if, instead of applying to contracts outstanding at the
end of the financial year, those provisions had applied to derivative contracts
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outstanding at such other time during the financial year as would have
changed the amounts referred to in those provisions to the maximum extent.
20.

21.

(1)

Separate statements in the form set out in Forms 51, 52, 53 and 54 and
separate analyses of unit liabilities in the form set out in Forms 55 and 56 in
respect of each separate fund or part of a fund for which a surplus is
determined under rule 9.4.

(2)

The analyses of unit liabilities must also include the liabilities in respect of
any amounts deposited with the insurer under a deposit back arrangement
which are either unit liabilities in respect of property linked benefits or
investment liabilities in respect of index linked benefits.

(3)

In the event that the liability for a specific fund link is wholly reinsured so that
entries in columns 8 and 9 of Form 55 are omitted in accordance with
paragraph 7 of the instructions for the completion of that form a statement, if
such be the case, to the effect that the provisions of rule 7.2 have been
complied with in accordance with any published guidance in relation to the
liabilities so reinsured.

(1)

Separate statements in the form set out in Form 57 for each fund or group of
funds for which separate assets are appropriated in respect of all long-term
insurance business liabilities except -

(2)

(a)

unit liabilities in respect of property linked benefits as shown in
column 12 of Form 53;

(b)

investment liabilities in respect of index linked benefits as shown in
column 12 of Form 54;

(c)

any reserve in respect of provisions made for tax on unrealised capital
gains in arriving at the valuation price of internal linked funds; and

(d)

the liabilities in respect of any amounts deposited with the insurer
under a deposit back arrangement which are either unit liabilities in
respect of property linked benefits or investment liabilities in respect of
index linked benefits.

A general description of the method by which the yield on assets other than
equity shares and land was adjusted in accordance with rule 5.11(7).
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(3)

22.

23.

For assets which are equity shares or land, a description of the categories into
which such assets were divided for the purposes of rule 5.11(7), together with
the method and basis by which the yield on such assets was adjusted in
accordance with that rule.
Separate statements of the results of the valuation in the form set out in Form
58 in respect of each separate fund or part of a fund for which a surplus is
determined under rule 9.4.

(1)

A statement of the required minimum margin for long-term insurance business
in the form set out in Form 60 and of the required margin of solvency for
supplementary accident and sickness insurance in the form set out in Form 61.

(2)

If the gross annual office premiums for supplementary accident and sickness
insurance in force on the Ôvaluation dateÕ do not exceed 1% of the gross
annual office premiums in force on that date for all long-term insurance
business, Form 61 need not be completed as long as it can be stated that the
entry in line 10 of Form 60 exceeds the amount that would be obtained if
Form 61 were to be completed. In this circumstance, the method of estimating
the entry in line 10 of Form 60, together with a statement of the gross annual
office premiums in force at the Ôvaluation dateÕ in respect of supplementary
accident and sickness insurance, must be given.)
FORMS
[Forms 46 Ð 61 to follow]
_____________________
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Form 46
Long term insurance business : Summary of changes in ordinary long term business
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Non-linked/Linked
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

Life assurance and general
annuity

11

New business and increases 12
Net transfers and other
alterations 'on'

13

Total 'on' (12+13)

19

Deaths

21

Other insured events

22

Maturities

23

Surrenders

24

Forfeitures

25

Conversions to paid-up
26
policies for reduced benefits
Net transfers, expiries and
other alterations 'off'

27

Total 'off' (21 to 27)

29

In force at end of year
(11+19-29)

39

NL/LN

£000

R46

In force at beginning of year

UK/OS

Pensions business

Permanent health

Other business

No of
contracts

Annual
premiums

No of
contracts

Annual
premiums

No of
contracts

Annual
premiums

No of
contracts

Annual
premiums

1

2

3

4

5

6

7

8

Instructions for completion of Form 46
1.

Information must be gross of reinsurance ceded and must be provided separately for United Kingdom
insurance business and overseas insurance business, and in each case for non-linked and linked
contracts.

2.

The box marked NL/LN must be completed by the insertion "LN" for a linked contract, and "NL" for a
non-linked contract, as defined in rule 10.1.

3.

The figures for annual premiums must include repeated or recurrent single premiums where the level
of premium is defined.

4.

For hybrid linked contracts, movements between linked and non-linked business must be shown in
lines 13 and 27 as appropriate.

5.

Only claims payments which result in the termination of a contract providing cover for other insured
events may be shown in line 22.
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Form 46A

Long term business : Summary of changes in industrial assurance business
Name of insurer
Global business
United Kingdom business/Northern Ireland business
Financial year ended
Company
registration
number

day

Period ended
month
year

Paying

11

Weekly business

12

Monthly business

13

Taken up during
year

Converted to paid-up policies during year

14

Total 'on'

19

Discontinued
during year by

Deaths

21

Maturities

22

Surrenders for cash

23

Terminations by return of premiums

24

Conversions to paid-up policies for full
sums assured

25

Conversions to paid-up policies for
reduced sums assured

26

Forfeitures without grant of paid-up policy
or cash surrender

27

Total 'off'

29

In force at end of year

31

UK/NI

£000

R46A

In force at beginning of year

Units

Paid up

No of policies

Annual
premiums

No of policies

1

2

3

Instructions for completion of Form 46A
1.

Separate forms must be prepared in respect of insurance business carried on in the United Kingdom
and in Northern Ireland but information about the numbers of policies in force at the beginning and at
the end of the year need not be given in respect of insurance business carried on in Northern Ireland.

2.

The box marked UK/NI must be completed by the insertion of "UK" for insurance business carried on
in the United Kingdom, and "NI" for insurance business carried on in Northern Ireland.

3.

Policies discontinued by return of premiums on the death of the assured must be included in line 21
and not in line 24.

4.

Paid-up policies which are written off must be included in line 21 in the case of whole life policies and
line 22 in the case of endowments.
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Form 47
Long term insurance business : Analysis of new ordinary long term business
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

Units

R47
Type of insurance

1

£000

Single premium contracts

Regular premium contracts

No of contracts

Premiums

Sums assured,
annuities per
annum or other
measures of
benefit

No of contracts

Annual
premiums

Sums assured,
annuities per
annum or other
measures of
benefit

2

3

4

5

6

7
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Instructions for completion of Form 47
1.

New insurance business must be shown gross of reinsurance ceded and must include increases to
premiums on existing policies, and in dealing with such increases, columns 2 and 5 must be left blank.

2.

Single premium contracts must consist of those contracts under which there is no expectation of
continuing premiums being paid at regular intervals. Additional single premiums paid in respect of
existing individual contracts must be included.

3.

Regular premium contracts must include those contracts under which premiums are payable at regular
intervals during the policy year, including repeated or recurrent single premiums where the level of
premium is defined.

4.

Information must be shown separately and totalled within each section in the sequence specified below:

5.

6.

(i)

United Kingdom direct insurance business,

(ii)

United Kingdom reinsurance accepted,

(iii)

overseas direct insurance business, and

(iv)

overseas reinsurance accepted.

The information must be shown separately and totalled within each type of insurance business in the
sequence specified below:
(i)

life assurance and general annuity business,

(ii)

pension business,

(iii)

permanent health business, and

(iv)

other business.

The information is to be further analysed and sub-totalled in the sequence specified below:
(i)

accumulating with-profits policies,

(ii)

non-linked with-profits policies,

(iii)

non-linked non-profits policies,

(iv)

index linked contracts, and

(v)

other linked contracts.

and where a policy falls within more than one of the above categories, it must be placed in the first
appropriate category.
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7.

8.

Within each sub-division required under 5 and 6, the appropriate types of insurance from the following
list are to be shown separately:
(i)

whole life assurance,

(ii)

endowment assurance,

(iii)

pure endowment assurance,

(iv)

term assurance,

(v)

other assurance (to be specified),

(vi)

deferred annuity,

(vii)

annuity in payment,

(viii)

other annuity (to be specified),

(ix)

permanent health insurance,

(x)

capital redemption assurance,

(xi)

annuity certain,

(xii)

group pension,

(xiii)

group life,

(xiv)

group permanent health, and

(xv)

other group (to be specified).

In the case of group contracts, the information must relate to new contracts and increments under
existing contracts. The amount of the increment under an existing contract is the increase in the annual
premium shown in Form 51, 52, 53 or 54 as appropriate, over the previous level shown in those Forms.
Decreases in any year for an existing contract must be ignored.
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Form 47A
Long term insurance business : Analysis of new industrial assurance business
Name of insurer
Global business
United Kingdom business/ Northern Ireland business
Financial year ended

Company
registration
number

day

Period ended
month
year

Weekly business

11

Monthly business

12

Weekly business

13

Monthly business

14

Weekly business

15

Monthly business

16

Sums assured

Annual
premiums

UK/NI

£000

R47A

Number of new
assurances

Units

Whole life
(including joint
life)

Endowment
assurance
(including joint
life)

(See instruction
2)

Other tables

1

2

3

4

Instructions for completion of Form 47A
1.

Separate forms must be prepared in respect of insurance business carried on in the United Kingdom
and in Northern Ireland. The box marked UK/NI must be completed by the insertion "UK" for
insurance business carried on in the United Kingdom, and "NI" for insurance business carried on in
Northern Ireland.

2.

If any table other than those shown in columns 1 and 2 (e.g. a table providing for recurring payments)
is of a significant amount, details must be given in column 3 with an appropriate heading. In the case of
a table including a recurring payment, the sum assured on death before the date of the first recurring
payment must be shown against 'Sums assured' and the amount of the recurring payment must be
shown separately in brackets.
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Form 48
Long term insurance business : Expected income from admissible assets not held to match liabilities in respect
of
linked
benefits
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended
Category of assets
Company
registration
number

GL/UK/CM

day

Period ended
month
year

£000

R48
Value of
Expected income
admissible
from admissible
assets as shown
assets
on Form 13
2
1

Type of asset

11

Land and buildings

Fixed interest
securities
Variable interest
and variable yield
securities
(excluding items
shown at line 16)

Approved securities

12

Other

13

Approved securities

14

Other

15

Equity shares and holdings in collective investment
schemes

16

Loans secured by mortgages

17

Producing income

18

Not producing income

19

All other assets

Total (11 to 19)

Category
of assets

Units

29
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Yield %

3

Instructions for completion of Form 48
1.

Where Form 13 is for the same fund or group of funds the entry at
48.11.1 must equal 13.11.1
48.12.1 must equal 13.45.1 + the appropriate part of 13.84.1
48.13.1 must equal 13.46.1 + the appropriate part of 13.84.1
48.14.1 must equal 13.47.1 + the appropriate part of 13.84.1
48.15.1 must equal 13.42.1 + 13.48.1 + the appropriate part of 13.84.1
48.16.1 must equal 13.41.1 + 13.43.1
48.17.1 must equal 13.50.1 + the appropriate part of 13.84.1
48.29.1 must equal 13.87.1 + 13.89.1 -13.58.1 - 13.59.1.

2.

The word "total" or the name of the fund must be shown against the heading "Category of assets". The
corresponding code box must contain "10" for the total assets and, in the case of separate funds, code
numbers corresponding to those allocated on completion of Form 13.

3.

The appropriate part of the entry at 13.84.1 to be included in lines 12 to 15 of this form must be that
part which represents accrued interest on assets included in the relevant line of this form. The amounts
so included in each line must be stated in a supplementary note.

4.

The expected income must be the amounts before deduction of tax which would be received in the next
financial year on the assumption that the assets will be held throughout the year and that the factors
which affect income will remain unchanged, but account must be taken of any changes in those factors
known to have occurred by the relevant date (in particular changes of the type (a), (b), (c) or (d)
denoted in rule 5.11(5)). The expected income shown in this Form must be that determined before any
adjustments considered necessary because of rule 5.11(7).

5.

Where a particular asset is required to be taken into account only to a specified extent by the
application of the admissibility limits, the expected income from that asset must be included only to the
same extent.

6.

The treatment of the expected income from any asset where the payment of interest is in default and the
amount of interest involved must be stated in a supplementary note.

7.

The entries at 48.12.3, 48.13.3, 48.14.3 and 48.15.3 must be equal to 49.19.2, 49.29.2, 49.19.5 and
49.29.5 respectively. The yields to be inserted in column 3 for other categories of asset must be the
running yields determined in accordance with rules 5.11(3) to (6A). The entry at 48.29.3 must be the
weighted average of the yields in column 3, where the weight given to each asset is the value of that
asset applicable for entry into column 1. Assets not producing income must be included in the
calculation.

8.

Where the yield in column 3 for a type of asset shown in line 17, 18 or 19 above (assumed to be zero
for assets in line 19) is significantly different from the weighted average of the yields for each asset of
that type determined in accordance with rule 5.11(6), then the latter yield figure must be shown in a
supplementary note. For this purpose, the weighted average of the yields means an average yield
weighted by the value of each asset of that type as entered in column 1.
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9.

Where an entry at 13.87.1 has resulted from excess exposure to a counterparty or excess concentration
with a number of counterparties, the aggregate value of the assets of the insurer giving rise to exposure
to such counterparties must be stated in a supplementary note, together with the expected income from
those assets.
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Form 49
Long term insurance business : Analysis of admissible fixed interest and variable interest and variable yield securities not held to match liabilities
in respect of linked benefits
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended
Category of assets
Value of
admissible
assets as
shown on
Form 13
1

One year or less

11

More than one year but not more than five years

12

More than five years but not more than ten years

13

More than twenty years but not more than twenty five years

Fixed
14 interest
15 approved
securities
16

More than twenty five years

17

Irredeemable

18

Total (11 to 18)

19

One year or less

21

More than one year but not more than five years

22

More than five years but not more than ten years

23

More than ten years but not more than fifteen years
More than fifteen years but not more than twenty years

24 Other fixed
interest
25 securities

More than twenty years but not more than twenty five years

26

More than twenty five years

27

Irredeemable

28

Total (21 to 28)

29

More than fifteen years but not more than twenty years

day

Period ended
month
year

Category
of assets

Units

£000

R49

Redemption period in years

More than ten years but not more than fifteen years

GL/UK/CM

Gross
redemption
yield
%

Value of
admissible
higher yielding
assets

2

3

Value of
admissible
assets as
shown on
Form 13
4

Variable
interest and
variable
yield
approved
securities
excluding
equities

Other
variable
interest and
variable
yield
securities
excluding
equities

Gross
redemption
yield
%

Value of
admissible
higher yielding
assets

5

6

Instructions for completion of Form 49
1.

The word "total" or the name of the fund must be shown against the heading "Category of assets". The
corresponding code box must contain "10" for the total assets and, in the case of separate funds, code
numbers corresponding to those allocated on completion of Form 13.

2.

The gross redemption yield in columns 2 and 5 for each asset must be calculated as in rule 5.11(3), (4)
and (6), leaving out of account any adjustment considered necessary because of rule 5.11(7). Where a
number of assets with different gross redemption yields are held, the weighted average gross
redemption yield must be calculated using as weights the value of the asset applicable for entry into
columns 1 and 4 respectively.

3.

The value of higher yielding admissible assets to be shown in columns 3 and 6 must be the value of
admissible assets shown in Form 13 where the gross redemption yield on those assets exceeds the gross
redemption yield shown in columns 2 and 5 respectively by at least 1.5%.

4.

Where securities may be redeemed over a period at the option of the guarantor or the issuer, they must
be classified on the assumption that they will be redeemed at the latest possible date or, if it is assumed
that they will be redeemed at any earlier date, a supplementary note must be provided explaining what
assumption has been made.

5.

The entries at 49.19.1, 49.19.2, 49.19.4, 49.19.5, 49.29.1, 49.29.2, 49.29.4 and 49.29.5 must be equal
to the values at 48.12.1, 48.12.3, 48.14.1, 48.14.3, 48.13.1, 48.13.3, 48.15.1 and 48.15.3 respectively.

6.

The entries at 49.19.2, 49.19.5, 49.29.2 and 49.29.5 must be the weighted average of the yields in
columns 2 and 5 as appropriate for lines 11 to 18 and 21 to 28 respectively, where the weight given to
each yield is the value shown in columns 1 and 4 respectively.
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Form 51
Long term insurance business : Valuation summary of non-linked contracts (other than accumulating with-profit policies)
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended

Company
registration
number

Type of business

Valuation basis
Rate of
interest

1

day

Period ended
month
year

2

Mortality or
morbidity
table

3

No of
contracts

4

Amount of sums
assured or
annuities per
annum, including
vested
reversionary
bonuses

5

Units

UK/OS

Type of
business

Category
of surplus

£000

R51

Category of surplus
Type of insurance or name of contract

GL/UK/CM

Amount of annual
premiums
Office
premiums

Net premiums

6

7

Proportion of
office
premiums
reserved for
expenses and
profits

Value of sums
assured or
annuities per
annum, including
vested
reversionary
bonuses

8

9

Value of annual premiums
Office
premiums

Net premiums

10

11

Amount of
mathematical
reserves

12

Form 52
Long term insurance business : Valuation summary of accumulating with-profit policies
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended
Company
registration
number

Type of business

GL/UK/CM

day

Period ended
month
year

Units

Type of
insurance or
name of
contract

Valuation basis
Rate of
interest

Mortality or
morbidity table

1

2

3

No of
contracts

4

Amount of sums assured or annuities per
annum, including vested reversionary
bonuses

Type of
business

Category
of surplus

£000

R52

Category of surplus

UK/OS

Amount of annual
premiums

Guaranteed
on death

Current on
death

Guaranteed
on maturity

Office
premiums

Net
premiums

5

6

7

8

9

Proportion of
office
premiums
reserved for
expenses
and profits

10

Liability in respect of current
benefits including vested bonuses

Other liabilities

Current
benefit
value

Discounted
value

Mortality
and
expenses

Options and
guarantees other
than investment
performance
guarantees

11

12

13

14

Amount of
mathematical
reserves

15

Form 53
Long term insurance business : Valuation summary of property linked contracts
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended

Company
registration
number

Type of business

1

day

Period ended
month
year

Units

Valuation basis
Rate of
interest

Mortality or
morbidity table

2

3

No of
contracts

Amount of sums assured or annuities per
annum, including vested reversionary
bonuses
Current
on

Guaranteed
on death

4

5

death/current
payable per
annum

6

UK/OS

Type of
business

Category
of surplus

£000

R53

Category of surplus
Name of
contract

GL/UK/CM

Amount of annual
premiums

Guaranteed
on maturity

Office
premiums

Net
premiums

7

8

9

Category
of unit link

10

Unit liability

Other liabilities

Current
benefit
value

Discounted
value

Mortality
and
expenses

Options and
guarantees other
than investment
performance
guarantees

11

12

13

14

Amount of
mathematical
reserves

15

Form 54
Long term insurance business : Valuation summary of index linked contracts
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended

Company
registration
number

Type of business

1

day

Period ended
month
year

Units

Valuation basis
Rate of
interest

Mortality or
morbidity table

2

3

No of
contracts

Amount of sums assured or annuities per
annum, including vested reversionary
bonuses
Current
on

Guaranteed
on death

4

5

death/current
payable per
annum

6

UK/OS

Type of
business

Category
of surplus

£000

R54

Category of surplus
Name of
contract

GL/UK/CM

Amount of annual
premiums

Guaranteed
on maturity

Office
premiums

Net
premiums

7

8

9

Name of
index link

10

Investment liability

Other liabilities

Current
benefit
value

Discounted
value

Mortality
and
expenses

Options and
guarantees other
than investment
performance
guarantees

11

12

13

14

Amount of
mathematical
reserves

15

Instructions for completion of Forms 51, 52, 53 and 54
1.

Separate valuation summaries must be completed in respect of each separate fund or part of a fund for
which a surplus is determined. The name of the fund or part of a fund is to be shown against the
heading "Category of surplus". The corresponding code box must contain code numbers allocated
sequentially beginning with code "11".

2.

Separate totals for column 5 on Form 51 and columns 5, 6, and 7 on Forms 52, 53 and 54 must be
shown for sums assured, for annuities per annum and for other measures of benefit.

3.

Information must be shown separately and totalled for each of the following:

4.

(i)

United Kingdom insurance business, and

(ii)

overseas insurance business.

The information must be shown on separate pages and totalled for each type of insurance business in
the sequence specified below:
(i)

life assurance and general annuity insurance business,

(ii)

pension insurance business,

(iii)

permanent health insurance business, and

(iv)

other insurance business.

5.

The box marked "Type of business" must be completed by the insertion of "L&GA", "Pens", "PHI" or
"Other" respectively for each of the types (i), (ii), (iii) and (iv) specified above.

6.

The information is to be further analysed and sub-totalled for:
(i)

direct insurance business,

(ii)

reinsurance accepted, and

(iii)

reinsurance ceded,

and totals net of reinsurance ceded must also be shown, but where any information to be provided in
accordance with (iii) duplicates any information required to be provided in accordance with 7, 8 and 9
in respect of (i) or (ii), then for the purpose of (iii), the total of the reinsurance ceded may be shown in
respect of the duplicated information.
7.

The information must be further analysed and sub-totalled within each basis of participation in profits
in the sequence specified below:
(i)

with-profits policies, and

(ii)

non-profit policies.
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8.

Within each subdivision required under 4, 6 and 7 the appropriate types of insurance from the
following list must be shown separately:
(i)

whole life assurance,

(ii)

endowment insurance,

(iii)

pure endowment insurance,

(iv)

term assurance,

(v)

other assurance (to be specified),

(vi)

miscellaneous assurance,

(vii)

deferred annuity,

(viii)

annuity in payment,

(ix)

other annuity (to be specified),

(x)

miscellaneous annuity,

(xi)

permanent health insurance,

(xii)

capital redemption assurance,

(xiii)

annuity certain,

(xiv)

group pension,

(xv)

group life,

(xvi)

group permanent health, and

(xvii)

other group (to be specified),

and particulars must also be shown of any supplementary provisions within general insurance business
class 1 or 2 which by virtue of the Authorisation Manuary are to be taken to be included in long-term
insurance business of any class (Supplementary and sickness insurance - see Form 61).
9.

A further sub-division into each separate category of contract is required as follows:
Forms 51 and 52 - each category of contract which is valued on a different valuation basis;
Form 53 - each category of contract which provides different guarantees or options, and each category
of unit link. For the purpose of determining the category of the unit link, all authorised unit trusts must
be considered to be one category and all internal linked funds must be considered to be one category.
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Form 54 - each category of contract which provides different guarantees or options and each category
of index. Where the link is to a proportion of an index, each different proportion must be treated as a
different category.
10.

Any contract which consists of a combination of different types of insurance, as described in 8, must be
treated as a number of separate contracts each dealing with one of the different types of insurance so
combined and the amount by which the total number of contracts shown in column 4 of any valuation
summary exceeds the actual number of contracts to which that valuation summary relates must be
stated in a supplementary note.

11.

For linked contracts with both property linked and index linked benefits, each benefit must be shown on
Form 53 or 54 as appropriate, and a note must be attached describing the manner in which details
relating to the number of contracts and the amounts of benefits, premiums and other liabilities have
been treated. Where the number of contracts is overstated in aggregate, the amount of the
overstatement must be stated in a supplementary note.

12.

For linked contracts which are also accumulating with-profits policies, that part of the benefits which
are with-profits must be shown on Form 52 and the remainder of the benefits on Form 53 and/or 54 as
appropriate, and a note must be attached describing the manner in which details relating to the number
of contracts, and the amounts of benefits, premiums and other liabilities have been treated. Where the
number of contracts is overstated in aggregate, the amount of the overstatement must be stated in a
supplementary note.

13.

Reserves calculated on an aggregate basis (including reserves for taxation on capital gains, for
investment performance guarantees or other special reserves) or adjustments must be shown on
separate lines in the mathematical reserves column and the particulars of such reserves or adjustments
must be specified.

14.

Contracts the nature of which or the method of valuation of which makes it impossible or inappropriate
to give the information in the exact form required by Forms 51, 52, 53 or 54, must be shown on a
separate valuation summary with appropriately modified column headings and the reason for the
modification stated in a supplementary note.

14A.

Where a net premium method of valuation is not used for contracts reported on Form 51 then,
notwithstanding 14 Ð
(a)

columns 7 and 8 must be left blank;

(b)

if the method used does not separately identify suitable values to be entered in columns 9 and
10, then the total amount of mathematical reserves must be entered in columns 9 and 12, and
columns 10 and 11 must be left blank; and

(c)

if the method used does separately identify suitable values to be entered in columns 9 and 10,
then the entry in column 11 must be the amount entered in column 10 less the amount
reserved for future expenses, so that the amount in column 12 equals the amount in column 9
less the amount in column 11.
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15.

Contracts of any description may be grouped together under any "miscellaneous" heading as long as
the mathematical reserves for insurance business shown under all such headings in any one valuation
summary do not exceed 5% of the total mathematical reserves for all insurance business shown in that
valuation summary.
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Form 55
Long term insurance business : Analysis of units in internal linked funds and direct holdings of assets matching liabilities in respect of property linked benef its
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended
Category of surplus

Company
registration
number

Internal linked fund/Directly held assets

GL/UK/CM

day

Period ended
month
year

Units

1

Name of unit
type

2

Category
of surplus

IL/DH

£000

R55
Name of fund link or
directly held asset

UK/OS

Valuation price
per unit or
asset

Total actual
number of units
in force or
directly held
assets

Value of total
actual units in
force or directly
held assets

Value of actual
units held by
other internal
linked funds

Value of directly held
assets and actual
units in force
excluding those held
by other internal
linked funds
(5-6)

3

4

5

6

7
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Value of units or directly held assets
deemed allocated to contracts

Gross

Reinsurance
ceded

8

9

Value of surplus
units or directly
held assets
(7-8+9)

10

Instructions for completion of Form 55
1.

The box marked "category of surplus" must be completed in accordance with paragraph 1 of the
instructions for completion of Forms 51, 52, 53 and 54.

2.

Separate forms must be prepared in respect of internal linked funds and directly held assets. The box
marked IL/DH must be completed by the insertion of "IL" for internal linked funds and "DH" for
directly held assets.

3.

A separate line must be used for each asset to which benefits are linked and each different type of unit
of each internal linked fund. Columns 5, 6, 7, 8, 9 and 10 must be sub-totalled for each fund link and
totalled for all links.

4.

The aggregate of the total figures shown for column 8 (excluding any amount shown in column 8
pursuant to 8) and 9 in each Form prepared in respect of a separate fund or part of a fund must equal
the appropriate figure shown as the total of column 12 of Form 53.

5.

For links to directly held assets, column 6 must not be used.

6.

For internal linked funds, the total of column 5 must equal the total of column 8 of the summarised
Form 43, and the total of column 6 must equal the total of column 3 of the summarised Form 43.

7.

Where the liability shown in column 11 of Form 53 for a specific fund link is wholly reinsured with an
insurer, so that the entries in columns 8 and 9 of this Form would otherwise be identical, the entries in
respect of that fund link must be aggregated and shown on a separate line with the name of fund link to
be shown in column 1 as Òwholly reinsuredÓ.

8.

Any amounts included in this analysis in accordance with paragraph 20 of Appendix 9.4, being unit
liabilities in respect of property linked benefits deposited with the insurer under a deposit back
arrangement, must, for each internal linked fund or directly held asset, be shown in column 8 on a
separate line with the name of unit type to be shown in column 2 as Òamounts deposited backÓ.
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Form 56
Long term insurance business : Analysis of assets and liabilities matching investment liabilities in respect of index linked
benefits
Name of insurer
Global business/UK branch business/EEA branch business
United Kingdom business/Overseas business
Financial year ended
Category of surplus
Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R56

Type of assets and liabilities

Total assets
Total liabilities
Net total assets

Category
of surplus

UK/OS

Name of index
link

Value of assets
or liabilities

Gross derivative
value

1

2

3

Instructions for completion of Form 56
1.

The box marked "category of surplus" must be completed in accordance with paragraph 1 of the
instructions for completion of Forms 51, 52, 53 and 54.

2.

Assets and liabilities in column 2 must be listed individually except that where a group of assets of
similar type is held which is intended to mirror the performance of an index, a description of the type of
assets held may be given. Liabilities must be shown between round brackets and must be fully
described.

3.

A separate sub-total of assets and liabilities must be used for each index link and for each combination
of assets and liabilities matching the insurerÕs liability under any deposit back arrangement. Links to
different percentages of an index must be treated as different index links.

4.

For each index link, the sub-totalled values in column 2 (excluding those held in respect of any deposit
back arrangement) must match the appropriate entries in column 12 of Form 54 net of reinsurance
ceded.

5.

Assets and liabilities arising from derivative contracts (or contracts or assets which have the effect of a
derivative contract) must be shown separately. Amounts must be shown net of variation margin in
column 2 and gross of variation margin in column 3. Rights to recover assets transferred by way of
initial margin must not be shown on Form 56.

6.

Where there is a liability to repay variation margin and there are no arrangements for netting of
amounts outstanding or the arrangements would not permit the accounting of such amounts on a net
basis in accordance with generally accepted accounting practice, it must be so stated in a
supplementary note.

7.

Any provision for adverse changes must be determined in accordance with rule 5.3 and shown in a
supplementary note.
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Form 57
Sterling/Non sterling liabilities

Long term insurance business : Matching rectangle

Valuation rate(s) of interest

Name of insurer

Type of business

Global business/UK branch business/EEA branch business

With profits/Non profit

Financial year ended

Category of assets
Company
registration
number

GL/UK/CM

Period ended
day
month
year

Stg/
NonStg

Units

Valuation
rate of
interest

L&GA/Pens/
PHI/Other

WP/NP

Category
of assets

£000

R57
The valuation

The resilience scenario
Value of assets notionally allocated

Type of asset notionally allocated

11

Land and buildings
Approved securities

12

Other

13

Approved securities

14

Other

15

Fixed interest securities
Variable interest and variable yield
securities (excluding items shown at
line 16)

Equity shares and holdings in collective investment schemes

16

Loans secured by mortgages

17
Producing income

18

Not producing income

19

All other assets
Total (11 to 19)

29

Gross valuation interest rate %

31

Net valuation interest rate % (where appropriate)

32

Mathematical reserve or other liability, net of reinsurance

33

Value of asset
notionally
allocated

Risk adjusted
yield
%

On original
allocation

Increase or
decrease

1

2

3

4

Total under
resilience
scenario
5

Risk adjusted
yield
%
6

Instructions for completion of Form 57
1.

The word ÒtotalÓ or the name of the fund must be shown against the heading ÒCategory of assetsÓ. The
corresponding code box must contain Ò10Ó for the total assets and, in the case of separate funds, code
numbers corresponding to those allocated on completion of Form 13.

2.

Separate Forms must be prepared for sterling and non-sterling liabilities. The box marked ÒStg/NonStgÓ
must be completed by the insertion of ÒStgÓ for Sterling liabilities and ÒNonStgÓ for non-sterling
liabilities.

3.

Separate Forms are required for with profit and non-profit contracts within the following types of
business:
(i)
(ii)
(iii)
(iv)

life assurance and annuity business,
pension business,
permanent health business, and
other business.

4.

The box marked ÒL&GA/Pens/PHI/OtherÓ must be completed by the insertion of ÒL&GAÓ, ÒPensÓ,
ÒPHIÓ or ÒOtherÓ respectively for each of the types (i), (ii), (iii) and (iv) specified above. The box
marked ÒWP/NPÓ must be completed by the insertion of ÒWPÓ for with-profits policies or ÒNPÓ for nonprofit policies.

5.

Separate Forms must be prepared for each rate of interest used in the valuation in pursuance of rule
5.11(12) and may include all contracts valued at the same rate, subject to 2 and 3. Contracts valued at a
lower rate of interest but subject to the same apportionment of assets may also be included as long as the
rationale for such inclusion is given in a supplementary note. Each of the valuation rates of interest used
must be itemised against the heading ÒValuation rate(s) of interestÓ. The highest valuation rate of
interest used must be shown in line 31 or 32 as appropriate and in the code box headed ÒValuation rate of
interestÓ.

6.

The Forms specified above must exclude the liabilities described in paragraph 21(1) (a) to (d) of
Appendix 9.4 and must cover at least 90% of the remaining long-term insurance business liabilities.
The balance of the remaining long-term insurance business liabilities must be shown in a separate Form
in which lines 31 and 32 must be left blank, and details of the contracts covered by the Form must be
given in a supplementary note. The word ÒbalanceÓ must be shown against the heading ÒValuation
rate(s) of interestÓ and the corresponding code box must contain Ò98Ó.

7.

A summary of all the separate Forms must be produced as a separate Form in which lines 31 and 32 must
be left blank. The word ÒtotalÓ must be shown against the heading ÒValuation rate(s) of interestÓ, and
the corresponding code box must contain Ò99Ó.

8.

The risk adjusted yield in columns 2 and 6 for each asset included in column 1 and 5 respectively must
be that calculated as in rules 5.11 (3) to (6), taking account of any adjustment considered necessary
because of rule 5.11(7). Where a number of assets with different risk adjusted yields are held, the
weighted average risk adjusted yield must be calculated using as weights the value of the asset applicable
for entry into columns 2 and 6.
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9.

The value of each asset included in column 1 must be the value attributed to it in Form 13 and the assets
must be grouped according to paragraph 1 of the instructions for completion of Form 48 including
adjustments in respect of accrued interest.

10.

Where the valuation has been carried out at a net rate or rates of interest, the figure in line 31 must be the
net rate grossed up at the corresponding effective rate of tax in respect of the highest valuation rate of
interest used in the Form.

11.

The mathematical reserve in line 33 must include any increase in reserve resulting from the bonus
declaration for the year and must be net of reinsurance ceded.

12.

The entries shown in columns 3, 4, 5 and 6 must be those applicable to the scenario described in the
answer to paragraph 7(8) of Appendix 2.2. The entries in column 3 must be the value of the assets
shown in column 1 according to the changed assumptions of that scenario. The entries in column 4 must
be the value of assets on the changed assumptions for each type of asset notionally re-allocated to cover
the mathematical reserve or other liability, net of reinsurance, in the resilience scenario. The entries in
column 5 must equal the sum of the entries in columns 3 and 4.

13.

The entries in line 29, column 1 must equal the entries in line 33, column 1. The entries in line 29,
column 5 must not be less than the entries in line 33, column 5.

175

Form 58
Long term insurance business : Valuation result and distribution of surplus
Name of insurer
Global business/UK branch business/EEA branch business
Company
registration
number

Financial year ended

GL/UK/CM

day

Period ended
month
year

£000

R58

Category of surplus
Fund carried forward

11

Bonus payments made to policyholders in anticipation of a surplus

12

Transfers out of fund/
parts of fund

Transfer to non-technical account

13

Transfer to other funds/parts of funds

14

Net transfer out of funds/parts of funds (13+14)

15

Total (11+12+15)

16

Mathematical reserves for accumulating with profit policies

17

Mathematical reserves for other non linked contracts

18

Mathematical reserves for property linked contracts

19

Mathematical reserves for index linked contracts

20

Total (17 to 20)

21

Surplus including contingency and other reserves held towards the
solvency margin (deficiency) (16-21)

29

Balance of surplus brought forward unappropriated from last valuation

31

Valuation result

Composition of
surplus

Transfers into fund/part
of fund

Distribution of
surplus

Transfer from non-technical account

32

Transfer from other funds/parts of fund

33

Net transfer into fund/part of fund (32+33)

34

Surplus arising since the last valuation

35

Total (31+34+35)

39

Bonus payments made to policyholders in anticipation of a surplus

41

Allocated to
policyholders by way of

Cash bonuses

42

Reversionary bonuses

43

Other bonuses

44

Premium reductions

45

Total allocated to policyholders (41 to 45)

46

Net transfer out of fund/part of fund

47

Total distributed surplus (46+47)

48

Balance of surplus (including contingency and other reserves held
towards the solvency margin) carried forward unappropriated

49

Total (48+49)

59

Percentage of distributed surplus allocated to policyholders of fund/part of fund
Corresponding
percentage at
three immediately
previous
valuations

Units

61

Latest

(year of valuation

)

62

Earlier

(year of valuation

)

63

Earliest

(year of valuation

)

64

Category
of surplus

Instructions for completion of Form 58
1.

Separate statements must be completed in respect of each separate fund or part of a fund for which a
surplus is determined. The name of the fund or part of a fund must be shown against the heading
"Category of surplus". The corresponding code box must contain code numbers allocated in accordance
with paragraph 1 of the instructions for completion of Forms 51, 52, 53 and 54.
The entry at line 11 must be equal to the entry at line 59 in Form 40 for the relevant fund or part of
fund.

2.

Where interim, mortuary or terminal bonuses are determined in advance of a valuation and are paid in
anticipation of surplus arising at the valuation, the amounts of such bonus actually paid in the period up
to the relevant date must be entered in lines 12 and 41. To the extent that it is the practice of the insurer
to make special provision for the cost of such bonuses payable on future claims out of surplus arising at
a valuation, such amounts must be treated as amounts allocated to policy holders at the valuation in
question and included in line 44, and the actual amounts paid must not appear at lines 12 and 41 at
future valuations. An appropriate supplementary note must identify the various items where necessary.

3.

Where policies have been transferred from one fund/part of fund to another, the associated transfer of
reserves must not be included as a "transfer" in this Form. Where any other transfer has been made,
only one positive figure must be inserted in either line 15 or line 34 (depending on the direction of the
net transfer) leaving the other line blank. Corresponding entries must be made in either the block
comprising lines 13 and 14 or the block comprising lines 32 and 33, as appropriate.

4.

Where the entry in line 14 or line 33 represents more than one transaction, each transfer must be
separately identified in a supplementary note.

5.

Line 61 is line 46 expressed as a percentage of line 48.

6.

For each fund/part of fund, the entry at line 18 must equal the total liabilities shown in column 12 of
Form 51, and the entries at lines 17, 19 and 20 must equal the total liabilities shown in column 15 of
Forms 52, 53 and 54 respectively.

7.

The figure at lines 39 and 59 must equal the figure at line 29.

8.

The figure at line 47 must equal the figure at line 15.
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Form 60
Long term insurance business : Required minimum margin
Name of insurer
Company
registration
number

Global business/UK branch business/EEA branch business

Classes I,
II and IX

Class
Relevant factor (Instruction 1)

Mathematical
reserves after
deduction of
reinsurance

Reserves before
distribution of surplus

11

Reserves for bonus
allocated to policyholders

12

Reserves after
distribution of surplus

13

Reserves before
distribution of surplus

14

Reserves for bonus
allocated to policyholders

15

Reserves after
distribution of surplus

16

Ratio of 16 to 13 or 0.85 if greater
(see Instruction 2)

17

Required margin of solvency - first result =
(line 13) * (line 17) * relevant factor

19

Non negative
capital at risk
before
reinsurance
(see
Instruction 3)

Temporary assurances with
required margin of solvency
of 0.1%
Temporary assurances with
required margin of solvency
of 0.15%
All other assurances with
required margin of solvency
of 0.3%

Total (21 to 23)

day

Period ended
month
year

21
22
23
29

Non negative capital at risk after reinsurance
(all contracts) (see Instruction 3)

31

Ratio of line 31 to line 29, or
0.50 if greater

32

Required margin of solvency second result (see Instruction 4)

39

Sum of first and second
results (19+39)

49

Required margin of solvency for supplementary
Accident and Sickness Insurance and Class V
business

51

Total required margin of solvency
for long term insurance business (49+51)

59

Minimum guarantee fund

61

Required minimum margin
(greater of lines 59 and 61)

69

4%
1

Class III business with relevant factor of
4%
2

1%
3

Nil
4

Total
5

Classes IV
and VI
4%
6

Classes VII and VIII business with relevant factor
of
4%
7

1%
8

Units

£000

R60

Financial year ended

Mathematical
reserves
before
deduction of
reinsurance

GL/UK/CM

Nil
9

Total
10

Unallocated additional
mathematical reserves with
relevant factor of

4%
11

1%
12

Total for all classes
The financial
year
13

The previous
year
14

Instructions for completion of Form 60
1.

The appropriate factors must be as specified in rules 2.5(2)(a) and 2.6(3) and (4).

2.

For a pure reinsurer, the factor of 0.85 is replaced by 0.50.

3.

Capital at risk must be shown after distribution of surplus.

4.

Line 39 equals line 32 x [line 21 x 0.1% + line 22 x 0.15% + line 23 x 0.3%] for classes I, II and IX or
line 32 x line 29 x 0.3% for class III, VII and VIII.

5.

Any additional mathematical reserves referred to in the supplementary note to Form 14 (made in
accordance with paragraph 4 of the instructions for completion of that Form) must be included at
columns 11 or 12, as appropriate.

6.

For class V business, the amount of the required margin of solvency must be stated in a supplementary
note to the Form and must be included in line 51.
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Form 61
Supplementary accident and sickness insurance : Calculation of required margin of solvency
Name of insurer
Global business/UK branch business/EEA branch business
Financial year ended

Company
registration
number

GL/UK/CM

day

Period ended
month
year

Units

£000

R61
This financial
year

Previous year
2

1
Gross premiums written

11

Premium taxes and levies (included in line 11)

12

Sub-total A (11-12)

19

Adjusted Sub-total A if financial year is not a 12 month
period to produce an annual figure

21

18% of amounts up to sterling
Division of Sub-total A
equivalent of 10M EURO
(or adjusted Sub-total A if
16% of excess (if any) over
appropriate)
10M EURO

22

Sub-total B (22+23)

29

Claims paid

31

Claims outstanding carried forward at end of this financial year

32

Claims outstanding brought forward at beginning of this
financial year

33

Sub-total C (31+32-33)

39

Amounts recoverable from reinsurers in respect of claims
included in sub-total C

41

Sub-total D (39-41)

49

Required margin of solvency for supplementary accident and
sickness insurance:
Sub-total B x Sub-total D (or, if 0.5 is greater, x 0.5)
Sub-total C

59

23

Instruction for completion of Form 61
"Supplementary accident and sickness insurance" means insurance falling within general insurance business
classes 1 (Accident) and 2 (Sickness) which is supplementary to long-term insurance business and for which a
Part IV permission is not required (see AUTH).
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APPENDIX 9.5 (rule 9.32)
GENERAL INSURANCE BUSINESS
ADDITIONAL INFORMATION ON BUSINESS CEDED
________________________
For the purposes of rule 9.35, an insurer which carries on general insurance business must, in
respect of the financial year in question, prepare a statement of the following information.
1.

2.

Subject to 2, for each contract of insurance entered into or modified during the
financial year in question under which general insurance business has been
ceded by the insurer on a non-facultative basis, the insurer must prepare a
statement of (a)

the type of business covered by reference to risk groups or business
categories, as appropriate, and if only part of a risk group or business
category is covered, a description of that part;

(b)

the type of cover, including such details of the terms and conditions of
the contract as are necessary for a proper understanding of the nature
of the cover;

(c)

details of any limits on cover as are necessary for a proper
understanding of the contract, including any event limits, limits on the
amount of business ceded, limits on the number of reinstatements and
aggregate limits; and

(d)

the period of cover.

Where a contract of reinsurance has been modified during the financial year
in question (a)

no information need be supplied pursuant to 1 in respect of a contract
of reinsurance which was entered into before the beginning of the
financial year of the insurer to which the Insurance Companies
(Accounts and Statements) Regulations 1996 first applied; and

(b)

in any other case, the information to be supplied pursuant to 1 must be
limited to any changes to the information previously supplied pursuant
to that paragraph or its predecessor legislation in respect of that
contract.
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3.

4.

For every contract reported pursuant to 1, whether in the return for the
financial year in question or any previous return, the insurer must also
prepare, if relevant, a statement of (a)

in the case of contracts which are subject to no or a limited number of
reinstatements, any contract not previously reported pursuant to this
provision (or its predecessor) under which it is anticipated that such
limit will be exhausted by claims (including claims incurred, but not
reported, in respect of any specific occurrence for which provisions
have been allocated);

(b)

the percentage of cover, if in excess of 10% and if such information
has not already been included in the return of the insurer for any
previous financial year, which has been ceded to reinsurers which have
ceased to pay claims to their reinsureds in full, whether because of
insolvency or for any other reason; and

(c)

if the percentage specified in (b) has increased by more than 10
percentage points since the previous financial year in which it was
included in the insurer's return, a statement of that percentage unless,
in the opinion of the directors, the likelihood of any claim being
incurred under that policy is minimal.

(1)

For each business category or risk group, or part thereof, in respect of which
separate non-facultative reinsurance cover has been obtained, the insurer must
prepare a statement of the Ômaximum net probable lossÕ to the insurer from
any one contract of insurance effected by it and from all such contracts taken
together.

(2)

For the purposes of (1), the maximum net probable loss is the maximum loss
(net of reinsurance) arising from any one incident, or any one series of
incidents from the same originating cause, which -

(3)

(a)

the directors, at the time they decided upon the reinsurance cover in
respect of the financial year in question, reasonably contemplated to be
of a type which might take place during that financial year; or

(b)

has actually occurred during the financial year in question.

The disclosure required by (1) must be given in respect of all business
categories, risk groups, or parts thereof, of the insurance business carried on
by the insurer whether or not the insurer has purchased any reinsurance cover
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for that business category, risk group, or part thereof, and in (2) deciding upon
the reinsurance cover includes deciding not to obtain any reinsurance cover.
5.

For each accounting class and separately for contracts of facultative and nonfacultative reinsurance ceded in respect of the financial year in question (as
shown on Forms 21 and 24), the amount of the reinsurers' share of gross
premiums must be stated.
_____________________
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APPENDIX 9.6 (rules 9.34 and 9.35)
CERTIFICATES BY DIRECTORS AND ACTUARY AND REPORT OF THE
AUDITORS
________________________
Part I
Certificate by directors etc.
1.

Subject to 7, the certificate required by rule 9.34(a) must state (a)

in relation to the part of the return comprising Forms 9 to 17, 20 to 45
(including the supplementary notes) and the statements required by
rules 9.25 to 9.27, 9.29, 9.30 and 9.32 that (i)

the return has been prepared in accordance with the Accounts
and Statements Rules,

(ii)

proper accounting records have been maintained and adequate
information has been obtained by the insurer, and

(iii)

appropriate systems and controls have been established and
maintained by the insurer over its transactions and records;

(b)

that reasonable enquiries have been made by the insurer for the
purpose of determining whether any person and any body corporate
are connected for the purposes of rules 9.25, 9.26 and 9.27;

(c)

that in respect of the insurer's business which is not excluded by rule
7.6, the assets held throughout the financial year in question enabled
the insurer to comply with rules 7.1 to 7.5 (matching and localisation);
and

(d)

in relation to the statement required by rule 9.36 (i)

that for the purpose of preparing the statement, proper accounts
and records have been maintained, and

(ii)

that the information given has been ascertained in conformity
with that rule.

185

2.

Subject to 7, the certificate required by rule 9.34(a) must also, in the case of a
insurer which is required by 2.1 to maintain a margin of solvency, EEA
margin of solvency or UK margin of solvency, state that the required margin
has been so maintained throughout the financial year in question.

3.

Subject to 7, the certificate required by rule 9.34(a) must also state, separately
in respect of long-term insurance business and of general insurance business (a)

(b)

(c)

in the case of (i)

an EEA deposit insurer, that the value of the admissible assets
of the long-term insurance business or of the general insurance
business carried on by the insurer through a branch in the
United Kingdom was maintained throughout the financial year
in question at not less than the amount of the liabilities of that
business, and

(ii)

a Swiss general insurer, that the value of the admissible assets
of the general insurance business carried on by the insurer
through a branch in the United Kingdom was maintained
throughout the financial year in question at not less than the
amount of the liabilities of that business;

in the case of an external insurer (other than a pure reinsurer) (i)

that the insurer has kept throughout the financial year in
question admissible assets representing the required United
Kingdom guarantee fund within the United Kingdom, and has
kept admissible assets representing any remainder up to the UK
margin of solvency within the EEA States, and

(ii)

that the deposit has been maintained throughout that year at a
level equal to at least Ôthe minimumÕ as set out in rule 8.2; and

in the case of a UK deposit insurer (i)

that the insurer has kept throughout the financial year in
question admissible assets representing the required EEA
guarantee fund within the EEA States concerned and has kept
admissible assets representing any remainder up to the EEA
margin of solvency within the EEA States, and
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(ii)
4.

that the deposit has been maintained throughout that year at a
level equal to at least Ôthe minimumÕ as set out in rule 8.2.

Subject to 7, if the insurer carries on long-term insurance business, the
certificate required by rule 9.34(a) must also state (a)

except in the case of a insurer which has no shareholders and carries
on no business whatsoever other than long-term insurance business,
that the requirements of rules 3.1 to 3.4 have been complied with and
in particular that, subject to the provisions of rule 3.2(2) to (4) and rule
3.3, assets attributable to long-term insurance business, the income
arising therefrom, the proceeds of any realisation of such assets and
any other income or proceeds allocated to the long-term insurance
business fund or funds have not been applied otherwise than for the
purpose of the long-term insurance business;

(b)

that any amount payable from or receivable by the long-term insurance
business fund or funds in respect of services rendered by or to any
other business carried on by the insurer or by a person who, for the
purposes of rule 3.4, is connected with it or is a subsidiary undertaking
of it has been determined and where appropriate apportioned on terms
which are believed to be no less than fair to that fund or those funds,
and any exchange of assets representing such fund or funds for other
assets of the insurer has been made at fair market value;

(c)

that all guarantees given by the insurer of the performance by a related
company which would fall to be met by any long-term insurance
business fund have been disclosed in the return, and that the fund or
funds on which each such guarantee would fall has been identified in
the return;

(d)

in respect of any internal linked fund or funds maintained by an
insurer, that the investment policy and practice of the insurer was
during the financial year in question consistent with any
representations made to policy holders or potential policy holders of
the insurer;

(e)

in the case of a insurer having its head office in the United Kingdom, a
pure reinsurer, a UK deposit insurer or an external insurer, being a
insurer which has financial, commercial or administrative links with
any other insurer carrying on insurance business, that the return in
respect of long-term insurance business is not distorted by agreements
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between the insurers concerned or by any arrangements which could
affect the apportionment of expenses and income; and
(f)
5.

in the case of a insurer to which rule 3.5 applies, that the insurer has
complied with the requirements of that rule.

Subject to 7, where the directors are satisfied that (a)

the systems and controls established and maintained by the insurer in
respect of its business complied, at the end of the financial year in
question, with any relevant guidance4 and it is reasonable to believe
that those systems and controls continued so to comply subsequently
and will continue so to comply in future; or

(b)

the return has been prepared in accordance with any relevant
guidance5,

it must be so stated, by listing such guidance, in the certificate required by rule
9.34(a).
6.

7.

Except in the case of a insurer whose head office is in an EEA State or a Swiss
general insurer, the certificate required by rule 9.34(a) must also, subject to 7,
state that proper accounting records have been maintained in the United
Kingdom in respect of insurance business carried on through a branch in the
United Kingdom.
(1)

Where, in the opinion of those signing the certificate, the circumstances are
such that any of the statements required by 1 to 6 cannot truthfully be made,
the relevant statements must be omitted.

(2)

Where, by virtue of (1), any statements have been omitted from the certificate,
this fact must be stated in a note to the certificate.

4

See Guidance Notes P1 and P2 and Guidance Notes for Insurance and Retail products (issued by the Joint Money
Laundering Steering Group)
5
See Guidance Notes 4.1, 4.2 and 9.1
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Part II
Certificate by appointed actuary
8.

The certificate required by rule 9.34(b) to be signed by the appointed actuary (a)

must state (i)

if such be the case, that in the appointed actuary's opinion
proper records have been kept by the insurer adequate for the
purpose of the valuation of the liabilities of its long-term
insurance business,

(ii)

if such be the case, that the sum of the mathematical reserves
and the deposits received from reinsurers as shown in Form
14, together, if the case so requires, with an amount specified in
the certificate (being part of the excess of the value of the
admissible assets representing the long-term insurance business
funds over the amount of those funds shown in Form 14),
constitute proper provision at the end of the financial year in
question for the long-term insurance business liabilities
(including all liabilities arising from d e p o s i t back
arrangements, but excluding other liabilities which had fallen
due before the end of the financial year) including any increase
in those liabilities arising from a distribution of surplus as a
result of an actuarial investigation as at that date into the
financial condition of the long-term insurance business,

(iii)

if such be the case, that, for the purposes of (ii), the liabilities
have been assessed in accordance with the Determination of
Liabilities Rules in the context of assets valued in accordance
with the Valuation of Assets Rules, as shown in Form 13;

(iv)

by way of a list, the professional guidance that has been
complied with; and

(v)

if such be the case, that in the appointed actuary's opinion
premiums for contracts entered into during the financial year
and the income earned thereon are sufficient, on reasonable
actuarial assumptions, and taking into account the other
financial resources of the insurer that are available for the
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purpose, to enable the insurer to meet its commitments in
respect of those contracts and, in particular, to establish
adequate mathematical reserves; and
(b)

9.

must state the amount of the required minimum margin, required EEA
minimum margin or required United Kingdom minimum margin, as the
case may be, applicable to the insurerÕs long-term insurance business
immediately following the end of the financial year in question
(including any amounts resulting from any increase in liabilities arising
from a distribution of surplus as a result of the investigation into the
financial condition of the long-term insurance business).

If the appointed actuary considers it necessary, such qualification,
amplification or explanation as may be appropriate must be added to the
certificate.
Part III
Auditors' report

10.

(1)

The report required by rule 9.35 must, in addition to any statement required by
section 237(2) and (3) of the Companies Act or article 245(2) and (3) of the
1986 Order as applied by rule 9.35 state (a)

in the auditors' opinion, whether Forms 9 to 17, 20 to 45 (including the
supplementary notes) and information furnished pursuant to rules 9.25
to 9.27 and 9.29 have been properly prepared in accordance with the
provisions of the Accounts and Statements Rules;

(b)

in the auditors' opinion, and according to the information and
explanations they have received -

(c)

(i)

whether the certificate required to be signed in accordance with
rule 9.34(a), otherwise than in relation to statements to which
(2) relates, has been properly prepared in accordance with the
Accounts and Statements Rules, and

(ii)

subject to 11, whether it was or was not unreasonable for the
persons giving the certificate to have made the statements in it
(other than statements to which (2) relates); and

the extent to which, in giving their opinion, the auditors have relied Ð
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(2)

(i)

in the case of an insurer carrying on long-term insurance
business, on the certificate of the actuary given in accordance
with the requirements of Part II of this Appendix with respect
to the mathematical reserves and required minimum margin,
required EEA minimum margin or required United Kingdom
minimum margin, as the case may be, of the insurer; and

(ii)

in the case of an insurer including implicit items on Form 9, on
the identity and value of any implicit items as they have been
admitted in accordance with rule 2.10.

The statements to which this sub-paragraph relates are those required by (a)

rules 9.30, 9.32 and 9.36;

(b)

4(d); and

(c)

5 but only in so far as it relates to relevant guidance which relates to
controls with respect to money laundering.

11.

To the extent that the information and explanations they have received do not
allow the auditors to express an opinion on whether it was or was not
unreasonable for the persons giving the certificate required to be signed in
accordance with rule 9.34(a) to have made the statement required by 5, the
auditors must add to their report such qualification, amplification or
explanation as may be appropriate.

12.

Where the auditors refer in their report or in any note attached to it to any
uncertainty, the report must state whether, in the auditors' opinion, that
uncertainty is material to determining whether the insurer has available assets
in excess of its required minimum margin, required EEA minimum margin or
required UK minimum margin, as the case may be.
___________________
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APPENDIX 9.7 (rule 9.37)
INSURANCE STATISTICS: OTHER EEA STATES
(FORMS 91 TO 94)
_________________
The statements to be provided under rules 9.37 and 9.38 must be given in the form set out in
Forms 91 to 94.

_____________________
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Form 91
General insurance business : Analysis of financial particulars - branches
Name of insurer
EEA State in which branch is situated
Company
registration
number

Calendar year ended
day
month
year

31

F91

Units

12

EEA State
in which branch
is situated

£000

Groups of Classes
Accident and
sickness

1

Income
Gross premiums written

11

Other technical income
(net of reinsurance)

12

Total (11+12)

19

Expenditure
Commission payable
in calendar year

21

Gross claims paid
in calendar year

22

Total (21+22)

29

Land vehicles,
goods in transit
and motor
vehicle liability
(carrier's liability
only)
2

Motor vehicle
liability (excluding
carrier's liability)

Fire and other
damage to
property

Aviation,
marine and
transport

General
liability

Credit and
suretyship

Other classes

Total
(1+2+3+4+5+6+7
+8)

3

4

5

6

7

8

9

Instruction for completion of Form 91
The box described as "EEA State in which branch is situated" must be completed by inserting the appropriate
Code from the FSA list of "Country Codes".
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Form 92
General insurance business : Analysis of financial particulars - provision of services
Name of insurer
EEA State in which risk is situated
Company
registration
number

Calendar year ended
day
month
year

31

F92

Units

12

EEA State
in which risk
is situated

£000

Groups of Classes
Accident and
sickness

1

Gross premiums written
in calendar year

11

Cost of gross claims
paid in calendar year

12

Cost of gross commission
attributable to premiums
shown at line 11

13

Land vehicles,
goods in transit
and motor
vehicle liability
(carrier's liability
only)
2

Motor vehicle
liability (excluding
carrier's liability)

Fire and other
damage to
property

Aviation,
marine and
transport

General
liability

Credit and
suretyship

Other classes

3

4

5

6

7

8

Instructions for completion of Form 92
1.

The box described as "EEA State in which risk is situated" must be completed by inserting the
appropriate Code from the FSA list of "Country Codes".

2.

Gross commission attributable equals gross commission paid in the financial year in question plus
gross commission brought forward less gross commission carried forward.
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Form 93
Long term insurance business : Analysis of financial particulars - branches
Company
registration
number

Name of insurer

Calendar year ended
day
month
year

31

F93

EEA State in which risk is situated

12

Units

EEA State
in which branch
is situated

£000

Authorisation classes

Income

II
Marriage
and birth

III
Linked
long term

IV
Permanent
health

V
Tontines

VI
Capital
redemption

VII
Pension fund
management

1

2

3

4

5

6

7

VIII
Collective
insurance
etc.
8

Gross premiums written

11

Net income from investments

12

Other technical income
net of reinsurance

13

Total (11+12+13)

19

Expenditure
Claims paid, gross amount

21

Change in provision for claims and
mathematical reserves, gross amount

22

Bonuses

23

Management
expenses

I
Life and
annuity

Acquisition costs, change in
deferred acquisition costs and
administrative expenses

24

Commissions

25

Total (21+22+23+24+25)

29

IX
Social
insurance

Total
(1+2+3+4+5+
6+7+8+9)

9

10

Instructions for completion of Form 93
1.

The box described as "EEA State in which branch is situated" must be completed by inserting the
appropriate Code from the FSA list of "Country Codes".

2.

The headings used in this Form are taken from the Companies Act 1985 (Insurance Companies
Accounts) Regulations 1993 (S.I. 1993/3246).
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Form 94
Long term insurance business : Analysis of financial particulars - provision of services
Name of insurer
EEA State of commitment
Company
registration
number

Calendar year ended
day
month
year

31

F94

Units

12

EEA State
of
commitment

£000

Authorisation classes

Gross premiums receivable for
services business in calendar year

11

I

II

III

IV

V

VI

VII

VIII

IX

Life and
annuity

Marriage
and birth

Linked
long term

Permanent
health

Tontines

Capital
redemption

Pension fund
management

Collective
insurance etc.

Social
insurance

1

2

3

4

5

6

7

8

9

Instruction for completion of Form 94
The box described as "EEA State of commitment" must be completed by inserting the appropriate Code from the
FSA list of "Country Codes".
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APPENDIX 9.8 (rule 9.36A)
MARINE MUTUALS: ITEMS TO BE DISREGARDED, DIRECTORSÕ
CERTIFICATES AND AUDITORS REPORTS
Part 1
Items to be disregarded
1.

In completing the Forms required under rule 9.36A, a marine mutual must
disregard reinsurance arrangements with any relevant company and must treat
income and expenditure and assets and liabilities of any relevant company as,
respectively, income and expenditure and assets and liabilities of the marine
mutual.

Part II
DirectorsÕ certificates
2.

Subject to 4, every return provided by a marine mutual under rule 9.36A must
include a certificate signed by the persons required by rule 9.33 to sign the
documents to which the certificate relates Ð
(a)

confirming that Ð
(i)

the return has been prepared in accordance with the Accounts
and Statements Rules,

(ii)

proper accounting records have been maintained and adequate
information on which to base the return has been obtained,

(iii)

appropriate systems and controls have been established and
maintained by the marine mutual with respect to its
transactions and records,

(iv)

the value or amount given for an asset or liability of the marine
mutual has been determined in accordance with the Valuation
of Assets Rules and the Determination of Liabilities Rules,

(v)

in respect of the marine mutualÕs insurance business not
excluded by rule 7.6, throughout the financial year in question
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the marine mutual complied with rules 7.1 to 7.5 (currency
matching and localisation),

(b)

3.

(vi)

the marine mutual maintained the required margin of solvency
throughout the financial year in question,

(vii)

each member of the marine mutual which is subject to them has
accepted those parts of the marine mutualÕs rules which oblige
members to pay their share of any supplementary calls for the
year and of calls to meet the required minimum margin
(including any sum needed to make good failure by other
members to pay calls made on them), and

(viii)

the marine mutual is empowered to make supplementary calls
on its members which, if met, would produce sufficient assets
to meet the required minimum margin; and

giving information about the number of Ð
(i)

members of the marine mutual which are not reinsured
members,

(ii)

fixed premium members (on which supplementary calls may
not be made),

(iii)

reinsured members (that is, members whose contract of
insurance with the marine mutual is a contract of reinsurance),
and

(iv)

the tonnage of shipping attributable to each of the above classes
of members, taken separately, and covered by the marine
mutual at the end of the financial year in question.

Subject to 4, where the directors are satisfied that Ð
(a)

the systems and controls established and maintained by the marine
mutual in respect of its insurance business complied, at the end of the
financial year in question, with the relevant guidance in Guidance
Notes P.1 and P.2 and it is reasonable to believe that those systems and
controls continue so to comply and will continue so to comply in
future; or
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(b)

the return has been prepared in accordance with the relevant guidance
in Guidance Note 9.1,

it must be so stated in the certificate.
4.

(1)

Where, in the opinion of the directors, the circumstances are such that any of
the matters specified in 2 and 3 cannot be confirmed or provided, the relevant
statements or information must be omitted.

(2)

Where any statements or information have been omitted from the certificate in
accordance with (1), this fact must be explained in a note to the certificate.

Part III
AuditorÕs reports
5.

6.

Every marine mutual must procure an auditorÕs report, pursuant to SUP,
stating whether, in the auditorsÕ opinion Ð
(a)

the Forms, information and statements required have been properly
prepared in accordance with the Accounts and Statements Rules;

(b)

where the auditors refer in their report or in any note to any
uncertainty, that uncertainty is material to determining whether the
marine mutual has available assets in excess of its required minimum
margin, required EEA minimum margin, or required UK minimum
margin, as the case may be; and

(c)

subject to 6, it was or was not reasonable for the persons giving the
directorsÕ certificate to have made the statements in it.

Where the information or explanations given to the auditors is insufficient to
allow them to be able to express an opinion on the reasonableness of the
statements made in the directorsÕ certificate, the report must include such
qualification, amplification or explanation as may be appropriate.
Forms M1 to M5 follow
______________________
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Form M1
Marine mutuals : Revenue account
Name of insurer
Financial year ended
Company
registration
number

day

Period ended
month
year

Units
(See instruction 1)

M1
This financial
year
1
Gross income from contributions etc

11

Reinsurance premiums paid

12

Net income from contributions and premiums

13

Income before tax
Income

Value re-adjustments on
Investments investments
Gains on realisation of
investments

Expenditure

Previous
year
2

Source

14
15
16

Other income

17

Total (13 to 17)

19

Claims paid

21

Reinsurance recoveries received

22

Net claims paid (21-22)

23

Claims outstanding carried forward

24

Claims outstanding brought forward

25

Increase (decrease) in claims
outstanding (24-25)

26

Unexpended contributions and unearned
premiums (if any) and any amounts set aside
for unexpired risks carried forward

27

See instruction 3

Unexpended contributions and unearned
premiums (if any) and any amounts set aside
for unexpired risks brought forward

28

See instruction 3

Increase (decrease) in unexpended
contributions and unearned premiums
(if any) and any additional amounts set aside
for unexpired risks (27-28)

29

See instruction 3

Administrative expenses

30

Acquisition costs including commission

31

Taxation

32

Other expenditure

33

Total (23+26+29 to 33)

39

Surplus/deficit of income over expenditure (19-39)

49

See instruction 2

See instruction 4

Instructions for completion of Form M1
1.

Units must in £, £000, US$, or US$000 as appropriate.

2.

Particulars of other income shown in line 17 must be stated in a supplementary note.

3.

Unexpended contributions, unearned premiums, etc shown in lines 27, 28 or 29 must be recorded net of
reinsurance and deferred acquisition costs.

4.

Particulars of other expenditure shown in line 33 must be stated in a supplementary note.
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Form M2
Marine mutuals : Statement of solvency
Name of insurer
Financial year ended

Company
registration
number

day

Units

Period ended
month
year

(See instruction 1)

1

Source
Line

As at the end of
the previous
financial year
2

Form

As at the end of
the financial year

Column

M2

ASSETS
Admissible assets

11

Calls approved by the Board but unmade at the end of the
financial year

12

Total (11+12)

19

M3

. 89

LIABILITIES
Unexpended contributions and unearned premiums and any
additional amounts set aside for unexpired risks, gross of
reinsurance and deferred acquisition costs

21

See instruction 2

Gross provision for outstanding claims

22

See instruction 3

Creditors

23

Taxation

24

Other liabilities

25

Total (21 to 25)

29

See instruction 4

REQUIRED MINIMUM MARGIN
Net admissible assets (19-29)

31

Calls unapproved by the Board at the end of the
financial year

32

Available net assets (31+32)

33

Required minimum margin

34

Excess (deficiency) of available net assets over the
required minimum margin (33-34)

39
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See instruction 5

Instructions for completion of Form M2
1.

Units must be the same as those used in Form M1.

2.

The amount shown at line 21 must equal the sum of M1.27+M3.60+M3.62+M3.85.

3.

The amount shown at line 22 must equal the sum of M4.29.8+M4.29.9 for all marine classes.

4.

Details of the amount shown in line 25 must be stated in a supplementary note.

5.

The amounts shown at line 32 must not exceed 50% of the amounts shown at line 34.
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Form M3
(Sheet 1)
Marine mutuals : Analysis of admissible assets
Name of insurer
Financial year ended

Company
registration
number

day

Period ended
month
year

Units
(See instruction 1)

M3
As at the end of
this financial
year
1

Investments

11

Land and buildings
UK insurance
dependants

Other insurance
dependants
Investments in
group
undertakings and
participating
interests

Non-insurance
dependants

Other group
undertakings and
participating
interests

Total sheet 1 (11 to 30)

Shares

21

Debt securities issued by, and loans to, dependants

22

Shares

23

Debt securities issued by, and loans to, dependants

24

Shares

25

Debt securities issued by, and loans to, dependants

26

Shares

27

Debt securities issued by, and loans to, group undertakings

28

Participating interests

29

Debt securities issued by, and loans to, undertakings in
which the insurer has a participating interest

30
39

As at the end of
the previous year
2

Form M3
(Sheet 2)
Marine mutuals : Analysis of admissible assets
Name of company
Financial year ended

Company
registration
number

day

Period ended
month
year

Units
(See instruction 1)

M3
As at the end of
this financial
year
1

Investments (continued)
Deposits with ceding undertakings
Assets held to cover linked liabilities
Equity shares

41

Other shares and other variable yield securities

42

Holdings in collective investment schemes

43

Rights under derivative contracts

44
Approved securities

45

Other

46

Approved securities

47

Other

48

Fixed interest
Debt securities and
other fixed income
securities
Variable interest
Other financial
investments

Participation in investment pools

49

Loans secured by mortgages

50

Other loans

Loans to public or local authorities and nationalised
industries or undertakings
Loans secured by policies of insurance issued by the
company

Other
Deposits with
approved credit
institutions and
approved financial
institutions

51
52
53

Withdrawal subject to a time restriction of one month or less 54
Withdrawal subject to a time restriction of more than one
month

55
56

Other

57

Deposits with ceding undertakings
Index linked

58

Property linked

59

Provision for unearned premiums

60

Claims outstanding

61

Provision for unexpired risks

62

Other

63

Assets held to match linked liabilities

Reinsurers' share of technical
provisions

Total sheet 2 (41 to 63)

69

As at the end of
the previous year
2

Form M3
(Sheet 3)
Marine mutuals : Analysis of admissible assets
Name of insurer
Financial year ended
Company
registration
number

day

Period ended
month
year

Units
(See instruction 1)

M3
As at the end of
this financial
year
1

Debtors
Other assets

Debtors arising
out of direct
insurance
operations

Policyholders

71

Intermediaries

72

Salvage and subrogation recoveries

73

Debtors arising
out of reinsurance
operations

Due from ceding insurers and intermediaries under reinsurance business
accepted

74

Due from reinsurers and intermediaries under reinsurance contracts ceded

75

Due from
dependants

Due in 12 months or less after the end of the financial year

76

Due more than 12 months after the end of the financial year 77

Other debtors
Due in 12 months or less after the end of the financial year

78

Other
Due more than 12 months after the end of the financial year 79

80

Tangible assets
Cash at bank and
in hand

Deposits not subject to time restriction on withdrawal, with approved credit
institutions and approved financial institutions and local authorities

81

Cash in hand

82

Other assets (particulars to be specified by way of supplementary note)

Prepayments and
accrued income

83

Accrued interest and rent

84

Deferred acquisition costs

85

Other prepayments and accrued income

86

Deductions (under Rules 4.14(2)(b) and 4.14(3) [Regulations 57(2)(b) and 57(3) of the Insurance
Companies Regulations1994)] from the aggregate value of assets

87

Total sheet 3 (71 to 86 less 87)

88

Grand total of admissible assets (39+69+88)

89

Reconciliation to asset values determined in accordance with the
shareholder accounts rules
Total admissible assets (as per line 89 above)

91

Total assets in excess of the admissibility limits of Appendix 4.2 [Schedule 12 of the Insurance Companies
Regulations 1994], (as valued in accordance with those [Rules] before applying admissibility limits)

92

Solvency margin deduction for insurance dependants

93

Other differences in the valuation of assets (other than for assets not valued above)

94

Assets of a type not valued above, (as valued in accordance with the shareholder accounts rules)

95

Total assets determined in accordance with the shareholder accounts rules (91 to 95)

99

Amounts included in line 89 attributable to debts due from related companies, other than those under
100
contracts of insurance or reinsurance

As at the end of
the previous year
2

Instructions for completion of Form M3
1.

Units must be the same as those used in Form M1.

2.

In lines 11 to 85 -

3.

(a)

for the purpose of classifying (but not valuing) assets, headings and descriptions used above,
wherever they also occur in the balance sheet format in the insurance accounts rules, have the
same meaning as in those rules,

(b)

assets must be valued in accordance with rule 9.10; and

(c)

assets of any particular description must be shown after deduction of assets of that description
which (for any reason) fall to be left out of account under rule 4.14(2).

The aggregate value of those investments which are:
(a)

unlisted investments falling within any of lines 41, 42, 46 or 48 which have been valued in
accordance with rule 4.8;

(b)

listed investments falling within any of lines 41, 42, 46 or 48 which have been valued in
accordance with rule 4.8 and which are not readily realisable;

(c)

units or other beneficial interests in collective investment schemes falling within paragraph (c)
of rule 4.9(1); or

(d)

reversionary interests or remainders in property other than land or buildings, must be stated by
way of a supplementary note to this Form, together with a description of such investments.

4.

The aggregate value of those investments falling within lines 46 or 48 which are hybrid securities must
be stated by way of a supplementary note to this Form.

5.

Amounts in respect of salvage or subrogation included above other than at line 73 must be stated by
way of a supplementary note to this Form.

6.

In line 93 "Solvency margin deduction for insurance dependants" refers to deductions under rule
4.3(2)(c).

7.

In line 95 "Assets of a type not valued above" refers to assets left out of account under rule 4.1(3).

211

Form M4
Marine mutuals : Annual analysis of calls, premiums and claims
Name of insurer
Company
registration
number

Financial year ended
Marine class

Units

Period ended
month
year

Class code

(See instruction 2)

M4

(See instruction 1)

Policy year
ended

Month

day

Year

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
Prior years

26

Totals (11 to 26)

29

Calls
made/refunded
in financial year

Anticipated
future
calls/refunds

Reinsurance
premiums paid/
payable in
financial year

Outstanding net
claims reserve
b/f (including
IBNR)

Net payments
made in
financial year

Outstanding net
claims reserve
c/f (including
IBNR)

Gross payments
made in
financial year

Estimate of
gross payments
remaining on
reported claims

Estimate of
gross payments
for IBNR
claims

1

2

3

4

5

6

7

8

9

Instructions for completion of Form M4
1.

Separate Forms must be completed for each class of insurance business. The relevant description
below must be entered against the ÔMarine classÕ heading and the corresponding class code entered in
the M4 box.
Code
01
02
03
04
05
06

Description
Protection and Indemnity
Hull and Machinery
Freight Demurrage and Defence
War risks
Strikes
Other - nature of business to be detailed in a supplementary note.

2.

Units must be the same as those used in Form M1.

3.

The financial year in question must be stated at line 11 and preceding financial years must be listed in
reverse chronological order in lines 12 to 25.
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Form M5
Marine mutuals : Analysis of derivative contracts
Name of insurer
Financial year ended

Company
registration
number

day

Period ended
month
year

Units
(See instruction 1)

M5
As at the end of this financial year
Derivative contracts

Futures
contracts

Options

Contracts
for
differences

Assets
1

Fixed-interest securities

11

Equity shares

12

Land

13

Currencies

14

Other

15

Fixed-interest securities

21

Equity shares

22

Land

23

Currencies

24

Other

25

Fixed-interest securities

31

Equity shares

32

Land

33

Currencies

34

Other

35

Adjustments for variation margin

41

Total (11 to 41)

49

Liabilities
2

As at the end of the previous year
Assets
3

Liabilities
4

Instructions for completion of Form M5
1.

Units must be the same as those used in Form M1.

2.

Derivative contracts must be analysed according to the description of assets shown in the second
column of Form M5 which represents the principal subject of the contract.

3.

Derivative contracts must be reported as assets in column 1 of Form M5 if their value to the marine
mutual (gross of variation margin) is positive and as liabilities in column 2 of Form M5 if their value
to the marine mutual (gross of variation margin) is negative.

4.

All amounts included at lines 11 to 35 of Form M5 in respect of derivative contracts are to be
determined without making any allowance for variation margin.

5.

Amounts in respect of a derivative contract may only be included net of amounts in respect of any
other derivative contract if (a)

obligations of the marine mutual under the contracts may be set off against each other under
generally accepted accounting practice; and

(b)

such other contract has the effect (in whole or in part) of closing out the obligations of the
marine mutual under the first mentioned contract.

6.

The effect of any variation margin upon amounts included at lines 11 to 35 of Form M5 must be shown
at line 41.

7.

The entry at M5.49.1 must be shown at M3.44.1.

8.

The entry at M5.49.2 must be included at M2.23.1.

9.

Rights to recover assets transferred by way of initial margin must not be shown on Form M5.
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GUIDANCE NOTE P.1
SYSTEMS AND CONTROLS OVER THE INVESTMENTS (AND
COUNTERPARTY EXPOSURE) OF INSURERS WITH PARTICULAR
REFERENCE TO THE USE OF DERIVATIVES
________________________
Introduction
1.

The Principles for Businesses set out the fundamental obligations of a firm. They
apply to every regulated firm, not just an insurer.

2.

Principle 3 requires a firm to organise its affairs effectively. This will, among other
things, include keeping adequate and orderly records of its business and internal
organisation.

3.

This Guidance is designed to assist the insurer in complying with this requirement.

4.

The Guidance is relevant for purposes of the certificates required to be given by the
directors and appointed actuary and the report to be given by the auditor under
rules 9.34 and 9.35 and Appendix 9.6.
Investment strategy

5.

Suitable controls and management information systems should be in place to enable
the insurer to implement an appropriate investment strategy. Such a strategy should
have due regard to the following •

the implications of rule 1.3, insofar as that rule is relevant to the matters covered
by this Guidance
(For example, trading in financial instruments for speculative purposes would
not necessarily be considered to be investment activity directly arising from
the insurance business and would therefore risk being in breach of rule 1.3.)

•

the requirements in rule 3.2 concerning the application of assets held in the longterm insurance fund

•

the requirements in rule 2.3 concerning the suitability and spread of assets
covering insurance liabilities, the need for appropriate diversification of
assets and the need for close matching of linked assets and liabilities
(For example, depending on an insurerÕs financial position, gearing of a fund
might easily be inconsistent with the obligations under rule 2.3.)

•

the requirements of the Currency Matching and Localisation Rules

•

any guidance on any of the above topics issued by the FSA.
3

21 June 2001

6.

Overall responsibility for the determination, implementation and monitoring of such
a strategy rests with the board of directors.

7.

In the case of an insurer carrying on long-term insurance business, the board should
be aware of the responsibilities of the appointed actuary, in particular the duty to
advise (in accordance with actuarial guidance note GN1) about an appropriate
investment policy for the long term insurance fund of a long-term insurer, and
should ensure that the actuary is in a position to discharge those responsibilities.
Controls over exposures

8.

Notwithstanding the admissibility limits in Appendix 4.2, appropriate procedures
should be in place for assessing the credit-worthiness of counterparties to whom the
insurer is significantly exposed and for setting lower internal limits (than those in
Appendix 4.2) where prudence dictates such a course. This applies in particular to
potential exposure to reinsurers which is not covered by Appendix 4.2.

9.

Notwithstanding the admissibility limits in Appendix 4.2, appropriate procedures
should be in place for setting prudent limits for the insurerÕs aggregate exposure to
certain categories of asset. Such limits should take account of the requirements of
rule 2.3(1) concerning the suitability of assets to cover insurance liabilities. They
may take account of the level of the insurerÕs free assets bearing in mind the
possibility that such assets might in future be needed to cover insurance liabilities or
the required minimum margin of solvency.

10.

Systems should be in place to allow the insurer to monitor its aggregate exposure to
different categories of asset (paying particular attention to the different kinds of
instrument under which exposure can arise) or to particular counterparties relative to
the limits set under the procedures described in paragraphs 8 and 9. The issue of
monitoring exposure to counterparties is developed in Annex A.

11.

Systems should be in place to ensure that the assets of linked long-term insurance
funds of the insurer comply fully with rules 2.3(2) & (3) and with rule 3.7.
The investment managers

12.

The investment strategy should be reflected in clear terms of reference from the
insurer to its investment managers who should be qualified and competent to carry
out their assigned task and whose remuneration package should be consonant with
that strategy. The work of the managers should be monitored sufficiently closely to
ensure that the insurerÕs strategy is being followed and that the systems mentioned
above are effective. These points apply equally where an external manager is used
for this purpose, where a separate legal entity within the insurance group is used (in
either of which cases the FSA would expect there to be a formal agreement between
the two parties) or where the managers are internal. The issues are developed in
Annex B.
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Use of derivatives and other complex investment instruments
13.

Managers should ensure that controls over derivatives and other complex investment
instruments have been implemented and are adequate to ensure that risks are
properly assessed, regularly reviewed in the light of changing market conditions and
experience and consistent with the overall investment strategy. This area is
developed in Annex C.
Resources allocated

14.

Resources allocated to the tasks mentioned above should be appropriate, both in
quantity and quality, for ensuring that the controls are effective at all times. This
applies particularly in respect of the matters covered in paragraph 13.
Reports to the Board

15.

In order to satisfy themselves that investment activity is carried out in accordance
with the approved strategy and that adequate controls are in place, the board of
directors should receive reports at an appropriate frequency with appropriate details
as to the investment activities and controls.
Further guidance

16.

If you would like to discuss any of the matters raised above further, please contact
the FSA as set out below Insurers: please contact your supervisor.
Other interested parties: please contact Ð
Insurance Technical Risk
Prudential Standards Division
Financial Services Authority
25 The North Colonnade
Canary Wharf
London E14 5HS
Telephone: 020 7676 9596
_________________________
Annex A (paragraph 10)
Monitoring of aggregate exposures

A1

ÔAggregate exposureÕ means the amount against which the asset admissibility limits
are applied. The limits are expressed as percentages of the long-term or general
insurance business amounts as appropriate. These limits represent maximum
amounts which can be valued for solvency purposes; it will often be prudent for
5
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insurers to set internally lower limits in order to comply with the general provisions
on suitability of assets.
A2

A3

The asset admissibility limits include some aggregate limits e.g. there is a maximum
limit of 10% excluding bank deposits (20% if deposits are included) of the long-term
or general insurance business amounts with any one counterparty or connected
company of that counterparty from whatever source. In other words exposure needs
to be accumulated for •

all types of investment and other activities of the insurer e.g. all derivatives
transactions, stock lending, bank deposits and other loans;

•

all operations of the insurer i.e. including overseas branches. Exposure
through subsidiary operations will also need to be accumulated within these
limits where the assets of that subsidiary are valued on a look through basis.
The explicit limits do not, however apply to exposures generated through a
parent or fellow subsidiary of the insurer. Where the insurer has diverse
investment operations, then it may be appropriate to set ÔlocalÕ limits which,
even if aggregated, would still fall within the permitted overall limits; and

•

all dealings with the counterparty concerned or any of its connected
companies. Insurers will therefore need to find out if any of their
counterparties have connected companies and make sure that they are kept
informed of any changes to the status of existing counterparties. Financial
services regulators have required such information for some time and most
counterparties should be able readily to provide the necessary information.

When assessing the counterparty exposure, only the amounts actually owing to the
insurer need to be considered. For example, derivatives transactions with brokers
would be based on the market value of the contract not the nominal value (which
would be a much greater amount). Exposure could be further reduced by any margin
arrangement. Aggregate exposure will normally initially be assessed on a gross basis
(i.e. total amounts due to the insurer from the counterparty concerned). But the
application of generally accepted accounting practice may allow this to be reduced
by amounts which the insurer owes the counterparty where there is a legal right of
set-off.
Credit exposure to reinsurers

A4

Although there are no quantitative limits in the rules for reinsurance recoveries,
insurers should still have regard to their accumulated credit exposure to individual
reinsurers. (In this context exposure normally means debts due from the reinsurer
plus anticipated recoveries on outstanding claims and IBNR). The FSA would not
consider an insurer to be soundly and prudently managed if it controlled its
investment activities but, in the context of its total assets, had unacceptable levels of
exposure to any one reinsurer. In this context, exposure would not only relate to the
amounts for which credit has been taken in the insurerÕs accounts but would also
take into account how the insurer was planning to meet its future liabilities. The
assessment of what is an ÔacceptableÕ level of exposure to a particular reinsurer may
6
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take into account the security provided by any collateral arrangements such as letters
of credit and deposits-back as well as the credit worthiness of the reinsurer itself.
Insurance groups
A5

As noted above the detailed admissibility limits generally apply at an insurer level
rather than for an insurance group as a whole. For its own prudential management
reasons, group management may still wish to ensure that the basic principles apply
across the group. Monitoring of exposures to individual counterparties etc. will
obviously be more difficult for groups but it could be possible to use the Òlocal
limitsÓ approach suggested for branches.
___________________________
Annex B (paragraph 12)
Controls over investment managers

B1

Where investment management is contracted out to a third party, the directors of the
insurer must nevertheless satisfy themselves that the appropriate controls are in
place and are effective. This applies not only where the entire function is contracted
out but also where only a specialist element such as derivatives trading is carried out
by a third party. The directors should ensure in the latter cases in particular that the
effects of their own in-house activities are considered in conjunction with the
contracted out activities when monitoring aggregate exposures to certain types of
investment and/or counterparty. (It should be noted that the counterparty limits
apply to the insurer's share of investments only, not to the entire portfolio of the
investment manager).

B2

In determining what are appropriate and effective controls the FSA would normally
expect the insurer, at a minimum, to focus on the following areas •

There should be a clear contract which sets out the parameters in which
investment managers may operate. It is unlikely that managers' ÒstandardÓ
contract will be sufficient for this purpose. The FSA would expect tailoring to
reflect the legislative constraints (e.g. admissibility limits, permitted links),
any investment limits set by the insurer and more generally the insurer's
specific circumstances. For example Òto invest in whatever the manager
considers appropriateÓ is not good enough. Apart from any specific limits the
parameters need to strike an appropriate balance between risk and reward,
taking due account of the nature of the insurerÕs insurance liabilities and (as
appropriate) the interests and reasonable expectations of its policy holders.

•

The extent of reporting by managers should be sufficient to enable the
insurer to assess whether or not actual operations are in line with the
insurerÕs strategy, and in particular meets the risk/reward criteria. Reporting
should also provide sufficient information for the insurer to check how close
it is to relevant asset admissibility limits (or to its own limits if lower).
7
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B3

•

Additional more detailed monitoring of managers' operations may be
appropriate in certain circumstances.

•

If an investment manager is to hold funds on behalf of the insurer or to be a
counterparty to certain investment transactions, then the extent of
capitalisation and form of regulation of the manager will need to be taken
into account. These considerations will need to be regularly reassessed e.g.
manager A may be suitable if placing £10m of business but not for £100m.
Similar considerations will also apply where the insurer alters its investment
strategy and moves into newer forms of investment activity for which the
existing investment manager may have little or no experience.

In addition any new corporate manager appointed by the insurer must be notified to
the FSA under the approved persons regime. Third party investment managers are
normally notifiable and will need to pass the appropriate fit and proper tests.
_______________________
Annex C (paragraph 13)
Controls over derivatives

C1

Directors of an insurer should take all reasonable steps (taking account of the nature
and scale of use of derivatives) to satisfy themselves that managers •

fully understand the nature of derivatives trading being undertaken by the
organisation and the related risks, and where relevant, are suitably qualified
and competent to transact the range and type of transactions being
undertaken and understand the nature of the exposures (including both
counterparty and market risk) which their use will create;

•

have documented clearly the objectives and policies for the use of derivatives
contracts and monitor, (including the carrying out of compliance audits) to
ensure that their use is in line with those objectives and policies. Managers
should ensure policy is sufficiently clear and precise to ensure that new types
of instrument are not dealt in without due prior consideration. They should
also define any associated limits on exposures or volumes that are considered
appropriate;

•

have given due regard, in particular, to uncovered transactions (which may
be undertaken only in relation to assets which do not match technical
provisions) in the context of the above controls so that in no circumstances is
the required minimum margin of solvency endangered nor, in the case of
insurers carrying on long-term insurance business, are policy holdersÕ
reasonable expectations adversely affected. Systems are needed which are
adequate to prevent exposure to unacceptable exceptionally volatile risks and
to monitor transactions on a frequency commensurate with volatility and risk
(in general terms). The systems should trigger a strategy to hedge or close out
8
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a transaction whenever adverse movements or events threaten a significant
worsening of the insurerÕs solvency position;

C2

•

have ensured that those who have responsibility for the control of derivatives
investment, are sufficiently independent of the day-to-day operators to ensure
effective control;

•

are capable of analysing and monitoring the risk of all transactions
undertaken by the organisation individually and in aggregate (including
interest rate risk, foreign exchange risk fraud, error, unauthorised access to
confidential information and other operational risks);

•

have ensured that the systems cope adequately with the volumes and
volatility of transactions undertaken. In particular, the front office systems
should not receive the most attention and funding to the detriment of the
accounting systems;

•

are provided regularly with statistics and information (appropriately
summarised) on the trading volumes of derivatives contracts by type of
product including regular reports of all off-balance sheet transactions,
contingencies and commitments;

•

are satisfied that sufficient systems and controls relevant to derivative
products have been put in place, including independent agreement and
reconciliation of positions, independent checking of prices, agreement of
managers' profits to accounting profit, appropriate authorisation where
dealing limits have been exceeded, etc.; and

•

have tested adequately and approved valuation models which are used to
value open positions and derivative contracts and that amendments to their
programmes are controlled. Such models should include an appropriate test
of the robustness of the portfolio to stress in changing investment conditions.

In satisfying themselves on the above points, the directors collectively should have
sufficient expertise to understand the important issues.
______________________
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GUIDANCE NOTE P.2
SYSTEMS AND CONTROLS OVER GENERAL BUSINESS CLAIMS PROVISIONS
_____________________
Introduction
1.

The Principles for Businesses set out the fundamental obligations of a firm. They
apply to all regulated firms, not just an insurer.

2.

Principle 3 requires a firm to organise its affairs effectively. This includes keeping
adequate and orderly records of its business and internal organisation.

3.

This Guidance is designed to assist the insurer in complying with this requirement.

4.

This Guidance is relevant for purposes of the certificates required to be given by the
directors and appointed actuary and the report to be given by the auditor under
rules 9.34 and 9.35 and Appendix 9.6.
Scope of Guidance

5.

This Guidance has been prepared for insurers (and reinsurers) on the systems and
controls which should be in place in order to ensure that the amounts set aside for
claims handling expenses and claims outstanding are appropriately established,
properly recorded and effectively monitored.

6.

The Guidance has been structured in two parts: ÔClaims handlingÕ covers the systems
and controls over the recording and processing of notified claims incurred and the
associated costs of handling claims, whilst ÔClaims outstandingÕ addresses the
setting of the technical Ôclaims provisionÕ.

7.

In this Guidance claims provision or provision for claims outstanding means the amount provided
in the insurerÕs Returns to cover the estimated ultimate cost of settling claims
(including claims incurred but not reported and claims handling expenses) arising
out of events which have occurred by the end of the accounting period, less amounts
already paid in respect of those claims;
case estimate means an estimate made of an appropriate provision for an individual
claim outstanding based on information relevant to that claim; and
statistical estimate means an estimate made of an appropriate provision for a group
of claims outstanding, based on information relevant to the group.

8.

Certain parts of the Guidance have been amplified by referring to the ÔAreas for
senior management to consider...Õ points set out in Annex B and C. These annexes
have been included for illustrative purposes only and the points raised in them
should not be taken as exhaustive.
10
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9.

The Guidance should be read in conjunction with the explanatory note attached as
Annex A.
Part I Claims handling
Suitable controls, systems and procedures should be in place to
ensure adequate and accurate information is appropriately and
promptly recorded to enable a proper assessment to be made of
the ultimate cost of all claims or potential claims.
Systems

10.

Appropriate and effective systems and controls should be in place to allow the
insurer to record and monitor its financial liability to policy holders in respect of
claims arising out of contracts of insurance.

11.

In determining what are Ôappropriate and effective systemsÕ, the FSA would
normally expect an insurer to consider the areas summarised in Annex B.
Resources

12.

Resources allocated to the claims handling function should be appropriate, both in
quality and quantity, for ensuring that the systems and controls are effective at all
times.

13.

Managers should regularly monitor the pertinent indicators of resource pressure (for
example, backlogs, inactive files, missed deadlines from the diary, inaccuracies in
Ôcase estimatesÕ or Ôstatistical estimatesÕ, late or inappropriate amendments to
estimates).

14.

If external resources are used, managers should take such steps as are reasonable and
appropriate to satisfy themselves that the resource is of the appropriate quality,
experience and competence.

15.

The insurer should maintain adequate supervision and control over any external
resources used to assist the claims handling function.
Function autonomy

16.

The claims handling department should maintain regular liaison with other key
functions within the insurer.

17.

Notwithstanding paragraph 16, the managers should ensure that the extent of the
segregation of functions is appropriate for the nature and size of the business.
(For example, whilst it is necessary for the claims handling department (including
the reserving function) to have a certain degree of contact with the underwriters, the
two groups must maintain a suitable level of independence from each other.)
11
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Data
18.

Appropriate systems should be in place to satisfy managers that data are complete
and accurate and are being correctly recorded on a timely basis.

19.

Considerations which managers should take into account when assessing the
suitability of data collection include, but are not limited to, the items listed in Annex
C.
Part II Provision for claims outstanding
Managers should maintain appropriate systems controls and
procedures to ensure that the Ôprovision for claims outstandingÕ
is, at all times, sufficient to cover any liabilities that have been
or will be incurred on contracts of insurance as far as can be
reasonably foreseen.
Resources

20.

Resources utilised for the purposes of setting and monitoring the Ôprovision for
claims outstandingÕ should be appropriate, both in terms of skill and experience.

21.

In satisfying themselves that resources of appropriate skill and experience are
employed in respect of paragraph 20, managers should consider the following points
•

the value of using appropriately qualified, experienced and proven loss reserving
specialists (such as actuaries with general insurance experience);

•

if any part of the process of setting Ôclaims provisionÕ is delegated to an external
loss reserving specialist, appropriate procedures should be in place to ensure that
the specialist selected possesses the appropriate level of skill and experience;

•

it is essential that the individuals responsible for carrying out the calculations to
determine the Ôprovision for claims outstandingÕ are sufficiently familiar with the
nature, complexity and size of the business; and

•

managers should ensure the necessary information (gathered, for example, by
regular liaison with underwriters, intermediaries and reinsurers) is available for
the determination of the Ôprovision for claims outstandingÕ.

Data
22.

Suitable controls should be in place to ensure that the data used in determining the
Ôprovision for claims outstandingÕ are extracted from the underlying records
accurately and to the necessary level of detail.
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(In this regard, the level of detail should be sufficient to ensure that the data
available to managers in their assessment of Ôclaims provisionsÕ covers the whole of
its insurance liabilities and exposures)
23.

Considerations which managers should take into account when assessing the
suitability of the data analysis include, but are not limited to, the items listed in
Annex C.

24.

If the insurer makes use of an external resource to assist in the process of estimating
the Ôprovision for claims outstandingÕ, suitable controls should be in place to ensure
that the source data used by the external resource are complete and suitable and
procedures should be in place to ensure that the results received from the third party
can be relied upon and are reported in the correct format to the necessary level of
detail.
Estimation methods

25.

Appropriate methods should be applied in estimating the Ôprovision for claims
outstandingÕ.

26.

Regard should be given to relevant judicial developments, changes in legislation and
economic assumptions.

27.

Managers should not be limited to just one estimation method but should consider
using one or more alternative approaches before selecting those which may be
regarded as most appropriate to the nature of the business.

28.

The frequency with which a comparison of estimation methods should be undertaken
depends on the type of business and the adequacy of the methods in use, as
evidenced by the run-off performance or other pertinent factors.

29.

Efforts should be made to identify and understand the reasons for any significant
differences between the results from the different approaches.

30.

Suitable systems and controls should be in place to ensure that the selected
approaches are applied accurately and on a consistent basis.

31.

Procedures should be in place to review and monitor, on a regular basis, the out-turn
of provisions made in prior years for claims outstanding.

32.

Evaluation of the out-turn should normally be carried out by line of business and by
accident year or underwriting year. The out-turn of the element within the Ôclaims
provisionsÕ which relates to claims handling expenses (both direct and indirect)
should be monitored separately.
Function autonomy

33.

The individuals responsible for setting Ôprovision for claims outstandingÕ should
maintain regular liaison with other key functions within the insurer.
13
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34.

The work of those responsible for setting Ôprovision for claims outstandingÕ should
be subject to regular review by senior management independent from the
underwriting function.
Reinsurance

35.

Suitable systems should be in place to ensure that reinsurance recoveries are
identified and appropriately recorded on a timely basis.

36.

Procedures should be in place to allow managers to evaluate and monitor the
application (and hence the effect) of the reinsurance programme to the gross
Ôprovision for claims outstandingÕ (including claims incurred but not reported).

37.

Appropriate systems should be in place to evaluate and monitor the insurerÕs credit
risk exposure to individual reinsurers.

38.

Managers should update the provision for reinsurance bad and doubtful debts on a
regular basis.
______________________
Annex A (paragraph 9)
EXPLANATORY NOTE

A1

Other technical provisions, namely the provision for unearned premiums, the
unexpired risk provision and equalisation provisions are not specifically covered by
this Guidance, although much of the Guidance deals with issues which are generic to
all technical provisions.

A2

The Guidance recognises that the systems and controls required for the claims
handling function will not be the same as those required for the function of setting
the Ôprovision for claims outstandingÕ. Whilst the two areas are strongly interrelated,
the Guidance is structured to reflect the different management control considerations
that apply, recognising that effective controls are required in both areas in order to
form the necessary base from which appropriate provisions can be established and
reported.

A3

The Guidance is not intended to define the controls which all general insurers must
employ, nor is it intended to be prescriptive. Rather, it is a matter for the directors to
be satisfied that the insurerÕs control environment is appropriate for the business that
it operates. Control objectives can be attained in many different ways, depending on
the size and nature of the business. It is the responsibility of the senior management
to ensure that adequate resources are available to meet the control objectives.

A4

Accordingly, the aim of the Guidance is to provide an overview of the key control
systems and procedures. This should then enable management to evaluate the
insurerÕs existing control environment in conjunction with the Guidance in order to
identify whether there are any worthwhile areas for enhancement.
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A5

The Guidance has been prepared to assist directors of insurers (and reinsurers), their
auditors and others who may be concerned in the setting of general insurance
business claims provisions for the purposes of both the supervisory Returns and the
statutory shareholder accounts.

A6

The insurer's usual FSA supervisor will be pleased to provide additional assistance.

A7

For the preparation of the return, the insurer must value its technical provisions in
accordance with the Determination of Liabilities Rules. Generally, the general
insurance business liabilities for such Returns will be valued under the same rules
that apply to the technical provisions disclosed in the shareholder accounts.

A8

This Guidance does not seek to discuss or comment on the advantages of any one
claims estimation method when compared to another. The appropriateness of an
insurerÕs methods in establishing Ôprovisions for claims outstandingÕ should be
assessed by whether the methods used have yielded or are expected to yield an
appropriate level of provisions for that insurer.
_______________________
Annex B (paragraph 11)
AREAS FOR SENIOR MANAGEMENT TO CONSIDER WHEN
ESTABLISHING APPROPRIATE AND EFFECTIVE CLAIMS HANDLING
SYSTEMS AND PROCEDURES
In establishing and maintaining effective claims handling systems and procedures
senior managersÕ considerations should include, but not be limited to, the items set
out below.

B1

Appropriate systems and controls should be in place to ensure that all liabilities or
potential liabilities notified to the insurer are recorded promptly and accurately.
Accordingly, the systems and controls in place should ensure that a proper record is
established for each notified claim.

B2

Suitable systems should be in place to identify and quantify, for the key claims
handling procedures, the effects of processing backlogs and to ensure that
appropriate corrective action is taken.

B3

Suitable controls should be maintained to ensure that Ôclaims estimatesÕ and
Ôstatistical estimatesÕ are appropriately made on a consistent basis and are properly
categorised.

B4

Regular reviews of the out-turn of the Ôclaims estimatesÕ and Ôstatistical estimatesÕ
should be carried out to check for inconsistencies and to ensure that procedures
remain appropriate. The reviews should include the use of statistical techniques to
15
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compare the estimates with the eventual cost of settling the claims, after deducting
the amounts already paid at the time the estimates were made.
B5

Appropriate systems and procedures should be in place to ensure that claim files
without activity are reviewed on a regular basis. For example, the use of a ÔdiaryÕ
system should identify areas of inactivity, thereby prompting the claims handler to
examine the file and reassess the priority of the action required.

B6

Appropriate systems and procedures should be in place to assess the validity of
notified claims by reference to the underlying contracts of insurance and
reinsurance treaties.

B7

Suitable systems and procedures should be in place to accommodate the use of
suitable experts such as loss adjusters, lawyers, accountants, etc. as and when
appropriate.

B8

There should be suitable systems and procedures in place to identify and deal with
any large claims, including systems to ensure that senior management are involved
in the processing of large claims from the outset.
_______________________
Annex C (paragraph 19)
AREAS FOR SENIOR MANAGEMENT TO CONSIDER WHEN ASSESSING
THE SUITABILITY OF DATA COLLECTION AND ANALYSIS USED IN
DETERMINING THE PROVISION FOR CLAIMS OUTSTANDING
Senior managers should consider the accuracy and completeness of data collection
and recording. In the context of utilising data to determine the Ôprovision for claims
outstandingÕ, the FSA would expect an insurerÕs senior managersÕ considerations to
include, but not be limited to, the items set out below.

General matters
C1

Data requirements should be established, having regard to -

•

the size of the business,

•

the nature of the business written,

•

the level of business written in foreign currencies,

•

the specific requirements of the users (e.g. the actuary),

•

the data sources available,

•

the homogeneity of the groups.
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Data for the assessment of the insurer's claims experience
C2

Data should be capable of assisting the insurer to assess -

•

the type of claims experienced,

•

the settlement patterns and changes in them,

•

the reinsurance arrangements,

•

claims frequency,

•

claims severity,

•

incidence of large claims,

•

origin of each Ôclaims estimateÕ,

•

third party recoverables,

•

special issues (e.g. requirements for catastrophe data or latent claim data),

•

the effect of portfolio transfers and commutations of business.

Data for the assessment of the insurer's claims exposure
C3

Data should be in a format to enable the insurer to be provided with -

•

the appropriate exposure base for each class of business,

•

an appropriate analysis of changes in premium levels,

•

an appropriate analysis of changes in policy terms,

•

an appropriate analysis of the effect of specific loss scenarios.
_________________________
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GUIDANCE NOTE 2.1
HYBRID CAPITAL: ADMISSIBILITY FOR SOLVENCY
_____________________
What is this Guidance about?
1.

The FSA may, by waiver or modification of the rules, allow insurers to count the
value of certain types of hybrid capital instruments which they issue towards a
proportion of their required margin of solvency.

2.

This Guidance describes the type of instruments that will be eligible for such
treatment, the procedure to be followed, the admissibility limits which will apply and
the terms which such instruments should meet in order to qualify. These terms are
not to be regarded as definitive.

3.

Restrictions on cumulative preference share capital under rule 2.10 are not dealt with
in this Guidance.
What is hybrid capital?

4.

Hybrid capital is essentially loan capital. However, unlike an ordinary loan, the
instrument contains conditions which, inter alia, remove some of the lenderÕs usual
rights. These conditions allow the loan to be treated like the proceeds from the issue
of shares for regulatory purposes. Some forms of hybrid capital are closer in nature
to shares than others.

5.

The Third Life and Third Non Life Directive allow the value of four types of hybrid
capital to count as cover for the required margin of solvency. They are the following
-

6.

•

subordinated members' accounts (in the case of a mutual);

•

dated subordinated loan capital;

•

perpetual subordinated loan capital; and

•

perpetual securities with defined characteristics.

These instruments are not, however, the equivalent of ordinary share capital. The
FSAÕs main concern is that insurers should have sufficient risk capital to meet
unexpected pressures on the insurance business. The FSA will view applications to
count loan capital as part of their solvency margin in this light.
What is the procedure?

7.

Under the rules, hybrid capital instruments cannot count for the purpose of covering
the required solvency margin of insurers because they give rise to liabilities
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offsetting the value of the funds raised. However, the FSA does have the discretion
to vary the terms of the requirement by making a direction for waiver or
modification under section 148 of the Act.
8.

Insurers may apply under SUP for a direction. The application should enclose the
following documentation •

terms and conditions of agreement/instrument/issue (in draft if necessary);

•

copies of any prospectus or offer document or other promotional literature (in
draft if necessary);

•

copy of the memorandum and articles or rules of the insurer indicating the
provisions catering for the issue of securities or a legal opinion confirming
the insurer's right to issue the securities.

How long will the process take?
9.

As long as the documentation is complete it should normally be possible to deal with
straightforward applications in around a month. However, insurers should discuss
their application with the FSA well in advance.
What will the section 148 waiver or modification do?
Solvency margin

10.

Under the Margins of Solvency Rules, funds raised from the issue of loan capital do
not count toward the required margin of solvency because the value of the money
received would be offset by a corresponding liability to repay the loan with interest.
The section 148 direction would probably vary the terms of the Determination of
Liabilities Rules (specifically rule 5.2) to provide that the liability to repay the value
of the loan capital may be excluded. This exclusion would be limited to a value
determined by calculating a proportion of the required margin of solvency (see
paragraphs 17 and 27).
Accounts and Statements Rules

11.

The Forms under the Accounts and Statements Rules already permit the proceeds of
hybrid capital issues to be shown as assets counting towards the required margin of
solvency.
Valuation of Assets Rules

12.

The following would probably not be affected by a waiver or modification. The
Valuation of Assets Rules contain three rules concerning the holding of hybrid
capital. The first is to treat as inadmissible any holding of a parent insurer's hybrid
capital by a subsidiary. This mirrors the position which is achieved by virtue of
section 23 of the Companies Act in relation to share capital. Second, holdings of
listed hybrid capital are treated as listed debentures and subject to the restrictions
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that apply to them. Third, holdings of unlisted hybrid capital are subject to an
admissibility limit.
What terms must the instruments contain?
13.

The instruments must at a minimum be compatible with the provisions in Article
16(1) of the First Non-Life Directive and Article 18(1) of the First Life Directive as
appropriate.

14.

Indent 1 of Article 16(1) sets out the terms relevant for subordinated membersÕ
accounts (relevant only to mutuals and referred to in this Guidance as the
ÔmemberÕs accountÕ). Indent 7 of the same article specifies the minimum
conditions for subordinated loan capital; indent 8 defines the basic terms for the
perpetual security. The latter two forms of hybrid capital can be issued by all
insurers. The terms of Article 18(1) are identical in this respect.
Subordinated members' account

15.

16.

The subordinated Ômember's accountÕ is a loan made by a member of a mutual which
can be remunerated under certain specified conditions. The conditions are •

the subordination should be to all the creditors of the insurer;

•

no payments (interest) may be made to members if this would cause the
required margin of solvency to be breached; and

•

the FSA must be notified at least one month in advance of any proposed
payment, other than for the individual termination of membership (capital or
capital and interest), and because, during the notice period, the FSA may act
to prohibit any such payment the contract should accommodate this.

The Ômember's accountÕ is intended to be part of the core capital of the mutual,
available to meet losses in much the same way as the effective initial fund. Subject
to the above, it can count in full towards the required margin of solvency. The
account is analogous to the perpetual security, the details of which are set out below
and the FSA will apply the same criteria. Other forms of hybrid capital may not be as
acceptable as subordinated Ômembers' accountsÕ.
Other hybrid capital instruments
Extent of subordination

17.

The instruments should have the effect that in the event of the winding up of an
insurer the capital and interest accrued but not paid (including any deferred interest)
must be subordinate to the claims of all other creditors. The note holders would rank
after all other creditors but before the members in any distribution. In the case of a
mutual, the note holders would rank after members in their capacity as policy
holders.
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18.

The Insolvency Act 1986 does not provide for the ranking of subordinated creditors
in the event of a winding-up. However, there are at least two well established
methods by which creditors can voluntarily subordinate their rights to other
creditors. The first is to establish a trust in favour of other creditors. The second is
for the amounts payable to the note holder to attract the status of a contingent debt so
that on a winding up of the insurer the required degree of subordination would be
achieved.

19.

Other methods of subordination may be acceptable, including structural
subordinations, provided they satisfy the conditions in paragraph 15. Note holders
should not be able to gain any enhancement of their rights through such methods.

20.

It should also not be possible to defeat the subordination by applying rights of set
off. This will be relevant where the issuer and purchaser do business, each from time
to time holding money due to the other. Under English law agreements to waive
rights of set off are effective against the parties, but set off is mandatory upon
winding up of an insurer. The position in other legal jurisdictions varies. In either
case where set off is or may be an issue, the FSA will probably require evidence that
the subordination cannot be undermined.

21.

The subordination provisions should also take into account the need to protect the
position of with-profits policy holders of long-term insurers. With-profits funds will
include sums being accrued to meet future bonuses to policy holders. Such funds are
customarily held in the long-term insurance fund on which, upon liquidation, other
creditors and also shareholders may have a claim.

22.

Accordingly, the FSA requests that the relevant documentation satisfies the
following two requirements. The first is that the loan (capital and interest) should not
constitute a liability attributable to the long-term insurance fund of an insurer. The
rights of the note holder should be met from assets held outside the long-term
insurance fund, including any distribution of a surplus from the fund under rule 3.3.
This is to ensure that, as the insurer is trading, the position of the with-profits policy
holder is fully protected.

23.

Second, the documentation should have the effect that the rights of the lender are
subordinated to all other creditors of the insurer in the event of a winding up. This
should, in particular, secure that the note holderÕs claims on the assets of the insurer
are to be subordinated to the liabilities assessed in respect of all long-term insurance
business policies, including any amounts payable to reflect the value of bonuses to
meet the reasonable expectations of with-profit policy holders.

24.

The responsibility for achieving effective subordination lies with the insurer.
Applicants are recommended to seek legal advice from those with relevant expertise
in this field since the effectiveness of the subordination provisions will depend on an
accurate understanding of the relevant law.
Limits and solvency margin
Limits
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25.

As far as hybrid capital is concerned, insurers will probably be permitted to count
the value of loan capital instruments (the aggregate value of all such instruments) as
cover for solvency up to 50% of their required margin of solvency. Within this
overall limit, the value of term stocks (in aggregate) may count for a maximum of
25% of the required margin of solvency. An issue the value of which is in excess of
this is unlikely to be permitted to count for the purposes of solvency and should
continue to be treated as liabilities under the Determination of Liabilities Rules.

26.

The above should apply in respect of the long-term and general insurance business
of a composite insurer, the limits applying to each margin separately where the
funds are applied exclusively for the benefit of one or other type of business. Where
such an insurer wishes to apply the funds raised to its business as a whole (general
and long-term insurance business), the limits set out in the previous paragraph may
be permitted to apply to the aggregate of the required margins for both types of
business.

27.

In either case, it should be noted that in a winding up the liabilities of the long-term
and general insurance business should be discharged separately. It is the applicantÕs
responsibility to ensure that the records of the insurer enable the liabilities attributed
to a particular type of business to be accurately identified.
Solvency margin condition

28.

In addition to notice requirements allowing the FSA to prevent early repayment
should this imperil the solvency of the insurer, directions under section 148 will
probably require the non-payment of interest and capital if payment, or any other
event, would result in breach of the required margin of solvency. For these purposes
the treatment of subordinated debt and other perpetual securities is different.
Subordinated debt

29.

In order to provide the insurer with a breathing space to recapitalise, subordinated
debt agreements should provide that the right to petition for winding up of the
insurer is exercisable only on the day following the second anniversary of default in
the payment of interest and/or capital unless the presentation of a petition arises from
some other default.
Perpetual securities

30.

The terms of perpetual securities should provide for the deferment of interest and
capital payments on the loan where the required margin of solvency is breached in a
manner which will not give rise to a winding up. They should also provide for the
security holders to bear losses in the same way as a shareholder if the insurer is in
financial difficulties. This can be achieved, for example, by providing for conversion
of the debt to ordinary share capital or for payments of principal and unpaid interest,
in whole or part, to be cancelled in order to allow the insurer to continue in business.
The trigger for the loss-bearing provisions would be breach of the required margin
of solvency.
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Maturity and early repayment
Maturity
31.

If term subordinated debt is to count as capital, it should have a maturity of at least
five years. The debt may be repaid in equal amounts during the last five years of the
loan, in which case the amount allowed to count as cover for the required margin of
solvency will proportionately reduce. Alternatively, the debt may be paid back in full
on the maturity date and may count in full until that date. In the latter case, the FSA
will require to be notified no later than one year before maturity. Since the FSA may
act to prohibit repayments, the contract should provide for this.

32.

Perpetual subordinated debt containing provisions triggering the determination of a
date for repayment may be acceptable, but the FSA will probably require at least five
years notice. Where such notice is to be given the FSA will also require to be
informed.

33.

Perpetual securities should not be repaid other than at the behest of the issuer and the
FSA will require to be notified.
Early repayment

34.

Where early repayment of hybrid capital is in prospect, an insurer should write to its
supervisor at the FSA with an explanation showing how the required margin of
solvency is to be maintained.

35.

Insurers should not make agreements which provide for early repayment triggered
by performance conditions, cross-default clauses, negative pledges, or other
restrictive conditions. This is not intended to constrain the right of subordinated debt
note holders to petition for winding up if there is default in the payment of interest or
capital on the due dates (except in the case set out in paragraph 30).
Conversion

36.

Where, as in the above example, there is provision for conversion from loan to share
capital, the insurer should ensure that it has adequate authorised share capital to
accommodate the change. It will also be necessary in these circumstances for the
FSA to apply its Ôfit and properÕ checks, if upon conversion the note holder would
become a controller. It would be appropriate for this to be acknowledged in the
agreement. Where the lender could become a controller, the relevant provisions of
the Act and the rules will apply.
Transfers / mergers

37.

It is common when an insurer gets into severe financial difficulties to try and
arrange a transfer of portfolio to, or a takeover by, another insurer to safeguard the
position of policy holders. Insurers should not agree to any restriction which would
inhibit or prevent this.
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Denomination of debt
38.

Issues may be denominated in sterling or a foreign currency. However, in the case of
foreign currency issues, insurers should be able to demonstrate to the FSA how the
foreign currency debt would be serviced, or alternatively what hedging arrangements
exist to reduce the currency risk. Where capital is raised for foreign operations, the
FSA would expect sufficient income to be generated in the relevant foreign currency
to service the commitments under the loan capital agreement.
Interest

39.

The basis on which the capital attracts interest should be clearly stated in the
agreement. In the case of subordinated loan capital, where payment of interest or
capital is suspended, the agreement may provide for the unpaid interest to
accumulate. However, the agreement should not permit further penal interest charges
to attach as a result of the suspension.

40.

Loan capital instruments with a fixed or stepped rate and those with a floating rate
are acceptable as cover for the required margin of solvency. Floating rates should be
expressed in terms of a reference point, for example, the rates from time to time
prevailing in the inter-bank market or rates applicable to government securities.

41.

Where there is provision for variation of the rates applicable, the extent of this
variation should not be such as to induce repayment of the loan by the issuer of the
capital.
Accordingly, any provision allowing (a)

an increase in fixed interest rates; or

(b)

an increase in any margin on the floating rate (the margin over and above the
reference point by which the rate is determined)

which exceeds a maximum of
(i)

1% in aggregate over five years; or

(ii)

2% in aggregate without limit of time,

is unlikely to be approved.
42.

These figures are not intended to create market norms, merely to act as a guide to
indicate the extent of variation which would not be regarded as unusual. In practice,
the interest basis will need to be carefully considered in the light of the type of
instrument and the principle in paragraph 41.
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Disclosure
43.

The documentation relating to the issue should explain the key features of the
instruments so that small or retail investors in particular are aware of the nature of
their investment and the risks associated with the purchase. The listing requirements
of the stock exchange may be sufficient to meet the point, as may compliance with
disclosure rules under the Act. Where the stock is not quoted and the Act does not
apply, the FSA should be consulted about disclosure to potential purchasers if the
issue is priced to enable small investors to participate.
Amendments to agreements

44.

No amendment to any agreement or instrument governing the issue of a hybrid
capital instrument should be possible without 30 daysÕ prior notice in writing to the
FSA and the recognition that the FSA might take steps to prevent such amendments.
Applicable law

45.

Agreements may be governed by any law where the required subordination can be
given effect. Where a foreign law is to govern the agreement, evidence of the
effectiveness of the subordination should accompany the application.
____________________
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1.

INTRODUCTION

1.1

This Guidance relates to the Valuation of Assets Rules. It has been prepared to assist
directors of insurers, their auditors, and others who may be concerned in the
application of the legislation relevant to the valuation and admissibility of assets of
insurers for the purposes of demonstrating coverage of the technical reserve and the
required solvency margin.

1.2

It is not intended to be prescriptive and cannot be regarded as a substitute for reading
the rules themselves and taking professional advice. An insurer should contact its
usual FSA supervisor if there are any areas which it would like to discuss further.

1.3

The Guidance deals with the valuation and admissibility of assets belonging to the
insurers (through either direct ownership or through beneficial interests) and do not
necessarily address how these items should be reported in the FSA Returns.

1.4

This Guidance may be relevant for the purposes of the directors' certificate required
under paragraph 5 of Appendix 9.6.

2.

OVERVIEW OF THE RULES

2.1

The basic approach of the Valuation of Assets Rules is as follows.
Step One
Determine how the asset is to be defined under the rules since a number of
definitions are specific to the rules.
Step Two
Once the asset has been defined, apply a series of rules, based on prudent valuation
methods which approximate to the value which would be realised in an orderly runoff. The valuation methods will in many cases differ from that used for Companies
Act accounts which are drawn up on the basis that the company is a going concern.
If there is no valuation rule explicitly mentioned in the rules for a particular asset
(e.g. for gold), a nil value must be ascribed.
Step Three
The Valuation of Assets Rules provide the appropriate value which can be assigned
to an asset. The admissibility rules then determine how much of this value (if any)
can be included within the solvency margin calculation. The admissibility rules
supply a Ômenu-styleÕ set of instructions which detail the admissibility restrictions
which apply on the exposure to each asset, investment, or counterparty. This
particular area can be intricate and consequently section 5 is dedicated to providing
additional guidance.
This admissibility limits approach is complemented by the general principle of rule
2.3 which requires insurers to cover their liabilities with assets with adequate
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diversification and of appropriate safety, yield and marketability. Compliance with
the admissibility limits does not necessarily mean automatic compliance with rule
2.3 - the Valuation of Assets Rules are in addition to the general principle of rule 2.3.
2.2

Some aspects of the Determination of Liabilities Rules are also relevant to the
Valuation of Assets Rules - primarily in relation to derivative instruments which are
capable of being either an asset or a liability. For property linked assets (see
paragraph 3.10) none of the Valuation of Assets Rules apply - since the liability to
policy holders is matched by whatever value is placed on the linked assets. Instead
there are restrictions on what investments linked funds can make Ð see Guidance
Note 4.4.
Modification or waivers

2.3

At times, strict application of the rules may produce an unintentionally harsh result
for an individual insurer. Where this occurs, the FSA will consider an application for
a waiver under section 148 of the Act to modify the application of the Valuation of
Assets Rules. There is no guarantee that such a waiver will be given and it is likely to
be given only on a temporary basis and with conditions attached. Where the
Valuation of Assets Rules implement the requirements of the EC Directives, the FSA
may be unable to give a direction except Ôin exceptional circumstances, temporarily
and under a proper reasoned decisionÕ. Any concession granted under the 1982 Act
may no longer be valid and if an insurer wishes to rely on such a concession it
should contact the FSA supervisor at the earliest opportunity to discuss the position.
It is not open to the insurer to ignore or to modify the application of the rules to suit
its own circumstances otherwise than in accordance with such a waiver.

3.

DEFINITIONS AND GENERAL INTERPRETATION

3.1

Rule 11.1 lists most of the definitions which are used in the Valuation of Assets
Rules. In a number of cases, the asset definitions in rule 11.1 may not strictly
accord with market parlance. Care must therefore be taken to ensure that the asset is
correctly defined under the Valuation of Assets Rules since this may have an
important impact on the valuation and/or admissibility of the asset. Attention is
drawn in particular to the following items.
Approved/regulated institutions

3.2

There are definitions for a number of different types of institution and admissibility
limits grade the level of debt that can be accumulated with any one institution
according to the type of institution. The definitions are normally expressed in terms
of criteria and in many cases guidance can be gained by referring to lists published
periodically by the FSA to determine what category applies to a particular institution.
The different types of institution in order of credit ÔgradingÕ are:
approved financial institutions - are listed in rule 11.1 and are largely European
central banks.
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approved securities - are limited to government securities and deposits with
approved financial institutions. Only securities backed by governments/public
authorities of countries classified as Zone A are included. Debt securities issued by
certain supra-national authorities are also included. Zone A countries are all
countries which are full members of OECD, together with those countries which
have concluded special lending arrangements with the International Monetary Fund
associated with the General Agreement to Borrow. A current list of these countries
can be obtained from the FSA (Banking Supervision). It follows that government
securities from non Zone A countries are therefore subject to the general debt rules.
approved credit institutions - are essentially banks and building societies authorised
under the Banking Consolidation Directive 2000/12/EC. Note that an approved
credit institution is also an approved counterparty and also a regulated institution.
The FSA regularly publishes a list of banks authorised in the UK. This list includes
UK branches of non-EEA banks which have been authorised directly by the FSA and
institutions authorised by other EEA States but which have a branch in the UK. It
does not, however, include institutions authorised by other EEA States which do not
operate in the UK but which are nevertheless approved credit institutions for the
purposes of the Valuation of Assets Rules. The European Commission from time to
time publishes a full list of all credit institutions authorised under the Directive but in
practice this tends to be out of date. It is advisable to contact the competent
authority in the EEA State concerned for the latest list.
approved counterparties - are approved credit institutions plus certain investment
firms authorised to engage in wholesale market activities or derivatives transactions.
A list of approved credit institutions can be obtained from the FSA. For the purposes
of calculating aggregate exposure for the admissibility limits, the term counterparty
has been given its own definition. This is dealt with in more detail within section 5.
regulated institutions - are approved credit institutions plus all i n s u r a n c e
undertakings authorised in the EEA (including friendly societies) and approved
investment firms. As a general rule, the vast majority of approved counterparties will
also fall within the definition of a regulated institution.
approved investment firms - are those firms regulated under the Investment Services
Directive.
Listed securities
3.3

Investments are listed if they are either officially listed on an EEA stock exchange or
the investments have the facility to be traded on a regulated market.

3.4

The definition of a regulated market is expressed in terms of criteria which must be
satisfied and it is for the directors and auditors to satisfy themselves that these
criteria have been met. The key factors which the FSA considers relevant for
insurers to take into account when considering what is a regulated market are set out
in Annex D.
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3.5

If an investment falls within the definition of listed in rule 11.1 but is, in practice,
rarely traded then it is likely that the insurer will need to consider whether the
investment is readily realisable. If a listed investment is not readily realisable, it
must be treated as though it were unlisted.

3.6

The aim is to distinguish between securities which can be disposed of at a price
reasonably close to the market value from those which are so rarely traded that they
are likely to be disposed of at a discount to the quoted market price. Dealings will
therefore need to be frequent enough to be able to satisfy this aim. These principles
are discussed in section 4.
Hybrid securities

3.7

Those debt securities, other than approved securities, which are akin to equity and
are characterised by being either irredeemable or subject to long period repayment
terms may fall within the definition of hybrid securities.

3.8

If this is the case, the insurerÕs holding of such debt securities will be treated under
the valuation and admissibility rules in the same way as a holding in equity shares.

3.9

Subordinated debt securities may fall within the definition of hybrid securities.
Because of the nature of a subordinated debt, the debt will not be entitled to be
repaid until all claims from the general creditors have been settled. Since, therefore,
the holder of subordinated debt security does not possess an unconditional right to
payment, subordinated debt securities may fall within the definition of hybrid
security.
Linked assets

3.10

The definition of linked assets refers only to assets held by an insurer and identified
in its records as assets by reference to which property linked benefits are to be
determined (the term ÔpropertyÕ in this context is wider than just land and buildings);
it does not refer to assets held to cover index-linked benefits. The Valuation of
Assets Rules allow index linked assets to be treated as non-linked assets, although
they will be exempt from some of the admissibility limits by virtue of rule 4.14(6).
Further guidance on the difference between index linked contracts and property
linked contracts is contained in Guidance Note 4.4.
Stock lending and repo

3.11

Stock lending and repo transactions are treated on the same footing. Further details
of the basic principles and treatment are set out in section 4.
Miscellaneous

3.12

In addition to the definitions given in rule 11.1 there are some general points on
interpretation. The Interpretation Act 1978 applies to the interpretation of the rules.
This means, inter alia, that unless the context requires otherwise 30
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4.

(a)

any expression in the rules which is also used in the Act is to be read in the
same sense;

(b)

words in the singular include the plural and words in the plural include the
singular;

(c)

ÔlandÕ includes buildings and other structures, land covered with water, and
any estate, interest (such as a lease or option), easement, servitude or right in
or over land; and

(d)

ÔpersonÕ includes a body of persons corporate or unincorporate.

VALUATION RULES
General principles

4.1

Unless a specific valuation rule applies (other than cash which is assigned its face
value), no value can be given. In this context, ÔcashÕ refers to cash in hand i.e. notes
and coins. Cash deposited at a bank is treated under the Valuation of Assets Rules as
a debt due from the bank. It therefore follows that in the case of admissibility limit
restrictions, the counterparty exposure to the bank will be the aggregate of the cash
deposits together with other investments in that bank (see section 5).

4.2

Examples of assets which have no value under the Valuation of Assets Rules include
gold and other commodities, goodwill, expected allocations to shareholders from
future life fund surpluses and tax credits recoverable only against tax on future
profits (although a deferred tax credit resulting from a short term timing difference
which will reverse in the near future may be recognised by way of offset against a
current tax liability).

4.3

There are two types of valuation rule: those that require an asset to be valued at a
certain amount (e.g. a listed security valued at its market value); and those which
specify that the value must be not greater than a certain amount (e.g. land is valued
at an amount not greater than the most recent proper valuation).
Overriding rule

4.4

In all cases there is an overriding rule for all valuations (rule 4.1(4)) which requires
that a lesser value must be taken if, in all circumstances of the case, the value
required by the rules is unlikely to be realisable. When determining whether or not a
lesser value should be taken, regard must be taken to the underlying security of the
asset and if a debt, the credit standing of the counterparty.
Post balance sheet events

4.5

In normal circumstances, although not strictly necessary, the FSA return for an
insurer is based on the information included in the Companies Act accounts which
the directors have approved and which the auditor has reported on at a particular
date. If, however, there has been a post balance sheet event before the date on which
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the FSA return is signed which is of such significance that it materially affects the
view shown by the return, then the return should be adjusted and the reasons for the
adjustment disclosed in the notes to the return. This will apply in cases where either
the value of assets or liabilities of the insurer are affected.
4.6

The extent of the post balance sheet review required between finalisation of the
statutory accounts and Returns will be a matter of judgement but the FSA considers
that the general principles contained in SSAP 17 should be applied. Where a post
balance sheet general insurance business liability is identified, the FSA may accept
an additional amount to be disclosed as a one line entry on the balance sheet form of
the FSA return (with appropriate explanation in the notes) without an adjustment to
all the detailed analysis Forms.
[paragraphs 4.7, 4.8, 4.9, 4.10, 4.11 and 4.12 deleted]
Debts, deposits and other rights

4.13

This is a complex area which requires a three step approach to debt, deposits and
other rights.
•

Firstly, the type of debt and other right must be categorised under one of the
definitions within rule 11.1.

•

Secondly, the debt and other rights must be valued - the rules to be applied
are given in rule 4.5.

•

Thirdly, the admissibility rules set out in rule 4.14 and Appendix 4.2 must be
applied in order to determine the amount which can be taken into account for
solvency purposes.

The key elements of the rules are described below. For additional guidance,
illustrative examples are given in Annex A.
What is a debt?
4.14

The term debt covers a wide variety of rights which are debts although not always
recognised as such. Such items may include accrued interest and rents receivable.
For the purpose of the admissibility limits certain debts are given a higher
admissibility limit than others. This is dealt with in greater detail in section 5.
Off-set

4.15

The valuation and admissibility limits relating to debts, including reinsurersÕ share
of the technical account, would normally be considered on a gross basis unless any
legally enforceable right of set-off existed. For example, debts due from one
counterparty would normally be valued gross of any amounts due by the insurer to
that counterparty. To the extent that rule 5.2 (valuation of liabilities under generally
accepted accounting practice) applies, further guidance can be obtained from
Financial Reporting Standard No. 5 (ÔFRS 5) issued by the Accounting Standards
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Board in April 1994. The key tests which should be satisfied before assets and
liabilities can be offset are set out in paragraph 29 of FRS 5 which may be
summarised as follows:
(a)

the insurer and the counterparty owe each other determinable monetary
amounts which are denominated in the same currency or readily convertible;

(b)

the insurer has the ability to insist on net settlement and can enforce a net
settlement in all situations of default by the counterparty; and

(c)

the ability to insist on net settlement is assured beyond doubt and can survive
the insolvency of the other party.

Consequently debts will not normally be able to be off-set against claims or other
provisions. In particular, in relation to derivatives, the provisions for adverse
changes cannot be off-set against debts due from an approved counterparty since the
provision for adverse changes is not a determinable amount owed to the other party
(i.e. fails test (a)). Note should also be taken of the offset reporting rules in the
Accounts and Statements Rules - these requirements are not affected by the
Valuation of Assets Rules. In this respect, therefore, the reporting requirements for
the FSA return are applied independently after the Valuation of Assets Rules have
been applied.
Basic valuation rule
4.16

4.17

The Valuation of Assets Rules apply similar valuation rules for both secured and
unsecured debts. The rules differ only by the fact that for secured debts, due account
must be taken of the quality and nature of the security. The Valuation of Assets Rules
then apply, differently, depending on the timing of the debt as shown in the
following chart. The definition of a secured debt is discussed in more detail in
paragraphs 4.28 to 4.35.
Length of debt

Valuation rule

Due within 12 months

Amount that can reasonably be
expected to be recovered

Due in more than 12 months

Immediate assignment value

ÔImmediate assignmentÕ value does not necessarily mean that there must be a
specific buyer for the debt identified but that it would be possible to find someone to
assign the debt to immediately. It also means that in valuing the debt, account should
taken of the time value of money which reflects the term of the debt, interest rates,
status of the borrower and any other relevant conditions. Unlisted, unsecured deep
discount or zero coupon bonds will certainly need to be discounted in order to arrive
at a realistic assignment value.
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Reinsurance recoveries/debts
4.18

Rules 4.5(5) and (6) distinguish between differing types of reinsurance recoveries
for long-term insurance business. The distinction is made between debts actually due
at the relevant date (which will include, in the main, reinsurance recoveries due
against liabilities which have already been discharged by the insurer) and rights to
future recoveries under long-term contracts of reinsurance.

4.19

The rules for amounts due or to become due under contracts of reinsurance can be
summarised as follows.
Type of right under a Valuation rule
contract of reinsurance
Rights under a long-term
contract of reinsurance
which are not debts which
have crystallised as being
due at the relevant date

Admissibility

The amount of the right is 1 0 0 %
(since
offset against the related admissibility limits do
liabilities (provided this is not apply to liabilities)
standard
actuarial
treatment). Thus, the
liability will be reduced by
the amount of the rights

Rights/debts due from a Rule 4.2(4)
group undertaking

Group undertaking rules
apply (rule 4.3)

Rights under a contract of Rule 4.5(5)
reinsurance (others)

100% (rule 4.14(5))

Other debts
4.20

Aside from reinsurance recoveries, there are a number of exceptions to the basic
rule. The main types of exemptions are described in the table below which indicates
where the relevant rules are to be found in the Valuation of Assets Rules.
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Type of debt

Valuation rule

Amounts due under a letter Nil value
of credit
4.5(2))

Comment
(rule This is essentially a double
counting provision (i.e. any
underlying d e b t which is
secured by a LOC is
admissible but credit may not
also be taken for the LOC in
addition to the underlying
debt).

Any debt secured on a If fully secured, the If not fully secured, usual debt
long-term insurance policy amount of the debt rules will apply. The secured
issued by the insurer.
(rule 4.5(3))
element of the debt remains
within the secured debt rules.
Advance commission to Nil value
intermediaries (contingent 4.5(7))
asset)

(rule This relates primarily to
contingent
commission
advanced in relation to the sale
of long-term insurance policies
before such commission has
actually been fully earned.

Unpaid share capital

Nil value
4.5(7))

(rule See paragraph 4.21

Subordinated debt due Nil value
from an undertaking of 4.5(6))
which it is a group
undertaking

(rule See paragraph 4.22

Premium debts more than Nil value (rule 4.5(7) See paragraph 4.24
3 months overdue
and (8))
Premium debts (other)

The
a m o u n t 100% admissible (rule 4.14(5))
expected to be
recovered (rule
4.5(1) and (4))

Quasi-derivatives

Depends on
circumstances
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Unpaid share capital
4.21

Rule 4.5(7)(b) requires any debt due in respect of unpaid share capital of the insurer
to be left out of account. There are circumstances under rule 2.10 where an insurer
which has issued partly paid shares is able to count one-half of the unpaid amount
towards its solvency requirements, provided that the admissible value of the
insurerÕs other assets is at least equal to its liabilities. The relevant conditions which
need to be met are principally that at least one-quarter of the nominal value and
share premium has been paid up.
Subordinated debt

4.22

Subordinated debt is defined in rule 11.1, and is any debt that ranks after general
creditors, in the event of a winding up of the debtor, and that is not to be repaid until
the claims of those general creditors have been settled. There is, however, an express
provision in rule 4.5(7) which prohibits an insurer from assigning a value to such
subordinated debt if issued by its holding company.

4.23

For admissibility purposes, subordinated debt falls within the definition of hybrid
security and will therefore benefit from the same admissibility limits as investments
in equity share capital.
Premium debtors and the Ôthree month ruleÕ - applies to all premium debts

4.24

The three month rule applies to all premium debts whether in relation to direct
insurance business or inwards reinsurance business. Debts in relation to outwards
reinsurance (i.e. essentially reinsurance recoveries) are not caught by these
premium debt rules.

4.25

Under the Valuation of Assets Rules, any premiums which have been recorded in the
insurerÕs records as due and payable and have been outstanding for more than three
months can have no value for solvency purposes. The key to determining valuation
is to establish when the clock starts running for the purpose of the Ôthree monthÕ test.
In general the due date will run from the time the insurer books the debt as due and
therefore the three month period will run from after the expiry of any agreed credit
terms. For example, in the case of an instalment premium, an instalment not due
until six months time will only fail the Ôthree monthÕ test if it has still not been paid
within nine months (i.e. three months from the date it is due). In relation to London
market bureaux business, a debt would normally be considered to be due from the
bureau settlement date for the particular transaction concerned, i.e. the debt would
not need to be linked back to the original signing date of the policy each time there is
a subsequent treaty statement or premium adjustment. In all cases, the FSA would
expect the insurer to be able to demonstrate clearly from its records when the debt is
actually due for payment. If an insurer has recorded a debt but simply not yet made
any effort to collect then it cannot claim that the amount is therefore not yet payable.
Similarly it is unlikely that an insurer would be considered to have fulfilled the
requirements if it were to grant extended credit terms beyond those needed for
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normal commercial purposes (especially if granted to a connected company) in order
to extend the admissibility of its premium debts.
Quasi-derivatives
4.26

Except in limited circumstances (which are described in paragraph 4.90), contracts
having the effect of derivative contracts (e.g. where the principal is repayable in full
and it is simply the coupon which is linked to an unapproved index) are given a nil
value. However, any Ôtrue debtÕ element which is receivable under an unconditional
right can be assigned a value using the normal debt rules.
Amounts due from the long-term insurance fund

4.27

The rules do not specifically cover balances due between the long-term insurance
fund and shareholders' funds or between separate long-term insurance funds
maintained by an insurer. Given the requirement for separate identification of the
long-term insurance fund by rules 3.1 to 3.5, such balances do arise in practice and
may feature in the shareholders' accounts. There is a difficulty in reflecting these in
the return since the long-term insurance fund is not a separate legal entity and,
legally speaking, there is not a ÔdebtÕ that can be valued under the rules. The FSAÕs
view is that the allocation of assets between the long-term insurance funds and
shareholders' funds should be made to ensure that no such ÔinterfundÕ balances exist.
Secured debts

4.28

The Valuation of Assets Rules make the distinction between secured and unsecured
debts. Moreover, the rules allow a debt to be split into a secured element and an
unsecured element and the two parts are able to be treated separately when applying
the Valuation of Assets Rules and the admissibility rules. The Valuation of Assets
Rules do not expressly distinguish between types of security (e.g. floating or fixed)
but instead set out the criteria against which each type of security should be assessed
to determine whether it allows the debt to rank as ÔsecuredÕ under the Valuation of
Assets Rules.

4.29

The extent to which a debt is to be regarded as ÔsecuredÕ is set out in the definition of
secured debt in rule 11.1.

4.30

A debt is treated as secured only to the extent that it is secured by (1)

a letter of credit established with an approved credit institution¬;

(2)

a guarantee provided by an approved credit institution¬; or

(3)

assets which are of a value which is sufficient to allow the debt to be
discharged in full (provided the assets can themselves be valued under the
Valuation of Assets Rules and provided that the exposure to that class of
assets does not exceed the permitted exposure limits once the assets
providing security have been aggregated with the other exposures to that
class of assets).
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¬ as long as the LOC/guarantee does not cause a breach of the permitted counterparty
exposure limit.

4.31

In the case of 4.30 (1) and (2), the letter of credit or guarantee can only count as
security to the extent that the counterparty exposure to the credit institution does not
exceed the permitted limits once the letter of credit or guarantee has been aggregated
with the other exposures.

4.32

The Valuation of Assets Rules are broadly the same for both secured and unsecured
debts (paragraph 4.16) - the only difference being that for secured debt, due account
should be taken of the quality and nature of the security. The main difference in
treatment between secured and unsecured debts is in relation to the admissibility
limits which are discussed further in section 5.

4.33

When assessing counterparty exposure to credit institutions which have provided
guarantees to act as security, the FSA would expect insurers to bear in mind their
potential counterparty exposure to that credit institution in the context of rule 2.3
(the requirement to have assets appropriately spread).

4.34

A letter of credit is normally different in economic terms from a guarantee since
under a LOC scheme, the credit institution operating the scheme is in effect ensuring
that the debtor will honour the debt by holding assets which belong to the debtor and
only permitting them to be released to the benefit of the insurer in settling the debt
due. This is quite different from the credit institution acting as guarantor of the
amount due. When looking at counterparty exposure, if letters of credit are involved,
insurers will need to look at the legal structure of their own arrangements in each
case but, in general, the FSA would not expect amounts due under LOCs operating
as described above to be included within the overall counterparty exposure for the
credit institution operating the scheme. An exception to this generality is that when
assessing whether a LOC can count as security for a debt rule 11.1 states that the
counterparty exposure to the credit institution should be taken into account
(paragraph 4.31 refers).

4.35

The secured debt rules can be difficult to interpret and hence some worked examples
of how secured debts are valued is given in Annex A.
Stock lending and repo transactions

4.36 The rules permit stock lending transaction and repos to be treated on the same
footing.
Basic principles
4.37

The overall principle which is applied to ÔapprovedÕ stock lending and repos is to
Ôlook throughÕ the transaction. That is, provided certain conditions are met, values
are ascribed to the stock lent as though it were still retained by the insurer, but no
value is ascribed to the collateral Ôtransferred inÕ. This principle is detailed in rule
4.4(1).
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4.38

In summary, the transaction must be with an approved credit institution or an
approved investment firm and the maturity period must not exceed six months or
must be Ôon demandÕ. Finally, the transaction must satisfy the conditions set out in
rule 4.4(2) together with those set out in (a)

rule 4.4(3) (which caters for securities purchased); or

(b)

rule 4.4(4) (which caters for securities sold or lent).

Many of the conditions in rule 4.4 relate to the nature and quantum of the collateral.
The Valuation of Assets Rules operate in a significantly smoother fashion if the
insurer has ensured that its transactions are appropriately collateralised and can
benefit from the Ôlook throughÕ approach. Since it is assumed that the vast majority
of insurers will carry out stock lending and repo transactions with appropriate
collateral, it is not proposed to offer detailed guidance of the calculations required if
an arrangement has collateral which fails the conditions within rule 4.4 . Insurers
should be aware, however, that if the collateral is such that the conditions in rule 4.4
fail, and the look through approach is not permitted, the insurer will then have to
endure a number of additional calculations in order to apply the Valuation of Assets
Rules using first principles (i.e. would treat the outward and reverse transactions as
futures contracts, requiring therefore that account be taken of counterparty exposure
etc.).
The conditions set out in rule 4.4(2)
4.39

The conditions described in rule 4.4 broadly require the collateral to maintain a value
which does not fall below 97.5% of the value of the stock sold. If the value does fall
through this level, additional collateral is required by the end of the next working
day to bring it back up to the 100% level.
The conditions set out in rule 4.4(3)

4.40

4.41

If, under the agreement, it is the insurer which has purchased the securities, using
consideration which is other than by way of a sale of securities, then the conditions
which must be met to allow the Ôlook throughÕ approach are set out in rule 4.4(3) and
are as follows:
(a)

the securities purchased must be gilts, listed securities or securities issued by
an approved credit institution; and

(b)

the securities purchased must satisfy extra conditions (see 4.41).

For the Ôlook throughÕ approach to apply where an insurer purchases securities, it is
a condition that the securities purchased must not include (a)

securities issued by the same counterparty, the aggregate value of which
exceeds 15% of the value of the total package of securities purchased,

or, if (a) is not satisfied,
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(b)

securities which, if aggregated with the insurerÕs existing other holdings,
would cause a breach of the relevant admissibility limits.

These conditions do not apply if the assets transferred to the insurer are gilts or other
types of approved securities.
The conditions set out in the rules at 4.4(4)
4.42

If, on the other hand, it is the insurer which has sold securities to an approved credit
institution or an approved investment firm, then the conditions in rule 4.4(4) apply as
follows (a)

the ÔconsiderationÕ received must be of a certain nature;

(b)

the ÔconsiderationÕ (unless in the form of gilts or cash) received must satisfy
extra conditions;

(c)

if cash was received as collateral, then cash must be returned in the same
currency; and

(d)

if securities were offered as collateral, then equivalent securities must be
returned.

Consideration in this context comprises Ð
•
•
•
•
•
•

securities (other than gilts and other approved securities issued by,
letters of credit established with,
guarantees provided by,
cash held with,
a charge over cash held with,
a charge over securities issued by,

the same counterparty.
4.43

For the Ôlook throughÕ approach to apply where an insurer sells securities, the
conditions require that the ÔcollateralÕ received must not include (a)

ÔconsiderationÕ which causes exposure to the same counterparty to exceed
15% of the value of the total package of the ÔcollateralÕ,

or, if (a) is not satisfied
(b)

ÔconsiderationÕ which, if aggregated with the insurerÕs existing other
holdings, would cause a breach in the relevant admissibility limits.

The conditions would not, in practice, apply if the 'collateral' received by the insurer
is gilts or other types of approved securities.
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Look through approach for stock purchased
4.44

If the conditions are met, the insurer should value the ÔconsiderationÕ as if such
consideration had been retained by it. At the same time, no value is to be given to the
stock ÔpurchasedÕ, except to the extent that the stock is non-returnable and represents
payment for services rendered.
Look through approach for stock sold

4.45

Under similar Ôlook throughÕ principles, providing the conditions are satisfied, the
insurer should value the stock sold as if such stock had been retained by it. At the
same time, no value is to be given to the collateral which the insurer received as part
of the transaction, except to the extent that the assets received as 'collateral' are nonreturnable and represent payment for services rendered.
Admissibility implications

4.46

Those assets to which a value can be given (see 4.44 and 4.45) will be included
within the insurerÕs exposure to assets of the same description. At the same time, if
the conditions are satisfied, there will be no counterparty exposure to the assignee by
virtue of the fact that no value may be given to the assets received by the insurer.

4.47

Rule 4.4(7) allows insurers to adopt a pragmatic approach where the insurer has
entered into a number of stock lending or repo transactions. It allows the agreements
which are yet to mature at the relevant date to be aggregated and treated (for the
purposes of testing the conditions also set out in rules 4.4(3) and (4)) as though they
were one agreement. In practical terms, therefore, when an insurer assesses whether
the collateral causes a breach of any of the permitted exposure limits, it can look at
all such collateral collectively.
What if the conditions are not met?

4.48

In such instances, the transaction should be assessed using first principles. In the
majority of cases, stock lending and repo transactions will be a series of futures
contracts and should be treated under the Valuation of Assets Rules and admissibility
rules accordingly. This will undoubtedly require a number of additional calculations
to be carried out (the section on futures and options contracts in section 5 may also
be relevant). The purpose of the conditions set out in rule 4.4 is to provide a simple,
pragmatic treatment for the preferred types of stock lending and repo transactions.
What if the insurer reinvests the collateral?

4.49

In certain instances, it may be considered commercially advantageous to reinvest the
ÔcollateralÕ received when the insurer has ÔsoldÕ securities under a stock lending or
repo transaction. If the conditions set out in rules 4.4(2) and (4) are satisfied, then the
Ôlook throughÕ approach applies not only to the original collateral, but also to any
assets which have been acquired as a result of the reinvestment. In other words, the
original collateral, or any assets purchased by it, are given a nil value.
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4.50

However, in such circumstances, the insurer must consider the effects of rule
5.3(1)(b) which caters for imprudent reinvestment of collateral received under a
stock lending or repo transaction. The rule requires the insurer to provide for, as an
additional liability, any adverse variations (taken in the context of the overall level of
assets party to this and similar transactions) which may occur between the value of
the original assets received as collateral and the assets it has acquired upon
reinvestment of the collateral.

4.51

Rule 5.3(1)(b) is reliant on the insurer being able to earmark assets to match the
obligation it has taken on under the transaction Ð under rule 5.3(1)(a). For pragmatic
reasons, it is reasonable for an insurer to have regard to the overall availability of the
assets of the description in question before carrying out the earmarking process. For
example, if the insurer were to identify cash as a suitable asset to cover its
obligation, and if the insurer had an abundance of cash reserves elsewhere, it would
be unnecessary for the insurer to earmark specific pound notes and coins for the
purpose of rule 5.3(1)(a).
FSA return reporting

4.52

For the purposes of the FSA Returns, the asset sold or lent will be reported in the line
of Form 13 appropriate to the asset to which title has been transferred, and not as a
debt. This is consistent with existing practice for most insurers.
Land and buildings

4.53

Rule 4.6 requires that land is valued on the basis of the most recent proper valuation
after deduction of reasonable expenses of sale. If there has been no proper valuation,
the land has a nil value. By virtue of the Interpretation Act 1978 ÔlandÕ includes any
interest in land such as a lease or option and also includes buildings, but does not
include a remainder or a reversionary interest which in the case of long-term
insurers, must be valued under rule 4.11 and will have no value for general insurers.
It does not include debts secured on land.

4.54

The definitions of proper valuation and qualified valuer in rule 11.1 are extremely
important. The former makes clear that any mortgage or charge is to be excluded
from consideration; it is not the equity of redemption which is to be valued as might
have been thought to be the case without this specific reference. If the insurer has
used a valuer who does not hold one of the specified qualifications, then the land
will have a nil value unless specific exemptions have been granted under a section
148 direction.

4.55

It is a condition of a proper valuation that the valuation is made not more than three
years earlier by a qualified valuer. This is, however, a Ôno greater thanÕ provision. If
circumstances likely to affect the realisable value have become less favourable since
such a valuation was made, or if there is any other adverse consideration arising
from a qualification in the valuer's report (for example calling for other professional
advice), an appropriate lower value must be taken. Where a property has been
acquired at open market value after obtaining a professional valuation, this valuation
is likely to be adequate for the purposes of rule 4.6.
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4.56

Valuation of buildings should normally be under the Royal Institute of Chartered
Surveyors (RICS) guidelines for the valuation of properties of insurers. The
deduction for reasonable expenses of sale, which the RICS guidance recommends
that the valuer leaves to the insurer to assess, may need to include relocation costs
where the insurer occupies its own premises.

4.57

Where the insurer or a related company occupies the property, then the valuation
should be on a vacant possession basis, not sale and lease back, unless a lower value
is more appropriate. This rule applies to the situation where the general insurer
occupies a building owned by the long term insurance fund of a related company.

4.58

Where a number of pieces of land are valued together they may attract a collective
admissibility limit under paragraph 1 of Part II of Appendix 4.2

4.59

Rule 4.6(2) provides that the amount of any interest in land which is determinable
upon a future event (including the death of any person) is the immediate transfer
value of the interest.
Equipment

4.60

Rule 4.7 provides for the rapid write off of all forms of operating equipment. This is
a Ônot greater thanÕ rule and so a faster rate of write down should be used if that is
considered reasonable for particular items of equipment. Such a circumstance may
arise if, for example, an insurer's computer equipment has become outmoded
because of technological developments and would, therefore, have little realisable
value.

4.61

There is no definition of computer equipment in rule 11.1, but in practice the FSA
considers it appropriate to continue with the general practice that computer hardware
would be included, but not computer software.

4.62

Rule 4.7 only applies to equipment owned by the insurer and leased assets would
have to be left out of account. In the interests of consistency, there is no need in
these circumstances to provide for the accounting liability in respect of future
finance lease payments which would appear in the shareholder accounts by virtue of
SSAP 21. However, where the present value of future lease payment commitments
exceeds the value of the assets (valued under the appropriate Valuation of Assets
Rules), then the net liability (or the cost of breaking the lease if lower) should be
included as a liability for the purposes of assessing solvency.
Securities and beneficial interests in limited partnerships
Overview

4.63

All securities and all beneficial interests in limited partnerships are valued under rule
4.8. There are three exceptions: interests in collective investment schemes, derivative
contracts and contracts having the effect of derivative contracts must be valued
using their own more specific rules 4.9, 4.12 and 4.13 respectively.
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4.64

The same valuation rules apply regardless of whether the security is listed or
unlisted. However, there is a distinction between listed and unlisted securities in the
admissibility rules. The admissibility rules are described in section 5.

4.65

The question as to whether securities are readily realisable has a direct impact on
both the valuation rule and the admissibility rule.

4.66

Readily realisable securities include those which it would be reasonable to assume
that, had they been sold at the relevant date, the selling price would have been at
least 97.5% or more of the market value. Readily realisable securities are subject to
different valuation and admissibility rules. The underlying principles are further
explained in paragraphs 4.73 to 4.77.

4.67

Rule 4.8 itself does not allow a lower valuation than that required. Consequently,
there is no option to show an amount other than that under the rules in the returns.
As with all valuations, this is subject to the application required of the Ôoverriding
ruleÕ in rule 4.1(4) (see 4.4). In addition, the valuation must be under UK GAAP
which, in itself, allows the necessary degree of flexibility when valuing securities.
Directors must, however, be able to support and justify the valuation methods used
to the insurer's auditors.
Summary of the Valuation of Assets Rules
Is the investment transferable?

Is the investment listed?

Is the investment readily realisable?

VALUATION

Market Value

Lower of market
v a l u e
or
reasonable
consideration

Redemption or
surrender value

Unlisted investments
4.68

The insurer must value unlisted securities under UK GAAP. The insurer's auditor is
responsible for forming an opinion on whether the methodologies used in valuing
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unlisted investments fall within the scope of UK GAAP and give an appropriate
estimation of the investment's value.
4.69

When estimating the value of unlisted securities, matters for consideration should
include the following.
•

For bonds: comparison with a range of similar securities, or obtain an
independent quotation from an investment firm; and

•

For equities and other investment interests: have regard to the valuation
guidelines given by the British Venture Capital Association document,
ÔGuidelines for the Valuation and Disclosure of Venture Capital PortfoliosÕ,
or obtain an independent quotation from an investment firm.

Consideration should also be given to the average price at which the unlisted
securities were traded at the relevant date, if it is the case that a market exists for
such investments.
4.70

The Valuation of Assets Rules are not intended to require an insurer to assign a
Ôforced saleÕ valuation to such securities. This may be particularly relevant when
assessing the value under rule 4.8(3)(b)(ii).
Listed investments

4.71

Rule 4.8 caters for listed debt securities (including local authority capital issues and
listed Eurobonds) and listed shares.

4.72

Other listed investments are assigned the market value as determined under UK
GAAP, except for securities (listed or unlisted) which have the effect of an
inadmissible derivative contract (in which case the valuation issues are discussed
below). Similarly, it follows that fixed interest redeemable investments should also
be shown at their market value as determined by UK GAAP and hence may not be
valued on an amortisation basis.
Investments which are readily realisable

4.73

Rule 4.8(4) requires the insurer to assess whether it would have been able to sell the
investment at the ascribed value. The security would fail the readily realisable test if
it is reasonable to assume that, if the investment had been sold at the relevant date,
the maximum selling price which could have been achieved would not be
sufficiently close to the ascribed value.

4.74

In order to determine whether the investment is readily realisable, the insurer should
first assign the market value (i.e. the value ascribed using UK GAAP) to the
security. The insurer should then be in a position to be able to demonstrate to its
auditors that the investment could have been sold or transferred under an orderly
armsÕ length sale at the relevant date (having had 7 days to negotiate the sale), at a
selling price which is not less than 97.5% of the ascribed value.
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4.75

If the insurer is unable so to demonstrate, then the investment will not be considered
readily realisable and it will be treated under the admissibility rules as though it
were unlisted (see the summary rules table above). This then has the knock on effect
that listed but not readily realisable investments are included, together with unlisted
securities, within the aggregate limit in paragraph 12 of Part II of Appendix 4.2.
This is in contrast to the treatment of readily realisable listed investments, where
there are no aggregate limits.

4.76

The rules allow certain investments which may, on the face of it, otherwise fail the
test in rule 4.8(4), nonetheless still to be classed as readily realisable. An investment
does not fail the readily realisable test if (but only if) it failed the requirements of
rule 4.8(4) owing to either (a)

a temporary suspension of the listing; or

(b)

the size of the holding being so large that it would not be possible to carry
out an orderly armsÕ length sale on the relevant date of that entire holding at
the ascribed value.

Non-transferable securities
4.77

Any investment, regardless of whether it is listed or unlisted, which is not
transferable will be assigned a value which would be payable on surrender or
redemption of the investment at the relevant date. In this regard, the Ôtransferable
testÕ is not intended to define investments which are Ônot readily transferableÕ.
Instead, the intention is to make a distinction for those securities where there is a
prohibition on any transfer.
Traded debt securities (ÔEurobondsÕ)

4.78

The term Ôlisted debt securitiesÕ includes all debt securities in respect of which there
has been granted and not withdrawn a listing on any stock exchange in an EEA State
and includes all debt securities which have been granted a trading facility on a
regulated market. Debt securities are catered for under rule 4.8.
Other commercial paper

4.79

Commercial paper which is not listed will be treated as an unlisted debt security and
will be valued under rule 4.8. The admissibility limits which cater for debt securities
are described in section 5. Since the valuation rule ascribes market value to such
items, it is possible for the value of the commercial paper to be stated inclusive of
accrued interest.
Valuation rules - unit trusts and other collective investment schemes

4.80

Rule 4.9 describes the characteristics of those collective investment schemes which
can be given a value. Provided the criteria are satisfied, the holding/beneficial
interest in the scheme can be valued and admitted for solvency margin purposes. All
UCITS are incorporated within rule 4.9.
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4.81

The valuation of collective investment schemes where the issuer cannot be required
to buy back the units is determined by applying the provisions set out in rule 4.8.

4.82

The admissibility rules distinguish between collective investment schemes
recognised under the UCITS Directive (which are admissible without restriction) and
other authorised/recognised schemes (which are admissible up to 5% of the business
amount).

4.83

Schemes which are not authorised, or are not recognised by the FSA, can be ascribed
a value provided certain conditions are met. The admissibility limit for such schemes
is 1% of the business amount.
Derivatives

4.84

Rule 4.13 defines the criteria which apply for a contract to be treated under the
Valuation of Assets Rules as though it were a derivative contract. Rule 4.13 is
intended to catch investments which, although they may not have the legal form of a
derivative contract, nevertheless have the effect of or operate in the same manner as
a derivative. Both those contracts which are derivatives and those which have the
effect of derivative contracts are to be treated on an equal footing.

4.85

Rule 4.12 defines an Ôapproved derivative contractÕ for purposes of the rule. Only
such a contract can be given a value for solvency purposes. A contract which gives
rise to a liability (whether ÔapprovedÕ or not) must be valued under UK GAAP,
under rule 5.2.

4.86

(1)

The conditions which must all be satisfied in order for the contract to be
treated as an Ôapproved derivative contractÕ are (a)

the contract can be readily closed out;

(b)

the contract is listed or if OTC (ÔOver The CounterÕ) is with an
approved counterparty;

(c)

the investment is for the purpose of efficient portfolio management or
a reduction in investment risks;

(d)

the contract is held in connection with assets which are themselves
admissible under the Valuation of Assets Rules for the purposes set
out in (c);

(e)

the contract is covered - i.e. the insurer will have, as far as can
reasonably be foreseen, appropriate assets at the settlement date to be
able to fulfil its obligations under the derivative contract;

(f)

the contract must satisfy the Ôin connection withÕ test;

(g)

the contract must use a prescribed pricing basis.
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(2)

The rights to recover the initial margin are now catered for under rule 4.5.

4.87

A derivative contract would not be ÔcoveredÕ if, under rule 5.3, it would require a
significant provision to be made. Although it is a matter ultimately for the directors
to agree with their auditors, the FSA takes the view that the term Ôsignificant
provisionÕ should be taken in the context of the value of the contract - not in the
context of the fund within which the contract is used.

4.88

Listed derivative contracts are valued at their market value; the valuation for unlisted
contracts remains as before, being the amount which would reasonably be paid for
closing out the contract. The value of both listed and unlisted derivative contracts
must be reduced by any amounts which have already been received by the insurer
under the contract, for example by way of a variation margin.

4.89

Rule 5.3 should also be considered when valuing derivative contracts to determine
whether an additional liability should be made in respect of a provision for adverse
changes.

4.90

Whilst the above paragraphs provide an overview of the derivatives rules within the
Valuation of Assets Rules, fuller guidance on the valuation and admissibility of
derivatives is given in Guidance Note 4.2 ÔThe use of derivative contracts in
insurance fundsÕ. This more detailed guidance should be referred to when seeking to
value derivative contracts for solvency margin purposes.

4.91

Rule 4.13 sets out the valuation rules for contracts or assets which have the effect of
derivative contracts. In essence, such contracts or assets are valued at market value.
Those which have the effect of inadmissible derivative contracts have a nil value,
except in respect of an unconditional right to receive a specified amount. Such an
amount is treated as a debt and valued accordingly.
Implicit items: future profits

4.92

(1)

Insurers may apply for a waiver from rule 2.10 so that the implicit item
relating to future profits may be valued at not more than 50% of the full
amount of future profits.

(2)

For the purposes of (1), the full amount of future profits is the estimated
annual profit multiplied by a factor which, as closely as possible, represents
the average number of years remaining to run on policies, but does not
exceed 10.

(3)

For the purposes of (2) (a)

the estimated annual profit is one-fifth of the profits made in longterm insurance business over a period of five years (the relevant
period) ending on the last day of the most recent financial year for
which a valuation under rule 9.4 has been carried out, substantial
items of an exceptional nature being excluded; and
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(b)

the average number of years remaining to run on policies is
calculated(i)

by multiplying the number of years to run on each policy by
the actuarial value of the benefits payable under the policy,
adding together the products so obtained and dividing the total
by the aggregate of the actuarial values of the benefits payable
under all the policies, or

(ii)

by an approximation to this method of calculation suitable to
the circumstances of the case, including, where appropriate,
an approximation involving the grouping of contracts,

appropriate allowance being made in either case for premature
termination of contracts.
(4)

For the purposes of (3)(a) (a)

where a valuation under rule 9.4 has been carried out annually in
relation to the Ôrelevant periodÕ, the profits made in long-term
insurance business for any particular year of the Ôrelevant periodÕ is
the surplus (if any) arising in the long-term insurance fund since the
last such valuation, and the profit so made for that period is the
aggregate of those surpluses less any deficiencies in the long-term
insurance fund during that period;

(b)

where an insurer has carried on long-term insurance business
throughout the Ôrelevant periodÕ but valuations under rule 9.4 have
not been made annually in that period, the profits so made for that
period are the aggregate of surpluses arising in the long-term
insurance fund since the last valuation preceding the Ôrelevant periodÕ
less any deficiencies in the long-term insurance fund since that last
valuation, except that the surplus or deficiency arising in the period
ending with the first valuation within the Ôrelevant periodÕ is
proportionately reduced to allow for any period of time falling outside
the relevant period; and

(c)

where an insurer has not carried on long-term insurance business
throughout the Ôrelevant periodÕ, the profits made in long-term
insurance business for the Ôrelevant periodÕ are the aggregate of any
surpluses arising in the long-term insurance fund during that part of
the Ôrelevant periodÕ for which long-term insurance business was
carried on less any deficiencies in the long-term insurance fund
during that part of that period.

49

21 June 2001

Implicit items: zillmerising
4.93

(1)

(2)

(3)

(4)

Insurers may apply for a waiver from rule 2.10 so that, where zillmerising is
appropriate, but either is not practised or is at a rate less than the loading for
acquisition costs included in the premium, then, subject to (6), the implicit
item relating to zillmerising may be valued at an amount not exceeding the
difference between (a)

the non-zillmerised or partially zillmerised figure for mathematical
reserves maintained by the insurer; and

(b)

a figure for mathematical reserves (not less than those required by the
Determination of Liabilities Rules) zillmerised at a rate equal to the
loading for acquisition costs included or allowed for in the premium.

Where zillmerising is not practised, then, subject to (6), the value given by
(1) (less any amount relating to temporary assurances) may not exceed 3.5%
of the aggregate of the difference between (a)

the Ôrelevant capital sumsÕ for long-term insurance business
activities; and

(b)

the mathematical reserves (excluding mathematical reserves for
temporary assurances).

Where zillmerising is practised but is at a rate less than the loading for
acquisition costs, then, subject to (6), the value given by (1) (less any amount
relating to temporary assurances) together with the difference between the
partially zillmerised mathematical reserves and the n o n -zillmerised
mathematical reserves may not exceed 3.5% of the aggregate of the
difference between (a)

the Ôrelevant capital sumsÕ of long-term insurance business activities;
and

(b)

the mathematical reserves (excluding mathematical reserves for
temporary assurances).

In (2) and (3), relevant capital sums means (a)

for whole life assurances, the sum assured;

(b)

for policies where a sum is payable on maturity (including policies
where a sum is also payable on earlier death), the sum payable on
maturity;

(c)

for deferred annuities, the capitalised value of the annuity at the
vesting date (or the cash option if it is greater);
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(d)

for capital redemption contracts, the sums payable at the end of the
contract period; and

(e)

for linked long-term contracts, notwithstanding (a) to (d), the lesser
of (i)

the amount for the time being payable on death, and

(ii)

the aggregate of the value for the time being of the units
allocated to the contract (or, where entitlement is not denoted
by means of units, the value for the time being of any other
measure of entitlement under the contract equivalent to units)
and the total amount of the premiums remaining to be paid
during such of the term of the contract as is appropriate for
zillmerising or, if such premiums are payable beyond the age
of seventy-five, until that age,

excluding in all cases any vested reversionary bonus and any capital sums for
temporary assurances.
(5)

Where, under the contract relating to any such business as is mentioned in
(4), the payment of premiums is to stop before the sum assured becomes due,
then, notwithstanding (4), relevant capital sums in (1) to (3) means the
mathematical reserves appropriate for that contract at the end of the
premium-paying term.

(6)

For the purposes of this guidance (a)

reserves for vested reversionary bonuses will not be regarded as
mathematical reserves; and

(b)

the result given by (1), (2) or (3) will be reduced by the amount of
any undepreciated acquisition costs brought into account as an asset.

Implicit items: hidden reserves
4.94

Insurers may apply for a waiver of rule 2.10 so that the implicit item relating to
hidden reserves, if it consists of hidden reserves resulting from the underestimation
of assets and overestimation of liabilities (other than mathematical reserves), may, in
so far as the hidden reserves in question are not of an exceptional nature, be given its
full value.

5.

ADMISSIBILITY LIMITS
General principles

5.1

The admissibility rules are contained in rule 4.14 and Appendix 4.2 and cover STEP
THREE referred to in paragraph 2.1 of this Guidance, that of encouraging insurers
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to maintain a prudent spread of investments. This is achieved in Part II of Appendix
4.2 by tabulating percentages of defined yardsticks which represent the maximum
value for a particular asset or category of assets that may be taken into account for
solvency purposes. Rule 4.14(5) sets out the exemptions from the admissibility rules
for certain assets and rule 4.14(6) sets out the special considerations that apply to
index linked assets. In essence, if an asset falls within one of the exemptions catered
for in rule 4.14(5), then it is fully admissible without restriction. Paragraph 5.25
provides a list of such assets.
5.2

An insurer is not prohibited from holding a greater amount of a particular asset, but
it will receive no credit for the excess holding in determining whether it has
complied with solvency requirements. While this may not be unduly significant for a
insurer with a substantial excess of available assets over the required minimum
margin, an insurer with less of a cushion will need to be careful to ensure that undue
concentrations in particular assets do not lead to statutory solvency requirements
being breached.

5.3

Appendix 4.2 promotes the concept of aggregate exposure to particular assets or
classes of assets. The limits are graded so that more restrictive treatment is applied to
assets which are subject to higher risks and/or have lower security (both in terms of
collateral provided and status of the counterparty). The rules relating to counterparty
exposure place restrictions on large exposures to any particular counterparty or any
of its connected companies. Both aggregate exposure and counterparty exposure are
discussed more fully below.

5.4

The limits relate to amounts determined by calculating the ascribed percentages of
the general business amount and the long-term insurance business amount. An
insurer carrying on only general insurance business will restrict all its assets by
reference to the general business amount and a insurer carrying on only long-term
insurance business will restrict all its non-linked assets, whether shareholder or
policy holder, by reference to the long-term insurance business amount. A
composite will restrict its long-term insurance business assets by reference to the
long-term insurance business amount and its other than long-term insurance
business assets by reference to the general business amount.

5.5

If an insurer only undertakes long-term insurance business and has assets which are
partly attributable to both the policy holders and the shareholders, then any reduction
because of admissibility restrictions must be made to the long-term insurance
business assets in the same proportion as the attribution to the policy holders under
rule 4.14(4). Similarly, the same principle applies if an insurer has more than one
long-term insurance fund for which assets are separately appropriated and a
reduction is required that will affect more than one fund.

5.6

The calculations of general business amount and long-term insurance business
amount are discussed in 5.48 to 5.50. The broad principle is that the general business
amount/long-term insurance business amount approximates to the higher of the net
technical liabilities plus a notional solvency margin or net admissible assets.
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Calculation of admissible assets
5.7

The admissibility rules adopt a menu-style approach. Firstly the assets are required
to be valued in accordance with the Valuation of Assets Rules and secondly, a series
of admissibility adjustments is applied in turn. Rule 4.14(1) provides the framework
for the necessary admissibility adjustments and can be summarised as follows.
STEP

GUIDANCE/RULE

AMOUNT

Value the assets in accordance
with the Valuation of Assets
Rules

Section 4 of this Guidance
Note

Gross amount

Deduct excess of the permitted
asset exposure

Rule 4.14(1)(a).
See
paragraph 5.18 - 5.21 of this
Guidance Note

(A)

Deduct excess of the permitted
counterparty exposure

Rule 4.14(1)(b).
See
paragraph 5.22 - 5.27 of this
Guidance Note

(B)

Deduct excess of the permitted
concentration with a number
of counterparties

Rule 4.14(4)(1)(c).
See
paragraph 5.28 - 5.29 of this
Guidance Note

(C)

Deduct
an
amount
representing the value of
assets transferred by way of an
inadmissible
derivative
contract

Rule 4.14(4)(1)(d)&(e). See
paragraph 5.30 of this
Guidance Note

(D)

Admissible amount

For reporting purposes, the difference between the Ôgross amountÕ and the
Ôadmissible amountÕ (being the total amount by which the assets exceeded the
admissibility limits in Appendix 4.2) is separately disclosed in Form 13 of the FSA
return.
5.8

The adjustments, in the main, are as a result of excess exposure to any one particular
asset class or any one counterparty. The concept of Ôaggregate exposureÕ has been
introduced to take into account the fact that insurers can be exposed to movements
in the value of assets other than those which it actually held at the relevant date e.g.
where it has entered into a derivative contract or where it has taken a particular asset
as security for a debt.

5.9

The admissibility rules operate in order that the amounts which are able to be
counted toward the solvency margin calculation are restricted if there is too much
concentration toward one particular type of asset or one particular counterparty.

5.10

The approach to admissibility restrictions is first to set out the rules to allow the
insurer to calculate its exposure to assets or exposure to counterparties and secondly
to define what the Ôexcess exposureÕ should be.
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Calculation of exposure to assets
5.11

The aggregate exposure to assets of a particular description is determined by
applying the calculation now included in Part I of Appendix 4.2. The calculation is
laid out in menu style format which applies as follows.
Aggregate exposure to assets are (1)

assets held directly; plus or minus

(2)

assets which the insurer is treated as having acquired or disposed of under
futures contracts; plus or minus

(3)

assets which the insurer is treated as having acquired or disposed of under
options; plus or minus

(4)

assets which the insurer is treated as having acquired or disposed of under
other derivative contracts (other than futures contracts and options already
taken into account above); plus

(5)

assets which have been transferred by the insurer by way of an initial margin
(under a derivatives contract); plus

(6)

assets which have been taken as security for a debt.

5.12

Item (6) is not referred to in Appendix 4.2 itself, but nevertheless must be taken into
account when calculating the Ôaggregate exposureÕ when assessing whether a debt is
ÔsecuredÕ (see paragraph 1(b)(ii) of the definition of secured debt in rule 10.1). The
worked examples in Annex A provide additional guidance on how this operates in
practice.

5.13

Paragraphs 4.36 to 4.52 describe those stock lending and repo transactions which do
not have to be taken into account for aggregate counterparty exposure calculations.
Futures and options contracts

5.14

The underlying principle for futures contracts and options is that, provided certain
conditions are met, for the purposes of aggregate exposure calculations the insurer is
deemed to have already acquired or disposed of the asset as at the relevant date. Part
1 of Appendix 4.2 sets out these conditions. In brief, (on the assumption that these
conditions are met) the treatment is as follows:
(a)

If the contract provides for the acquisition of assets, the insurer is
deemed to have already acquired them at the relevant date.

(b)

If the contract provides for the disposal of assets, the insurer will be
deemed to have already disposed of them at the relevant date only if 54
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(i)

the contract is listed, or

(ii)

the contract is not listed but provides for the disposal of the
assets by the insurer to an approved counterparty within one
year of the relevant date.

For options, if it appears prudent to assume that the insurer will exercise the option,
the insurer will be deemed to have exercised the option at the relevant date. (Note
that Ôprudent to assumeÕ should be a considerably stiffer test than a simple balance of
probabilities). If the insurer is deemed to have exercised the option, (a) and (b) will
apply.
5.15

The principles for the treatment of futures can be applied to stock lending or repo
transactions which are not able to benefit from the look through approach. The
guidance on Ôstock lending and repo transactionsÕ in section 4 refers.

5.16

As derivative contracts are part of the aggregate exposure calculation, it is possible
for the admissibility reduction which is required for a particular class of asset will be
larger than the value of the assets which are actually held. In such cases, rule 4.14(2)
provides that the necessary reduction is first applied to the assets actually held and
any ÔunutilisedÕ part of the reduction will be applied as a deduction against Ôother
assetsÕ. For reporting purposes, a separate line is included in Form 13 of the FSA
return for such a deduction. Example 2 in 5.47 illustrates this point.

5.17

Guidance Note 4.2 provides additional guidance relating to derivative contracts and
should be referred to when valuing derivative contracts under the Valuation of
Assets Rules. The adjustments in relation to stock lending and secured debts are
discussed in section 4.
Excess of the permitted asset exposure

5.18

Once the total aggregate exposure to an asset type has been calculated, the insurer
must restrict the amount which can count toward solvency margin calculations. The
restriction is any amount over and above the permitted asset exposure limit. The
permitted asset exposure limit is determined by multiplying the business amount by
the relevant percentage, as found in the table set out in Part II of Appendix 4.2. If an
asset is not covered by Part II of Appendix 4.2, then unless it falls within one of the
exemptions rule 4.14(5), its permitted asset exposure limit is nil.

5.19

The calculation to determine the Ôexcess asset exposureÕ is Ð
(A) = (total exposure to assets of that description) - (permitted asset exposure limit)
If the figure arrived at is negative then it is taken to be zero (i.e. the excess is nil).

5.20

It is possible for an asset to interact with more than one admissibility restriction (e.g.
the asset could be a preference share issued by an approved counterparty, hence
paragraphs 11, 12 and 15 of Part II of Appendix 4.2 interact). In such cases, the
lower admissibility limit bites first. The reduction required by the first limit is taken
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into account when calculating the excess exposure in applying the second limit. In
other words, if an asset has already been partly disallowed by virtue of one limit,
only the admissible element needs to be considered when applying a second limit.
This approach is set out in paragraph 12, Part I of Appendix 4.2.
5.21

In circumstances where the insurer does not hold sufficient assets of that description
to eliminate the excess, a deduction is made against Ôother assetsÕ as described under
5.16.
Calculation of exposure to a counterparty

5.22

Exposure to any one counterparty (when taken together with its connected
companies) also falls under the admissibility restrictions.

5.23

The rules require the value of all investments in, debts due from and rights against a
counterparty to be aggregated in order to calculate the counterparty exposure. The
values which are entered into the counterparty exposure calculation are the amounts
arrived at after taking account of the permitted asset exposure rules, thus avoiding
Ôdouble countingÕ of the admissibility limits.

5.24

Certain secured obligations, which may include stock lending and repo transactions,
are permitted to be excluded from the aggregation calculation, provided certain
conditions are met. The conditions, which relate to the nature of the security given,
are set out in paragraph 14 of Part I of Appendix 4.2.

5.25

Not all assets are subject to admissibility restrictions. Rule 4.14(5) lists those assets
which are permitted without limit (a)

approved securities or interest accrued on them (the definition of approved
securities should be considered),

(b)

debts due under reinsurance contracts,

(c)

salvage rights,

(d)

subrogations recoverable,

(e)

premium debts,

(f)

amounts due from public bodies of any state in Zone A,

(g)

for long-term insurance business, debts due, which are secured by a policy of
insurance,

(h)

general insurance deferred acquisition costs

(i)

UCITS, and

(j)

shares in, or debts due from, a dependant.
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Hence, such assets are left out of the calculation for counterparty exposure.
Calculation of permitted counterparty exposure limit
5.26

The definition of permitted counterparty exposure limit, is set out in paragraph 3 of
Part I of Appendix 4.2. The table below provides an illustrative guide as to how the
definition operates. As a rule of thumb, the lower limit will always bite first, so the
higher limit does not apply.
Permitted
counterparty
exposure

Explanation

Unincorporated body of persons

5%

Paragraph 3(a) applies

Individual

5%

Paragraph 3(a) applies

Non Zone A public body

5%

Paragraph 3(b) applies

Manufacturing company

5%

Paragraph 3(c)(iii) bites first

Approved counterparty

10%

Paragraph 3(c)(iii) does not apply
Paragraph 3(c)(ii) bites

Approved credit institution
excluding deposits

Ð 10%

Paragraph 3(c)(iii) does not apply
Paragraph 3(c) (ii) bites

Approved credit institution
including deposits

Ð 20% or £2 Paragraph 3(c)(iii) does not apply
million,
Paragraph 3(c)(ii) does not apply to
whichever is the deposit element
higher
Paragraph 3(c)(i) bites on the
aggregate of the deposit coupled
with the other assets

Excess of the permitted counterparty exposure
5.27

The calculation to determine the excess counterparty exposure is -:
(B) = (total exposure to counterparty) - (permitted counterparty exposure).
If the figure arrived at is negative, it is taken to be zero (i.e. the excess is nil).
Excess concentration with a number of counterparties

5.28

The calculation to determine the excess concentration with a number of
counterparties can be described as (C) = (sum of all the exposures which exceed 5% of the business amount) - (40%
of the business amount).
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If the figure arrived at is negative, it is taken to be zero (i.e. the excess is nil).
5.29

Owing to the restrictions of paragraph 3 of Part I of Appendix 4.2, it is only
exposures to approved counterparties which are able to exceed 5% of the business
amount, but can be no more than 10%. The rules place an aggregate limit of 40% of
the business amount on those exposures to approved counterparties which exceed
5%, but are not greater than 10% of the business amount. If the counterparty
exposure is less than 5% of the business amount, then it will not form part of the
excess concentration with a number of counterparties calculation. i.e. there is no
aggregation limit for counterparty exposures of 5% or less.
Assets transferred by way of an unapproved derivative contract

5.30

Rules 4.14(1)(d) and (e) define the scope for the necessary deduction of such
amounts from the value as determined under the Valuation of Assets Rules.
Guidance Note 4.2 includes a number of worked examples which illustrate the
operation of the admissibility limits when the insurer is party to derivative contracts.
Operation of the limits

5.31

The limits are set out in Part II of Appendix 4.2. There are some important points to
note.
(1)

Some aggregate limits apply so that in many cases more than one limit may
apply - both an individual limit, e.g. an exposure to ABC shares, and an
aggregate limit e.g. all unlisted securities combined.

(2)

The debt limits have been ÔgradedÕ so that the higher the limits that apply the
greater the security or liquidity of the debt. Security in this context refers to
the status of the counterparty concerned as well as to any physical collateral
arrangements in place.

5.32

The aggregate limits take two forms: first as a limit on the total permitted in a
particular category of assets and second as a limit on exposure to a single
counterparty and any of its connected companies from whatever source.

5.33

Given the complexity of some of the limits, it is important to consider each
paragraph of Appendix 4.2 in turn. Note that all percentages relate to percentage of
the general insurance business amount or long-term insurance business amount. The
admissibility of debts is particularly complex and the flowchart in Annex B
summarises the different limits which apply. In addition some worked examples on
the valuation and admissibility of debts are given in Annex A. Each paragraph
operates on a stand alone basis and consequently more than one paragraph may
apply in any one instance. If a particular asset falls within the limits of more than
one paragraph, all the limits will need to be applied and in practice, therefore, the
lower limit will bite first.
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5.34

An asset must be expressly described within Part II of Appendix 4.2 otherwise the
asset is inadmissible. This does not apply to any of the asset types which are 100%
admissible by virtue of their exclusion from Appendix 4.2 under the provisions of
rule 4.14(5).
Paragraph 1 - land, 5%

5.35

This restricts any single piece of land to 5%. This restriction also extends to a
number of pieces of land or buildings close enough to each other to be considered as
one investment. Adjacent sub-leases of parts of the same building would not
normally fall to be considered as separate pieces of land. Adjacent pieces of land
would normally be considered separately only for the purposes of assessing the
impact of the admissibility restrictions where there is a clear and distinct difference
in land usage.
Paragraph 2 - individual mortgage debts, 1%

5.36

This paragraph relates to debts due from individuals which are secured by land or
buildings used as that individual's own residence. The individual concerned must not
fall within the definition of a ÔconnectedÕ person in 3.4(5) i.e. must not be a
controller or director of the company (or related to a director).
Paragraphs 3 to 8 - debts; individual limits, 10% - 0.25%

5.37

Annex B provides a decision tree which gives further guidance through the various
admissibility paragraphs of Appendix 4.2 which affect debts. The table below
summarises the position in respect of admissibility for a number of example debts.
Type of debt

Admissibility limit for each
individual issuer

Aggregate exposure to
debt of this type, for
all issuers

1. Sovereign or supranational
issuer

No limit
(rule 4.14(5))

None

2. Fully secured debt due from an
approved counterparty

10%
(paragraph 8 of Part II of
Appendix 4.2)

None

3. Fully secured debt Ð other

5%
(paragraph 7 of Part II of
Appendix 4.2)

None

4. Unsecured d e b t due from an
approved counterparty, including
regulated institutions which are
approved counterparties

10%
(paragraph 8 of Part II of
Appendix 4.2)

None

5. Unsecured d e b t due from a
regulated institution, which is not
an approved counterparty

2.50%
(paragraph 6 of Part II of
Appendix 4.2)

None
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6. Unsecured debt from any one
unincorporated body

1%
(paragraph 4 of Part II of
Appendix 4.2)

5%
(paragraph 10 of Part II
of Appendix 4.2)

7. Unsecured debt Ð other

1%
(paragraph 5 of Part II of
Appendix 4.2)

5%
(paragraph 10 of Part II
of Appendix 4.2)

8. Debt due from an individual
(other than those under paragraph 2
of Part II of Appendix 4.2)

0.25%
(paragraph 3 of Part II of
Appendix 4.2)

5%
(paragraph 10 of Part II
of Appendix 4.2)

When looking at whether a debt is secured or unsecured, the definition allows a
partially secured debt to be split into two elements: a fully secured element and the
remainder (which is not covered by the security) to be treated as unsecured.
Consequently, the fully secured element will be able to take advantage of the higher
admissibility limits which usually apply to secured debts. Debt securities are
excluded from the limits in paragraphs 4-10 of Part II of Appendix 4. These are
dealt with in paragraphs 14 and 15 of Part II of Appendix 4.2 which are described
below. Reference should also be made to the exclusions in rule 4.14(5) which have
the effect of allowing 100% admissibility for those asset types listed within that rule.
Approved counterparty or regulated institution?
The FSA is not aware of any approved counterparties which do not also fall under
the definition of a regulated institution. In practice, therefore unsecured debts due
from approved counterparties will generally be exempt from paragraphs 4 to 7, Part
II Appendix 4.2. Clearly, however, if there are any such bodies which whilst being
an approved counterparty do not qualify as being a regulated institution, then the
lower limit will apply. Similarly, if an approved counterparty is an individual, then
paragraphs 2 and 3 of Part II Appendix 4.2 would apply first.
Paragraph 10 - unsecured debts; aggregate limit, 5%
5.38

This paragraph applies an aggregate 5% limit to unsecured debts due from
companies, individuals or unincorporated bodies of persons. Debts due from a
regulated institution and all debt securities are excluded from this aggregate limit.
Paragraph 9 - deposits and debts with approved credit institutions, 20% or £2
million

5.39

This paragraph covers all debts including monies held in short term deposit accounts
that are held with any one credit institution and any of its connected companies. This
is in contrast to paragraph 8 of Part II of Appendix 4.2 which excludes amounts
which are short term deposits and applies a 10% limit to all other debts (other than
debt securities) due from any one approved counterparty. The definition of short
term deposit is sufficiently flexible to allow a deposit to pass the Ôno penaltiesÕ test if
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it is ascribed a value for solvency purposes which is net of any redemption penalties
which are incurred if notice for withdrawal is one month or less.
Paragraph 11 - unlisted (or listed but not readily realisable) investments, unit
trusts, 1%
Paragraph 12 - aggregate limit, 10%
5.40

Paragraph 11 applies a limit of 1% to investments in any one body made up of the
asset types described in paragraph 11 and 11(a).
Paragraph 11, which excludes secured debt securities, applies the limit of 1%
exposure to any one body of investments which fall within the valuation rules set out
in rule 4.8 other than listed and readily realisable investments, which are excluded
from this paragraph. In other words, paragraph 11 covers (a)

shares in the insurer and any of its connected companies (other than shares
in an open ended investment company);

(b)

unsecured debt securities; and

(c)

beneficial interests in a limited partnership.

Paragraph 11(a) places a 1% limit on units in a collective investment scheme (which
fall under the valuation rule described in rule 4.9) which are managed by that insurer
and any of its connected companies. Such collective investment schemes are those
where the scheme only includes assets which can be ascribed a value under the
Valuation of Assets Rules and does not employ unapproved derivatives contracts.
Paragraph 11(b) is required in order to extend the limits in paragraphs 11 and 11(a)
to connected companies of the body.
Paragraph 12 applies an overall aggregate limit of 10% to total investments of types
described in paragraph 11.
Paragraph 13 - shares and hybrid securities, 2.5%
5.41

The table below summarises the position.
Type of Hybrid

Listed preference shares

Unlisted or listed but not
readily
realisable
preference shares

Admissibility limit for each
individual issuer (and any of
its connected companies)
2.5%
(paragraph 13 of Part II of
Appendix 4.2)

Aggregate exposure to
hybrid securities of this
type, for all issuers
None

1%
(paragraph 11 of Part II of
Appendix 4.2)

10%
(paragraph 12 of Part II of
Appendix 4.2)
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Listed hybrid securities 2.5%
(other)
( i n c l u d i n g (paragraph 13 of Part II of
subordinated debt)
Appendix 4.2)

None

Unlisted or listed but not 1%
readily realisable, hybrid (paragraph 11 of Part II of
securities
( o t h e r ) Appendix 4.2)
(including subordinated
debt)

10%
(paragraph 12 of Part II of
Appendix 4.2)

Paragraph 14 - all securities - other, 5%
5.42

Paragraphs 14 and 15 are applicable to all securities including debt securities.
Paragraph 14 applies the aggregate limit for all securities (whether equity,
preference shares or debt securities) in any one insurer or any of its connected
companies. Investments in approved counterparties are excluded and are caught
instead by paragraph 15 of Part II of Appendix 4.2.
Paragraph 15 - all securities issued by any one counterparty, 10%

5.43

Paragraph 15 applies to approved counterparties (issuers which are not approved
counterparties are caught by paragraph 14 of Part II of Appendix 4.2 first). The rule
applies an aggregate limit for all security types (whether equity, preference shares or
debt securities) issued by any one counterparty. Total exposure by way of securities
to any one approved counterparty is limited to 10%.
The table below summarises the position.
Type of bond

Admissibility limit for Aggregate exposure
each individual issuer
to bonds of this type,
for all issuers

1

Sovereign or supranational
issuer

No limit (rule 4.14(5))

2

Fully secured bonds issued 10% (paragraph 15 of
by an approved counterparty Part II of Appendix 4.2)
(either listed or unlisted)

None

3

Fully secured bonds Ð other 5% (paragraph 14 of Part
(either listed or unlisted)
II of Appendix 4.2)

None

4

Unsecured l i s t e d bonds 10% (paragraph 15 of
issued by an approved Part II of Appendix 4.2)
counterparty

None

5

Unsecured
(other)

None

l i s t e d bonds 5% (paragraph 14 of Part
II of Appendix 4.2)
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6

Unsecured unlisted (or listed 1% (paragraph 11 of Part
but not readily realisable) II of Appendix 4.2)
bonds

10% (paragraph 12 of
Part II of Appendix
4.2)

Paragraph 16 - unit trusts, 5%
5.44

This paragraph limits holdings in any single authorised unit trust scheme or
recognised scheme to 5%. Collective investment schemes recognised under the
UCITS Directive are allowed 100% admissibility by virtue of rule 4.14(5).
Paragraph 17- cash 3%

5.45

This limit relates to pure cash in hand i.e. money held at a bank is not subject to this
3% limit.
Paragraphs 18 and 19 - equipment, 2.5% - 5%

5.46

These paragraphs set limits of 5% for computer equipment and 2.5% for other office
equipment.
Aggregate exposure - illustrative examples

5.47

This paragraph contains three examples of the treatment of aggregate exposures.
Example 1
Insurer 1 holds £500 of equity shares in ABC, a listed company which is not an
approved counterparty, has £750 of listed debentures in that company; has £200 of
equity shares which it has ÔtransferredÕ under a stock lending agreement; and has
entered into a futures contract to sell 500 shares in ABC in three months time at a
price of £1 (the current price of the equity being 75p). The general insurance
business amount of the insurer is £10,000. The insurerÕs aggregate exposure to ABC
is as follows.
Description

actual holding of equity
holding lent under stock loan
s h a r e s due to be sold 500 @ 75p
total exposure: ABC equity shares
listed debentures

Equities

Debts

£

£

Exposure
to ABC
£

750

325
750

500
200
(375)
325

Reason

Note 1

Admissibility restrictions
Paragraph 13, 2.5% general insurance
business amount for shares

(75)
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Paragraph 14, 5% general insurance
business amount for debt securities
Paragraph 14, 5% general insurance
business amount for all securities in any
one counterparty
Admissible elements

---250

(250)

(250)

(250)

(250)

----250

---500

Note 2

Note 1
In determining the aggregate exposure, exposure to numbers of shares under derivative contracts is
converted to a monetary amount by reference to the current market value of those shares. The actual
monetary value of the derivative contract itself is not relevant for these purposes as in many cases it
will be negligible compared to quantum by which it alters the insurerÕs economic exposure to certain
assets.
Note 2
This deduction can be made against the equities or the debentures - it would make no difference to the
overall level of the admissible elements. In this example, the deduction is against the debentures.

Example 2
Insurer 2 holds £200 of listed equity shares in DEF and has entered into a futures
contract to buy 800 shares in DEF in two months time at a price of 50p. The current
share price is 60p. The insurerÕs general insurance business amount is £10,000. The
insurerÕs aggregate exposure to DEF is as follows.
£

Reason

Actual holding
shares due to be bought 800 @ 60p

200
480

Note 1

Total exposure DEF equity shares

680

Admissibility restrictions
Paragraph 13, 2.5% general insurance
business amount for shares

(430)

Note 2

___
250

Admissible elements

Note 1
As with Example 1, in determining the aggregate exposure, exposure to numbers of shares under
derivative contracts is converted to a monetary amount by reference to the current market value of
those shares.
Note 2
In this case the inadmissible element is greater than the value of the shares actually held. Rule
4.14(2)(b) therefore applies. This requires that the equity asset admissibility is written down to nil, but
the remaining restriction (£230) should be deducted from the aggregate value of the other assets. It is
not necessary to try and allocate this further deduction against any one particular class of asset and
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therefore an additional line in Form 13 ('deduction for inadmissible items') has been introduced
specifically for disclosure of such items.

Example 3
Insurer 3 has unsecured debts due from the following corporate bodies, none of
which is a regulated institution.
X - £250,

Y - £150,

Z - £200.

It also has unsecured debts due from 25 different individuals of £50 each. The
general insurance business amount of the insurer is £10,000. The maximum
exposure for these debts is as follows.
£
debt from X
debt from Y
debt from Z
debts from individuals
Total of unsecured debts

250
150
200
1,250
1,850

Reason

25 @ £50 each

Admissibility restrictions
Paragraph 5, 1% general insurance business amount
for X debt

(150)

Paragraph 5, 1% general insurance business amount
for Y debt

(50)

Paragraph 5, 1% general insurance business amount
for Z debt

(100)

Paragraph 3, 0.25% general insurance business
amount for debts from individuals

(625)

Sub-total

925

Paragraph 6, 5% general business amount for the
aggregate of all unsecured debts

(425)

25 @ £25 each

___
500

Admissible elements

Calculation of the general insurance business amount/long-term insurance
business amount
5.48

The bases for calculating the general insurance and long-term insurance business and
units are given in the definitions in rule 11.1.
An insurer which prepares a UK branch return may base the amounts for the UK
branch return on its global figures (since the definitions of general insurance
business amount/long-term insurance business amount refer to liabilities Ôof the
insurerÕ).
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General insurance business amount
5.49

The general insurance business amount is calculated as the higher of:
EITHER:
1.

The insurerÕs technical liabilities (i.e. amounts calculated in accordance with
the rules in respect of items C and D of the shareholder accounts, net of
reinsurance),

PLUS
2.

the greater of -

400,000 Euros, and

-

20% of the general premium income.

General premium income for the purposes of the general insurance business amount
represents, in effect, written accounted premiums gross of commission but net of
reinsurance.
OR:
A higher amount not exceeding the net admissible assets determined in accordance
with the valuation of assets rules.
Long-term business amount
5.50

The long-term insurance business amount is calculated as the higher of:
EITHER:
1.

The insurerÕs technical liabilities (i.e. amounts calculated in accordance with
the rules in respect of items C and D of the shareholder accounts, net of
reinsurance)1,
PLUS

2.

the amount of any deposit back under a contract of long-term reinsurance,

1

when calculating the permitted asset exposure limit, exclude linked liabilities and when calculating the
permitted counterparty exposure limits or the excess concentration with a number of counterparties, exclude
property linked liabilities.
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PLUS
3.

the margin of solvency (or minimum guarantee fund if greater) which the
insurer Ð
(a)

if its head office is in the United Kingdom, is required to maintain, or

(b)

if its head office is elsewhere would be required to maintain if its
head office were in the United Kingdom,

MINUS
4.

any implicit item valued in accordance with a waiver under section 148 of the
Act (see paragraphs 4.92).
OR:
A higher amount not exceeding the net admissible assets determined in
accordance with the Valuation of assets rules.
_______________________
Annex A
RULES FOR VALUATION OF DEBTS

The valuation and admissibility of debts under the Valuation of Assets Rules are addressed
in sections 4 and 5. This annex illustrates the basic rules with a few worked examples. For
simplicity all examples below use the GBA as the yardstick by which to compare the
admissibility limit but the examples could apply equally where the LTBA is to be used. In
addition, all examples assume that the approved counterparties are also regulated
institutions.
Example 1 Operation of overall counterparty exposure limits
Facts
An insurer has an unsecured debt of £450m due from Y which is an approved credit
institution. The insurer also has short term deposits with Y of £1,200m, listed equity shares
in Y of £475m and rights under derivative contracts due from Y of £400m. The insurer's
GBA is £10,000m and there are no other assets except Government bonds (which are not
subject to any Appendix 4.2 limits).
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Application of the rules
The first stage is to identify and apply the individual admissibility limits which impact each
separate asset and then to look to the aggregate limits for that class of asset. In this example,
the relevant limits are:
Unsecured debt
Following the steps set out in the flowchart in Annex B, this is not a listed debenture but is
an unsecured debt due from an approved counterparty. Hence, as seen from the table in
paragraph 5.26 of this Guidance, the individual limit is 10% of GBA (Appendix 4.2 Pt II,
para 8).
Deposits Ð Appendix 4.2 Pt II Para 9, 20% of GBA (subject to minimum £2 million)
Listed equity shares Ð Appendix 4.2 Pt II Para 13, 2.5% of GBA
Rights under derivative contracts Ð No specific limit within Appendix 4.2 Pt II, but are for
inclusion within the aggregate counterparty exposure calculation in Appendix 4.2 Pt II.
In tabular format, the admissibility limits can be described as follows.
Unsecured debt from Y
Listed shares in Y *
Rights under derivative contracts due from Y

£m
450
475
400
1,325

Admissibility restrictions (individual)
Para 13, 2.5% (two and a half) GBA for shares
Total counterparty exposure to Y excluding deposits

(225)
1,100

Admissibility restrictions (counterparty)
Appendix 4.2, Pt I, Para 3(c)(ii)
Deposits with Y

(100) Note 1
1,000
1,200

Counterparty exposure to Y, including deposits

2,200

Admissibility restrictions (counterparty)
Appendix 4.2, Pt I, Para 3(c)(i)

(200) Note 1

Admissible assets

2,000
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Note l

Although there is an individual limit of 20% GBA for deposits, when coupled with the other
assets the counterparty exposure to Y reaches 2,200. It is necessary therefore to look to
Appendix 4.2 Para I, and paras 3(c)(i), (ii) and (iii).
•

Sub-para 3(c)(iii) is excluded because the exposure is to an approved counterparty.

•

Sub-para 3(c)(ii) applies exposure to all asset types, but excluding deposits with
approved credit institutions. The allowed exposure under sub-para 3(c)(ii) is 10%.
The deposits are caught under sub-para 4(c)(i).

•

Sub-para 3(c)(i) applies to exposure from all sources (including, therefore, the
deposits) to any body corporate or group and allows maximum exposure of 20%
GBA.

Consequently, the permitted exposure to Y is 20% GBA made up in this example of 10%
deposits and 10% all other assets.
Example 2 Unsecured debts
Facts
An insurer has a general insurance business amount of £10,000 and the following
unsecured debts:
£250 due from A which is a chemical company;
£150 due from B which is a retail company;
£300 due from C which is a UK authorised insurance company;
£1,275 due from D which is an approved counterparty;
£280 due from E which is due from a manufacturing company.
Application of the rules
The first stage (STEP ONE- para 2.1 of this Guidance) is to categorise the debts under the
definitions in the rules. The flow chart in Annex B provides additional help. The debts are
therefore categorised as follows:
A, B, E

unsecured, unlisted debts from companies which are not regulated
institutions or approved counterparties.

C

unsecured, unlisted debt from a regulated institution which is not an
approved counterparty

D

unsecured, unlisted debt from an approved counterparty

Section 5 of this Guidance assists in identifying the relevant admissibility limits. In tabular
form, the result can be described as follows:
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£
Debt from A
Debt from B
Debt from C
Debt from D
Debt from E

250
150
300
1,275
280
2,255

Admissibility restrictions (individual)
Para 5, 1% GBA Ð A
Para 5, 1% GBA - B
Para 6, 2.5% GBA Ð C
Para 8, 10% GBA - D
Para 5, 1% GBA - E

(150)
(50)
(50)
(275)
(180)
1,550

The aggregate limit which applies to all unsecured debts (other than debts due from a
regulated institution or approved counterparty) is 5% GBA (Appendix 4.2, Pt II, Para 7)
but it does not bite in this example.
Example 3 - secured debts (secured by assets)
Facts
An insurer has a debt due from ABC plc (a chemical company) of £550 which is fully
secured by land. There are no other charges on the land concerned and the insurer itself also
owns £200 of the same piece of land. The insurer also has listed debentures in ABC plc of
£450 and listed shares of £325. The insurer does not have any other 'large counterparties'
and its GBA is £10,000.
Application of the rules
STEP ONE, determine what definition applies, i.e. does the debt fall within the definition of
secured debt in rule 10.1:
rule at 10.1

Not a secured debt

para (1)(b)(i) of the definition

condition satisfied, since land security is of a value
which is sufficient to discharge the debt in full

para (1)(b)(ii) of the definiton

aggregate exposure to this piece of land is £750. This
exceeds the permitted limit of £500 (5% GBA) for any
one piece of land. Hence, £250 of the land offered for
security cannot count as 'security' for the purposes of
the Valuation of Assets Rules since it would breach the
permitted exposure limit.

The debt from ABC plc can be split into two elements, being £300 secured, £250 unsecured.
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In tabular form, the admissibility can be described as follows:
£
250
300
325
450
1,325

Unsecured element of the debt
Secured element of the debt
Listed shares in ABC
Listed debentures in ABC
Admissibility restrictions (assets)
Para 5, 1% GBA, unsecured debts
Para 7, 5% GBA for all debts
Para 13, 2.5% GBA for shares
Para 14, 5% GBA for debentures and shares combined

(-)

(150)
Note 1
(75)
(200) Note 2
900
(400) Note 3

Admissibility restrictions (counterparty)
Admissible amount

500

NOTE 1
Although total debts are £550, the unsecured element has already been restricted by £150.
This leaves £400 of the debt to be considered under Appendix 4.2, Pt II, para 7 and hence
there is no further restriction since £400 < 5% GBA.
NOTE 2
Similarly, although the 'gross' value of the shares and debentures combined is £775, the
shares have already been restricted by £75. Hence, this leaves a potential admissible
combined amount of £700 to be considered under paragraph 14. The 5% GBA maximum of
para 14 equates to £500 and so a further restriction of £200 is necessary.
NOTE 3
An insurer which is not an approved counterparty is not permitted to raise the admissible
exposure to a counterparty from 5% (Appendix 4.2 Pt I Para 3(c)(iii)) to 10%. See
paragraph 5.28 of this Guidance.
In this example, therefore, since ABC plc is not an approved counterparty the admissibility
limit is 5% GBA, i.e. £500 - hence a further restriction of £400 is required.
What if ABC plc was an approved counterparty instead?
If, in the example above, ABC plc is an approved counterparty, then the permitted
counterparty exposure limit to such a counterparty would be 10%. Such large exposures to
approved counterparties are caught by the aggregate limit of 40% of the business amount.
71

21 June 2001

In this example, we have assumed there are no other large counterparties and hence the
aggregate restrictions of Appendix 4.2 Pt I, para 17 would not apply.
The admissibility limit for approved counterparties is 10% GBA, i.e. £1,000 - hence the
exposure of £900m would not require any further restriction.

Example 4 - secured debts (secured by bank guarantee)
Facts
The same as example 3 above, but instead of the ABC plc debt being secured by land, it is
secured by a guarantee from Bank Z. The insurer also has exposure to Bank Z in the form of
deposits of £900m, listed shares in Z £350 and debts due from Z of £400m. The insurer has
no other large counterparties apart from Z and ABC plc.
Application of the rules
Exposure to ABC plc
In this example, the debt will be fully secured since it falls within para (1)(a)(ii) of the
definition of secured debt.
In tabular form, the exposure to ABC plc can be seen as:
£m
550
325
450

Secured debt from ABC
Listed shares in ABC
Listed debentures in ABC
Total exposure to ABC

1325

Admissibility restrictions (assets)
Para 7, 5% GBA for all debts
Para 13, 2.5% GBA for shares

(50)
(75)

Para 14, 5% GBA for debentures and shares
combined

(200)
1,000
(500)
____
500

Admissibility restrictions (counterparty)
Admissible element of exposure to ABC

As in 3 above
As in 3 above

ABC is not an approved counterparty and the counterparty exposure limit is therefore 5% of
the business amount. Hence a restriction of £500m applies.
Exposure to Bank Z
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In addition the insurer also has exposure to the bank Z as follows:
£m
400
350
750

Debts due from Z
Listed shares in Z
Admissibility restrictions (assets)
Para 13, 2.5% GBA for shares

(100)

sub-total of admissible assets

650

Guarantee supporting the debt from ABC

550

Total counterparty exposure to Z excluding deposits
admissibility restrictions (counterparty)
Deposits with Z

1,200
(200)

Note 1

900

Total counterparty exposure to Z including deposits

1,900

Note 2

Note 1
Appendix 4.2, Pt I, para 3(c)(ii) applies exposure limits to all asset types, but excluding
deposits with approved credit institutions. The allowed exposure under para 3(c)(ii) is 10%
GBA (since the bank is an approved counterparty) and therefore a restriction to non-deposit
exposures of £200m is required.
Note 2
With deposits, the admissible exposure to an approved credit institution can be 20% of the
business amount Appendix 4.2, Pt I, para 9. In this example, this equates to £2,000m and so
no further restriction is required.
Example 5 - stock lending and secured debts
Facts
An insurer engages in stock lending activities with counterparty X using a variety of
collateral arrangements. The insurer also has the following investments:
debts due from Bank Y of £400, listed shares of £100 in Bank Y; listed shares in PQR plc
of £125.
Counterparty X falls within the definition of an approved investment firm.
The GBA is £10,000.
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There are five different stock lending arrangements. In cases where the insurer has lent
stock, for the purposes of rule 4.4(4)(b)(ii) the collateral provided for all of the insurerÕs
stock lending arrangements can be taken together when assessing whether each individual
item of collateral breaks the '15%' test outlined in rule 4.4(b)(ii). If the collateral fails the
'15%' test then the insurer looks to rule 4.4(4)(b)(i) to see whether the collateral, when
aggregated to the insurerÕs existing exposures, would cause a breach in the admissibility
limits.
In this example, unless stated otherwise, it is assumed that each piece of collateral satisfies
the conditions of rule 4.4(4)(b)(i).
(a)

£250 of mixed equities (with no single large holding) are lent to Broker X. Broker X
supplies cash collateral equal in value to the shares ÔlentÕ.

Rule 4.4(2) is satisfied since the collateral equals the value of the stock 'lent'. Rule 4.4(4)(a)
is satisfied since the collateral is cash; rule 4.4(4)(b)(i) is satisfied, since it is assumed that
the cash received would not cause the insurer to breach its exposure to cash or to deposits
with approved credit institutions. Hence, rule 4.4(1) dictates that there is no need to include
the collateral in the aggregate exposure calculations - i.e. the 'look through' approach can be
applied. The mixed equities 'lent' should be treated as though they were still retained by the
insurer.
(b)

£150 of gilts are lent to X and secured by a 'pool' of gilts under a DBV (delivery by
value) arrangement whereby the value of the pool is topped up daily to reflect price
movement and the value of the collateral exceeds the value of the stock lent by a
small margin to cater for intra day movements.

Rule 4.4(2) is satisfied since the collateral equals the value of the stock 'lent'. Rule
4.4(4)(b)(ii) is satisfied since the collateral is mixed (with no single large holding) and is in
the form of approved securities (sub-para (4)(a)). Rule 4.4(1) dictates that the 'look through
approach' is taken.
(c)

£175 of mixed equities are lent to X for a letter of credit.

Rule 4.4(2) is satisfied since the collateral equals the value of the stock 'lent'. Rule 4.4(4)(a)
may apply (depending on whether the letter of credit is established with an approved credit
institution); rule 4.4(4)(b)(i) is assumed to be satisfied (the insurer needs to aggregate the
collateral with its own holding to see if any of the collateral breaches any permitted
exposure limits). Hence, the 'look through' approach can be applied.
(d)

£150 of debentures are lent to X for a bank guarantee from Bank Y.

Rule 4.4(2)(a) is satisfied since the collateral equals the value of the stock 'lent'. Rule
4.4(4)(a) is satisfied; rule 4.4(4)(b)(i) is assumed to be satisfied (the insurer needs to
aggregate the collateral with its own holding to see if any of the collateral breaches any
permitted exposure limits). Hence, the 'look through' approach can be applied.
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(e)

£100 of mixed equities are lent to X for collateral of listed shares in PQR plc.

Rule 4.4(2) is satisfied since the collateral equals the value of the stock 'lent'. Rule 4.4(4)(a)
is satisfied. Rule 4.4(4)(b)(i) is satisfied, since the collateral of £100 if added to the insurerÕs
own holding of £125 does not cause a breach in the allowed limit of 2.5% GBA (£2507).
Hence, the 'look through' approach can be applied.
Aggregation of collateral with the insurerÕs own holdings
Counterparty X
For the conditions in rule 4.4(4)(b)(i) to be satisfied, the insurer must not be exposed to
counterparty X in excess of the permitted counterparty exposure. In this example, the
exposure to X can be seen as:
£
Stock lent:
(a)
250
(b)
150
(c)
175
(d)
150
(e)
100
Total counterparty exposure to X
825
If the counterparty exposure had exceeded 10% GBA (i.e. £1,000), the insurer would be
required to treat those transactions which cause the excess to occur, under first principles
(i.e. as though the arrangements were a series of futures contracts). This would, of course,
involve a significant number of additional calculations because of the need to apply other
asset valuation and admissibility limit rules.
Bank Y
Similarly, the exposure to Bank Y will need to be calculated to see whether any of the
collateral fails the conditions of rule 4.4(4)(b)(i). The exposure to Y can be seen as:
£
Debts due from Y directly
Guarantee given as security for stock loan with Broker X
Listed shares in Y directly
Total counterparty exposure to Y

400
150
100
650

In this example, the exposure to Bank Y is within the 10% GBA limit and hence the
collateral (i.e. the guarantee) satisfies rule 4.4(4)(b)(i).
________________________
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Annex B
ADMISSIBILITY OF DEBTS, OTHER THAN DEBT SECURITIES
Counterparty Description

Paragraphs 3 and 10 apply
0.25% individual, 5% aggregate

Paragraphs 4, 10 and 7 apply
1% individual, 5% aggregate for unsecured
5% individual for all debts (secured and
unsecured taken together)

Paragraphs 5, 10 and 7 apply
1% individual, 5% aggregate for unsecured
5% individual for all debts (secured and
unsecured taken together)

Paragraphs 6 and 7 apply
1% individual, 5% aggregate for unsecured
5% individual for all debts (secured and
unsecured taken together)

Paragraphs 8 applies
5% individual for all debts (secured and
unsecured taken together)

____________________
[Annex C deleted]
____________________
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Annex D
What is a regulated market for the purposes of the definition of listed in
the Valuation of Assets Rules?
1.

The definition of regulated market is broadly based on the definition in the Third
Life and Third Non-Life Directives which in turn draws on the definition used in the
Investment Services Directive (ISD). It may be necessary in cases of doubt to refer
directly to the ISD. The definition of regulated market feeds into the definition of
listed as explained in section 3 of this Guidance.

2.

There is no official list of regulated markets. Instead the directors (and auditors)
must be satisfied that the criteria set out in the definition have been met.
Definition

3.

The key characteristics of a regulated market:
(a)

regular operation;

(b)

regulations have been issued or approved by the appropriate authority of the
state where the market is situated which:

(c)
4.

(i)

define the conditions of operation and access to the market,

(ii)

define the conditions to be satisfied for an investment to be
effectively dealt in on the market, and

(iii)

require compliance with reporting and transparency requirements
comparable to those laid down in articles 20 and 21 of the ISD;

for markets situated outside the EEA, the investment dealt in on the market
should be of a quality comparable to those in a regulated market in the UK.

In particular, the following areas are considered to be important.
Liquidity

5.

The directors should have regard to the overall liquidity of the market or exchange;
whether securities and/or derivatives can be bought and sold in a reasonable time, at
best execution and in adequate amounts; and the procedures and restrictions (if any)
on the repatriations of funds to the UK.
Regulated

6.

The market or exchange must be subject to supervision by an authority which should
be a statutory body, an agency of a national or state Government, a department of
such Government, or another body designated for the purpose by one of these.
Additionally, directors will need to take into account:
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(a)

the degree to which members of the market/exchange and the supervising
body, and in particular whether that supervision includes capital adequacy
requirements;

(b)

the powers of the market/exchange and the supervision body to intervene in
membersÕ business in the event of misconduct, financial difficulties or
otherwise, including the power to reject applicants terminate membership and
de-list a security;

(c)

the initial listing standards and ongoing supervision of securities trade on the
markets/exchange including the publications of prospectuses and audited
financial statements;

(d)

requirements concerning the issue of contract notes (or their equivalents);

(e)

whether the clearance and settlement arrangements normally used for
transactions on the market/exchange are prompt and secure;

(f)

the risk of loss in the event of insolvency of a member of the
market/exchange;

(g)

how the market/exchange investigates and deals with complaints.

Reporting and transparency requirements
Directors will need to consider:
(a)

the everyday availability of current information about securities, derivatives,
quotations, transactions, prices and spreads;

(b)

whether there is a requirement for trade reporting to the market/exchange or
other supervisory body of the securities/derivatives which the insurer intends
to buy.

Recognised
7.

The market/exchange must be recognised or registered as a market/exchange and/or
self regulatory organisation by an authority which should be a statutory body, or an
agency of a national or state Government, a department of such Government or
another body designated for the purpose by one of these.
Operating regularly

8.

The market/exchange must have regular trading hours during which the investments
listed or admitted to dealing on that market may be dealt in. Additionally directors
will need to take into account:
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(a)

the availability and timing of price and volume information and the way it is
distributed; and

(b)

in respect of securities, the degree to which and the speed at which
companies listed on the market/exchange must release price sensitive
information, and the medium through which that information is distributed.

Open to the public
9.

Investments listed or admitted to dealing on the market exchange must be freely
available for trading by the public directly, or through members of the
market/exchange, during normal trading hours. Additionally, directors will need to
take into account the extent to which overseas investors are permitted to hold
securities listed on the market/exchange.
___________________________
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GUIDANCE NOTE 4.2 (rule 4.12)
USE OF DERIVATIVE CONTRACTS IN INSURANCE FUNDS
__________________________________
1.

Introduction

1.1

This Guidance discusses valuation issues surrounding the use of derivative
contracts in those funds of an insurer which are subject to the Valuation of
Assets Rules. It is therefore relevant to the statutory solvency valuation of all
the Ôother than long-term insurance businessÕ funds of a general business or
composite insurer and of the long-term non-linked and index-linked funds of
a long-term or composite insurer. Many of the same principles are relevant to
the use of derivatives in property-linked funds, which is also covered in this
Guidance. It is not relevant to valuation for the purposes of published
accounts.

1.2

In accordance with the traditional UK approach, there is no restriction
(except in linked funds) on the derivative contracts which insurers may
transact (subject to over-riding conditions such as the need for insurers to be
managed in accordance with the FSAÕs principles for business (where most
of the criteria of sound and prudent management now rest). However, the
Valuation of Assets Rules do set out:
(a)

rules to be satisfied before a derivative which is an asset to the
insurer may be given an admissible value;

(b)

the valuation rule in the event that the conditions at (a) are satisfied;

(c)

the rule for the determination of the liability under any derivative
contract which, at the moment, is a liability to the insurer;

(d)

rules for determining the effect of derivative contracts on the
admissibility of holdings in the underlying assets;

(e)

a rule requiring recognition of a contingent liability in any case where
a derivative contract is not strictly covered by the underlying assets.

1.3

Rules of the nature of (a), (b) and (c) above are familiar from the Valuation
of Assets Rules for other kinds of transaction. Item (d) is needed because the
policy is to restrict the admissibility of economic exposure to specific assets.
Depending on the nature of the contract, derivatives can increase, decrease or
cancel the economic exposure of insurers to the underlying assets.

1.4

Item (e) is needed because some derivatives can change rapidly from being
an asset to being a liability; moreover, in some cases the liability can be
theoretically unlimited. If an insurer uses such derivatives without proper
cover, it could rapidly use up not only its free assets but also eat into its
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required minimum margin of solvency. For prudential reasons, therefore, it
is necessary for the company to recognise an appropriate contingent liability
in respect of contracts which are not properly covered, even in cases where
they are currently an asset to the insurer. Rule 5.3 establishes this obligation
(the Ôprovision for adverse changesÕ).
What kind of derivatives?
1.5

Rule 4.12 refers to options, futures contracts and contracts for differences.
FSAÕs view is that these terms cover all current basic types of derivative
instrument. For example, swaps fall under contracts for differences; warrants
fall under the extended definition for insurance purposes of options.

1.6

Rule 4.1 provides that forward currency contracts are not to be treated as
derivatives, where they are for the purpose of settling the sale or purchase of
an asset and are to be effected within a short period defined in that
regulation.

1.7

The rules described below are relevant also to instruments which take some
other legal form but which have characteristics of derivatives. The issues are
discussed in Section 10.
The status of the guidance

1.8

This guidance, in particular the examples throughout this Guidance, is
intended to illustrate the FSAÕs view of how the above conditions are to be
interpreted in practice. (The FSA view is not of course definitive; that would
be available only from the courts.) Many of the examples address the
conditions set out in paragraph 2.1 (or 2.3) below. However, they tend to deal
with only one or two of those conditions without reference to whether the
other conditions are satisfied.

1.9

None of the examples carries the FSAÕs Ôseal of approvalÕ. Whether or not
they are sensible courses of action depends heavily on the circumstances of
the insurer. Moreover, there may be other equally acceptable - or even
preferable - ways of achieving the same objective.

1.10

Finally, although several of the examples illustrate traps for the unwary, it is
inevitable that there are other traps which have not been illustrated in this
Guidance. There can be no substitute for testing any proposed course of
action against the Ôfirst principlesÕ set out in paragraphs 2.1 or 2.3 below.

2.

Conditions governing admissibility; conditions governing use of
derivatives in linked funds
Admissibility of derivatives which are assets of the insurer
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2.1

2.2

Derivative instruments which, at the time of the valuation, are an asset to the
insurer may be given an admissible value only if they satisfy the seven
conditions set out below:
(a)

are for the purposes of reduction of investment risks or efficient
portfolio management Ð rule 4.12(2);

(b)

satisfy the Ôin connection withÕ test Ð rule 4.12(2) and (3);

(c)

are covered Ð rule 4.12(2) and (4);

(d)

are listed on a regulated market or transacted with an approved
counterparty - rule 4.12(6)(a);

(e)

are capable of being readily closed out Ð rule 4.12(6)(b);

(f)

are based on underlying assets which are themselves admissible, an
index of such assets or an official index of retail prices Ð rule 4.12(7)
and (8);

(g)

have a prescribed pricing basis Ð rule 4.12(8).

Failure to satisfy any one of these conditions means that the contract has no
admissible value. On the other hand, where a derivative contract is currently
a liability to the insurer, that liability must be recognised whether or not the
above conditions are satisfied.
Linked funds

2.3

Use of derivatives in linked funds (whether currently an asset or a liability to
the insurer) is permitted only if all the conditions below are satisfied. These
are very similar to those summarised in paragraph 2.1, the only significant
difference being at condition (f). The derivatives:
(a)
should be for the purposes of reduction of investment risks or
efficient
portfolio management
(b)

should satisfy the Ôin connection withÕ test

(c)

should be covered

(d)

are listed on a regulated market or transacted with an approved
counterparty

(e)

are capable of being readily closed out

(f)

are based on underlying assets which are themselves permitted links,
an index of such assets or an official index of retail prices
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(g)
3.

have a prescribed pricing basis.

Liquidity
Regulated markets and approved counterparties

3.1

The purpose of conditions (d) and (e) of paragraph 2.1 is to ensure that the
derivative contract is acceptably liquid. Rule 4.12(6)(a) refers to a listed
contract, which (by tracking through the definitions is seen to require that the
contract is listed on a regulated market. This is not likely to be problematical
in practice. A main derivatives exchange of a developed country is likely to
qualify as a regulated market although insurers are responsible for satisfying
themselves on this point.

3.2

The descriptions of approved counterparties (banks and investment firms
authorised in the UK and other EEA States) are set out in the Valuation of
Assets Rules. In the case of UK counterparties, current lists can be obtained
from the FSA. There are one or two traps for the unwary here. For example,
a subsidiary of an authorised bank or investment firm would not count as an
approved counterparty unless it was itself an authorised bank or investment
firm. Where a derivatives transaction was arranged with the head office of a
non-EEA bank (as opposed to a transaction arranged through an authorised
branch in an EEA State), the bank would not necessarily qualify as an
approved counterparty for the purpose of that transaction. Last, we do not
believe it is possible for an EEA insurance undertaking to satisfy the
definition of approved counterparty because of a restriction in the First Life
and Non-Life Insurance Directives (reflected in the UK in rule 1.3). To the
extent that this is so, derivative transactions between two insurers or between
two funds of the same insurer would not satisfy the approved counterparty
test. However, there is nothing to prevent a non-insurance subsidiary of an
EEA insurer from qualifying as an approved counterparty.
Capable of being readily closed out

3.3

Rule 4.12(6)(b) sets a test that the insurer reasonably believes that the
contract may be readily closed out. The appropriate interpretation of ÔreadilyÕ
is that the insurer cannot reasonably foresee any circumstances in which it
would need to close out part or all of the contract at a few days notice and
would not be able to do so. ÔReadilyÕ may therefore mean very different
things, depending on the nature of the contract.
Example A
An insurer has sold a 12 month OTC Turkish Lira forward to hedge the currency risk
in its Turkish equity portfolio.
It will need to be able to close out the forward at short notice if it decides subsequently to
disinvest in Turkey. To regard this contract as capable of being readily closed out, it must
satisfy itself either that there is adequate liquidity on the foreign exchange market for
Turkish Lira or that it would be able to close out the original transaction with an approved
counterparty (not necessarily the one who transacted the original forward) at short notice.
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Example B
An insurer has bought an index-linked contract for differences to match exactly its
policy holder liability (apart from death benefit) under a group of 5-year index-linked
bonds. The terms of the contract are such that, on early surrender, the benefits are
limited to whatever can reasonably be realised for the underlying assets, less
reasonable expenses.
In such circumstances, it is entirely reasonable to arrange for partial realisation to pay death
claims and early surrenders once a month, say, so as to minimise realisation expenses. An
agreement with an approved counterparty to this effect would certainly satisfy the Ômay be
readily closed outÕ test.

4.

Reduction of investment risks; efficient portfolio management

4.1

The FSA does not propose to try to distinguish absolutely between the two
terms; in practice, they overlap. Since they are alternative components of the
set of conditions summarised in paragraph 2.1, it is not necessary to decide
whether a particular transaction is consistent with one of these terms rather
than the other. Provided that a transaction is for the purposes either of
reduction of investment risks or efficient portfolio management, condition (a)
of paragraph 2.1 is satisfied. (In particular, a particular case may not be
justifiable as efficient portfolio management but qualify as reduction of risks;
or vice versa.)

4.2

Reduction of investment risks is to be interpreted broadly. To qualify, a
transaction must achieve the following:
(a)

(b)

4.3

in any case where a group of assets is ÔearmarkedÕ to match specific
policy holder benefits where the policy holder bears an investment
risk (notably in the case of linked liabilities), there must either be:
(i)

a reduction in the risks to the insurer of mismatching of those
assets and liabilities, while having a neutral or beneficial
effect on the investment risks of the policy holder; or

(ii)

a reduction in the investment risks of the policy holder, while
having a neutral or beneficial effect on the risks to the insurer
of mismatching

in any case where there is no such earmarking of assets, it must
reduce the risks to the insurer of mismatching between its assets and
liabilities at large.

In either case, exactly what constitutes a reduction in risks is not very
straightforward. Most derivative contracts will leave the insurer worse off
than if the contract had not been transacted under some foreseeable
circumstances. (For example, a purchased option might bring benefits to the
insurer; or it might expire worthless, leaving it worse off than if it had not
transacted the option.) If the FSA were to insist that a contract aimed at
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reduction of risks could never leave the insurer or policy holder worse off,
practically nothing would qualify. In practice FSA takes a much less extreme
view. A contract which brings benefits (to insurer or policy holder, as
appropriate) under some circumstances while having adverse consequences
under other circumstances can be said to be reducing investment risks if:
(a)

any adverse consequences of the contract are unforeseeable; or

(b)

the extent of any adverse consequences is insignificant, in particular:

4.4

(i)

small; and

(ii)

reasonable, given the benefits resulting under other
circumstances

It is also worth stating the obverse of the conclusion in the previous
paragraph. A derivative contract which has any significant adverse
consequences on investment risks cannot qualify as reduction of
investment risks. It is not a case of balancing the advantages and the
disadvantages; rather, there must be no significant disadvantages.
Having said that, derivative contracts which change the investment
risks without necessarily reducing them may qualify as efficient
portfolio management in some circumstances.

Example C
An insurer, wishing to improve matching between its assets and liabilities decides to
shift the economic balance of part of its portfolio from equities to gilts. To achieve a
rapid switch of exposure, it decides to retain the equities, to sell a FTSE-100 future and
to buy a gilt future. Both futures are margined daily, thereby minimising the insurer's
exposure to its counterparty.
The purpose of the FTSE future is to reduce exposure to equities. Adverse consequences
could only arise from this if there was a serious possibility that the fortunes of the insurerÕs
equity portfolio would depart significantly from those of FTSE. Similarly, the purpose of
the gilt future is to buy exposure to gilts of a particular term. The mean term of the insurer's
liabilities might be different, in which case there would be a risk that gilts of that term might
behave significantly differently from the gilt future.
Drawing on the criteria in paragraphs 4.2 and 4.3, this transaction could indeed be taken to
Ôreduce risksÕ over the short to medium term in circumstances where the congruence
between portfolio and future (and between mean terms of the gilt future and the insurance
liabilities) was good. (In the longer term, repeated costs of rolling over the futures might
make such an assessment problematical.) Moreover, if the intention was to hold the futures
only for a short time, to give the insurer the opportunity to decide which equities to sell and
gilts to buy, it is most unlikely that there would be any problem about justifying a Ôreduction
of risksÕ, even where congruence was not at a particularly high level.
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Example D
An insurer, fully invested at present, believes that equity prices will rise. It decides to
anticipate future cash inflows (for example, receipt of dividends declared but not yet
distributed) by purchasing an index call option, due to expire after the relevant cash
will have been received.
Once the dividends had been received, it would clearly be acceptable for the insurer to
invest the receipts in equities immediately. Use of the option anticipates such a future risk
profile while giving the insurer the option not to invest if the market does not behave as
expected. This can be regarded as reduction of risks.
However, where the insurer significantly gears the fund (for example, where the amount of
cash notionally required to ensure rights can be exercised is significantly in excess of a
prudent estimate of the aggregate of cash currently available and net cash inflows), the
adverse risk consequences are clearly inconsistent with reduction of risks.
Example E
An insurer, has a portfolio of short and medium-dated fixed interest securities,
backing a set of liabilities with a longer average maturity date. In order to improve
matching of its assets and liabilities, it decides to purchase a Long Gilt exchangetraded future with the intention of rolling over the future on each settlement date for
the foreseeable future.
At first sight, this transaction appears to be gearing the fund. However, short-dated fixed
interest securities behave rather like cash so that the gearing effect should not be
significant. It is perfectly possible that this transaction could justify treatment as reduction
of investment risks.
In principle, adverse risk consequences arise from the retention of exposure to short-dated
stocks (as opposed to realisation for cash) and any mismatch between the characteristics of
the security underlying the gilt future and those of the ideal security for matching
purposes. It might be possible to reduce the first element of this risk by selling a short or
medium gilt OTC forward.
Example F
An insurer wishes to hedge a sectoral portfolio of UK stocks in a linked fund. It
cannot find a suitable sectoral hedging instrument and therefore decides to use a
FTSE-based put option.
Assuming (taking into account the historical record) there was good reason to expect a
rough correlation between the performance of the sectoral portfolio and FTSE, use of a
FTSE option to hedge such a portfolio is consistent with reduction of investment risks.
The downside for the policy holder is that the option expires worthless at a time when the
sectoral portfolio had declined in value (i.e. that FTSE and the sectoral performance move
in opposite directions). If it happens, the fund will only be worse off (compared with the
alternative strategy of doing nothing) to the extent of the cost of the option. But, under the
above assumptions, this is relatively unlikely, the costs are relatively small and
outweighed by the benefits from the option in the event of any significant downside in the
equity values generally. This instrument therefore passes the tests in paragraph 4.3.
A futures contract , rather than an option, might also be used to protect the fund under the
above circumstances and it is possible that this would qualify as reduction of investment
risks. However, this requires rather better prospects of correlation between the relative
performances of FTSE and the portfolio than is necessary to justify use of an option in this
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context (because the downside is considerably more severe). Even where a futures
contract can not be justified as reducing risks, it may be possible to justify using one for
efficient portfolio management. See Example G.

4.5

The concept of efficient portfolio management is related to the question of
how an insurer manages its assets so as to fulfil its prudent adopted
investment strategy. When assessing whether a transaction caused a
reduction of investment risks, the appropriate comparison was with a Ôdo
nothingÕ strategy. But when considering efficient portfolio management, the
right comparison is with a non-derivative strategy having broadly the same
economic effect. The fact that a derivative transaction increases asset risk
(i.e. the risk that the value of the portfolio will drop) does not necessarily
prevent it from being regarded as for the purposes of efficient portfolio
management. The same increase in asset risk might well have been
achievable by trading in the underlying assets. However, a derivative
contract which gives rise to a significant adverse consequence which could
not result from a prudent strategy of investing in or disinvesting from (as the
case may require) the assets underlying the transaction can never be
consistent with efficient portfolio management. It follows that use of
derivatives which has the effect of significantly gearing the total investment
return on the fund is incompatible with efficient portfolio management.

4.6

Subject to the over-riding condition that there must be no reasonably
foreseeable significant adverse risk consequences arising from the use of
derivatives (as opposed to arising from investing in or disinvesting from the
underlying assets), we believe that a transaction is consistent with efficient
portfolio management if, under normal circumstances, it will assist the
insurer to make progress towards its investment objectives:
(a)

more quickly; and/or

(b)

more easily; and/or

(c)

more efficiently; and/or

(d)

more cheaply; and/or

(e)

more flexibly

than can be achieved without the use of a transaction of that nature.
4.7

Where there are no material benefits from using derivatives other than saving
of tax, the question arises whether this is sufficient for the efficient portfolio
management test to be satisfied. From the point of view of the insurer, its
future tax position is not completely under its control and there is always a
theoretical possibility that instruments which attract favourable tax treatment
today may be adversely treated next year. Nevertheless, some tax changes are
more foreseeable than others. Provided that it is not reasonable to foresee that
a tax advantage might be removed (or even reversed) with retrospective
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effect, it can legitimately be invoked to justify efficient portfolio
management.
4.8

In assessing whether an adverse risk consequence arises, the insurerÕs
investment risk position must be considered in all cases. Further, in any case
where a group of assets is earmarked to match specific policy holder benefits
where the policy holder bears an investment risk (notably in the case of
linked liabilities), the consequences of the use of derivatives on the asset risk
of the earmarked assets must also be taken into account.
Example G
An insurer judges that the UK equity market is going to drop significantly. To reduce
exposure to the market immediately (and to minimise transaction costs if its view
changes subsequently), it sells a daily-margined exchange-traded FTSE future with
principal equal to the value of a significant part of its well-diversified portfolio.
This is an example of efficient portfolio management provided that the insurer's portfolio is
reasonably congruent with the equities making up FTSE. The comparison to be made here
is with the strategy of selling the appropriate part of its portfolio (in contrast to Example F).
The only circumstances in which the insurer will be worse off than under the alternative
strategy arise when FTSE rises (giving rise to a loss on the index future) at the same time as
the value of the insurerÕs equity portfolio falls. If congruence is good, the chances of a
significant adverse effect on asset values resulting from the use of derivatives can be
regarded as unforeseeable.
Even if congruence between portfolio and FTSE was good, a fund manager pursuing such a
strategy would not necessarily be immune from criticism. By purchasing an option rather
than selling a future, he could have protected his portfolio while leaving himself in a
position to benefit from (unexpected) growth in the index.
Which is the better strategy - or indeed, whether either strategy is appropriate - can only be a
matter for professional judgement in the light of the circumstances of the insurer and the
tests for efficient portfolio management set out in paragraph 4.6.
Example H
An insurer, currently with mainly fixed-interest investments, wishes to gain exposure
to the equity market. It decides to retain its fixed interest income while achieving
exposure to the capital gain potential of equities, at the same time saving transaction
costs. It proceeds by selling a gilt future while buying a FTSE future.
This is consistent with efficient portfolio management, provided that there is good reason to
believe that fluctuations in the market value of the fixed interest portfolio, would be wellcorrelated with fluctuations in the price of the relevant gilts underlying the future.
Otherwise, the transaction might give rise to adverse risk consequences, of a size which is
inconsistent with efficient portfolio management. This is particularly the case if the position
were to be retained over a considerable period.
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Example I
An insurer sees the opportunity to generate additional income (over money market
deposit rates) by purchasing a basket of FTSE 100 stocks and selling FTSE futures at
above Ôfair valueÕ.
Occasionally there is an opportunity to generate income through risk-free arbitrage of this
kind, even after taking expenses and tax into account. Provided that the basket of stocks
was congruent with FTSE, this would constitute efficient portfolio management.
Example J
An insurer is fully invested in equities, apart from a cash balance of around £1m which
it expects to stay roughly constant for the foreseeable future. Seeking additional equity
exposure, it transacts a contract for differences under which it would receive the
product of £1m and 150% of any percentage rise in FTSE above the level current on
the day of the transaction; it would pay the product of £1m and 150% of any fall in
FTSE.
This kind of geared risk profile cannot be achieved by buying or selling the underlying
stocks. Under no circumstances can it be regarded as efficient portfolio management.
Example K
An insurer buys call options relating to stocks whose current value represents a
significant proportion of the value of the insurerÕs fund. The options are mainly well
out-of-the-money.
We would normally regard purchase of out-of-the-money call options (which, under normal
circumstances, would be likely to expire worthless) as being speculative in nature. Although
there might occasionally be a big gain, most of the time the premium will be lost.
Accordingly, such use of derivatives will lead to increased volatility in fund performance; if
significant, it is inconsistent with efficient portfolio management.
In contrast, it is easy to see that covered out-of-the-money put options can be used for
Ôreduction of investment risksÕ, for example to provide portfolio protection (but see Example
L).
Example L
An insurer has the practice of transacting a derivative which has the effect of
providing Ôportfolio insuranceÕ for a short period over its financial year-end (but, as a
general rule, not at other times of the year).
It is quite possible that this is an example of grossly inappropriate portfolio management.
The question to be asked is why the portfolio should need protection only around the yearend. Unless there is a satisfactory answer, the transaction is unlikely to count as either
reduction of risks or efficient portfolio management.

4.9

One further dimension to risk needs to be considered, namely whether it
arises from the possibility of market movements or of failure of a
counterparty to honour its obligations. The FSA regard a contract which
decreased market risk but gave rise to a significant increase in counterparty
risk as having adverse risk consequences and therefore inconsistent with
either reduction of investment risks or efficient portfolio management. What
is significant in this context is a matter for professional judgement in the light
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of the circumstances of the insurer. But, as a guide, the FSA would normally
regard a contract which, under reasonably foreseeable circumstances, would
increase the insurerÕs exposure to a counterparty to somewhere near the
prescribed admissibility limit (or the company's own limit, where lower) as
giving rise to a significant increase in counterparty risk and therefore having
adverse risk consequences. In a linked fund, admissibility limits are
irrelevant; it will probably be necessary for the insurer to set its own
benchmarks as to significance, which may reasonably vary to some extent
according to the investment objectives of the fund.
Example M
An insurer wishes its funds to gain exposure to the Japanese stock-market but is
content to track the Nikkei index rather than attempt to out-perform it by stock
selection. It therefore buys a Nikkei future and covers it with a short-notice deposit of
appropriate size. Every 3 months, it simply rolls over the future.
This kind of use of derivatives has traditionally not been allowable for UK unit trusts
categorised as securities funds. With one caveat however, the economic effect should be
extremely close to that of an outright purchase of the stocks underlying the index, in the
appropriate proportions.
However, the caveat is important. Unless the contract is margined regularly (probably at
least weekly), the insurer would expect to build up a significant volume of counterparty risk
as the index rises. This in itself would be sufficient to fall outside the terms of efficient
portfolio management. But provided that the counterparty risk and the costs of rollover are
kept to an insignificant level, there is no reason why such an arrangement cannot fall within
the interpretation of efficient portfolio management set out in paragraph 4.6.

The continuing nature of the test
4.10

A derivative which initially satisfies the efficient portfolio management or
reduction of risks tests will not necessarily continue to do so. This is
particularly the case with derivatives which are some way out of the
ordinary. A derivative which fails the test cannot be admissible (or a
permitted link) even if it passed the test at the outset. This possibility should
be kept under review.
Example N
An insurer buys a barrier option to protect its UK equity portfolio at a time when
FT-SE 100 is at 3000. The barrier is set at 2400; no amount is payable unless FT-SE
has fallen through the barrier at some point. Thereafter, the option behaves as a
standard option.
It is possible that this kind of option would satisfy the reduction of risks test at the time it
was transacted. For example, it could be a method whereby a life insurer is able to satisfy
the resilience test. However, if FT-SE falls close to the barrier, the instrument becomes a
highly speculative one. It now has a significant market value although the exercise value
remains at nil for the time being. Retention of the option becomes a gamble as to whether
the index will fall through the barrier or not and would no longer be consistent either with
reduction of risks or efficient portfolio management. (Nor, incidentally, would it pass the
Ôin connection withÕ test at this stage - see paragraph 4.19.) At this point, the admissible
value is nil and a insurer wishing to protect its portfolio for solvency purposes would need
to close out the option (and conceivably, although not necessarily, purchase another barrier
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option with a lower barrier).

The Ôin connection withÕ test
4.11

As a general rule, free-standing derivatives are inadmissible. The usual
requirement is that a derivative must be used Ôin connection withÕ an asset of
a different type for the purposes of efficient portfolio management or
reduction of investment risks. However, under rules 4.12(2) and 4.12(3), freestanding derivatives or combinations thereof can be admissible provided that
they satisfy certain conditions. We refer to the alternative tests jointly as the
Ôin connection withÕ test. An analogous test applies in linked funds.

4.12

The following combinations also pass the Ôin connection withÕ test, provided
that they are used for the purposes of efficient portfolio management or
reduction of investment risks:
(a)

a derivative which has the effect of an approved derivative contract
used in connection with an admissible asset (or permitted link) for
such purposes

(b)

a combination of derivatives which synthesise an admissible asset (or
permitted link)

(c)

a combination of derivatives which synthesise the combination of an
admissible asset (or permitted link) and an approved derivative
contract

4.13

In each of the above cases, although the drafting of rule 4.12 (or Appendix
3.2) is not explicit on this point, a derivative, an admissible asset or a
permitted link is to be read as covering one or more instruments in each case.

4.14

An admissible asset must be admissible in its own right. A chain of
connected derivatives (other than a combination which falls within
conditions (b) or (c) of paragraph 4.12) pass the Ôin connection withÕ test if
the first derivative in the chain is used in connection with some other kind of
admissible instrument. For example, see Example Y below.

4.15

The Ôin connection withÕ test is part of the barrier to admissibility for
speculative derivative instruments. The connection must be for the purposes
of efficient portfolio management or reduction in investment risks, not
merely incidental to it. This leads to two corollaries, one obvious, the other
perhaps less so.

4.16

The first corollary is that there must be a relevant asset to be connected to.
The derivative in Example O below fails the in connection with test.
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Example O
An insurer buys a listed put option on a particular stock or index, without holding
either the relevant stock (or, if appropriate, basket of stocks) or an appropriate
future or call option.
There is no asset of the fund with which this option can be connected for the relevant
purposes. Therefore, even though the degree of ÔspeculationÕ is limited to the initial cost
of the option, no admissible value can be given to such an asset.
Example P
An insurer buys an index call option whose exercise index level is approximately
equal to the current level of the index.
It is perfectly legitimate to regard a purchased call option on an individual asset as being
used in connection with cash or other readily realisable assets which would enable the
option to be exercised. Moreover, provided that the underlying asset was one that the fund
could reasonably hold, then (as illustrated in Example F) the transaction should qualify as
being for the purposes of reduction of investment risks unless it gave rise to significant
adverse risk consequences (see paragraph 4.3). By analogy, an index call option could
certainly be regarded as being used in connection with sufficient cash or Ônear-cashÕ (see
paragraph 6.12) to allow the underlying stocks to be purchased at the exercise price.
However, taking this example to an extreme, if a fund invested in purchased call options to
the extent that the cash or Ônear-cashÕ in the fund fell significantly short of the amounts
notionally needed to exercise the options, this would not be consistent with efficient
portfolio management. (ÔSignificantlyÕ should be interpreted here in the context of the
size of the fund. But a number of such transactions may be individually insignificant but
nevertheless significant in aggregate.) Such use of derivatives would certainly give rise to
significant adverse risk consequences (i.e. gearing). This applies even though an index
call option would normally be cash-settled, there being no intention to purchase the assets
underlying the index.

4.17

The above examples might be interpreted as illustrating a rule that the
combination of call options plus cash satisfies the Ôin connection withÕ test
while the combination of put options plus cash fails it. However, this is not
invariably the case.
Example Q
An insurer purchases an index call option with a (variable) exercise price struck at
(2L-K) where K is the index level at the time of purchase of the option and L is the
index level at the time the option is exercised. It has sufficient cash in its fund to
notionally exercise the option.
This option is constructed to have the same payoff as a conventional put option with price
struck at K. The conclusion is as in Example O therefore; any connection with the cash in
the fund is incidental to the purposes of reduction of risks or efficient portfolio management
and the option is inadmissible.

4.18

The second corollary mentioned in paragraph 4.15 is that the value of the
derivative must be small at the time the transaction is initiated by comparison
with the value of the asset it is connected with. (Moreover, there must be a
reasonable possibility that it will remain small.) Otherwise, where the value
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of the derivative is very likely to become too large compared to the value of
the connected asset, the connection is incidental to the purposes of efficient
portfolio management, rather than for those purposes.
4.19

This issue does not commonly arise when using derivatives for hedging or
shifting the balance of a portfolio. However, it would arise in the case of a
derivative whose value is capable of fluctuating strongly and to a
considerable size compared to the value of the underlying asset (for instance,
the barrier option in Example N). The issue can also arise when derivatives
are used to give a precise match to guaranteed benefits. It is considered
further in paragraph 10.

5.

Admissibility of underlying assets; underlying assets a permitted link

5.1

Under the Valuation of Assets Rules, a derivative contract based on a
category of asset which is not admissible can never have an admissible value.
For example, gold is not considered to be a suitable asset to cover insurance
liabilities. By the same token, it would be anomalous if an insurer were able
to assign an admissible value to an option or future on gold.

5.2

The FSA will not entertain any request for a waiver where derivatives based
on inadmissible assets are purchased in pursuance of a general investment
strategy. However, there might be special cases where holdings of derivatives
based on inadmissible assets represent a sensible method of hedging assets
covering a specific liability or, more generally, of managing the company's
liabilities. Under such circumstances, the FSA would be prepared to consider
granting a waiver to allow such derivatives to be admitted.

5.3

Very similar considerations apply in linked funds. A derivative cannot be a
permitted link unless it is wholly based on property, or indices, which are
themselves permitted links.

6.

Cover

6.1

The penultimate condition which must be satisfied by an insurer who wishes
to value a derivative as an asset is that the transaction must be covered by
assets which have been earmarked for the purpose. The Valuation of Assets
Rules allow reasonable flexibility as to which assets may be considered to
provide cover.

6.2

In order to satisfy the cover condition in the Valuation of Assets Rules the
insurer must be sure that it is not exposing itself to any significant basis risk.
That is to say, there is no reasonably foreseeable possibility that it will suffer
a significant loss as the result of acquiring or realising investments in order to
satisfy its obligations under the derivative contract.

6.3

Where, at the present time, the insurer holds the assets due to be delivered
under the contract (and expects to continue to hold them until delivery date),
the FSA will say that the contract is strictly covered. Similarly, other
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derivative contracts which will deliver (or would deliver following exercise
of an option by the insurer) the appropriate assets before the exercise date of
the former contract can also constitute strict cover.
6.4

Digressing temporarily from asset admissibility, there is another important
angle to cover which applies whether a derivative is currently an asset or a
liability to the insurer and, if the former, whether it is admissible or not. A
contract which is not covered or covered only approximately will give rise to
the requirement to make a provision for adverse changes, as discussed in
paragraph 9. Indeed, the formal cover requirement set out in 4.12(4) is that a
significant provision for adverse changes is not required in respect of the
contract.

6.5

A contract which is strictly covered cannot give rise to a provision for
adverse changes. A contract which is covered but not strictly covered must
logically give rise to such a provision. But in many practical cases, the
provision is likely to be immaterial.

6.6

To sum up, the Valuation of Assets Rules do not require an admissible
derivative to be strictly covered; but they do require it to be covered
reasonably strictly. And a derivative which is not covered reasonably strictly
and therefore inadmissible, will certainly give rise to a provision for adverse
changes.

6.7

It follows from the above that the question of cover does not arise in respect
of contracts which can never impose obligations on the insurer (e.g.
purchased options, warrants). On the other hand, contracts where the liability
is potentially unlimited can be covered only by an appropriate holding of the
corresponding assets. Finally, as illustrated in Example O, the Ôin connection
withÕ test (and, indeed, the other conditions set out in paragraph 2.1) remain
relevant even where the question of cover does not arise.
Cover and basis risk

6.8

It is not always practicable to arrange for a contract to be strictly covered.
However, we do not propose to set numerical limits governing whether the
basis risk is to be regarded as significant. In determining this for a particular
case, we would expect the insurer to have regard to:
(a)

the size of the transaction. A relatively large basis risk (expressed as a
percentage of the value of the underlying assets) would constitute a
breach of the cover requirement where the value of the notional
principal is sizeable; it may be acceptable if the value of the notional
principal is a very small percentage of the value of the fund.

(b)

aggregation of risks. The basis risk on a particular transaction may
not be significant; but when aggregated with that on a number of
other similar transactions, it can become so.
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(c)

inherent volatility of the fund. A particular quantum of basis risk is
more likely to be regarded as significant in the context of a fund with
reasonably stable investment performance than in one which is rather
volatile in nature (e.g. a long-term linked Hong Kong Fund). The test
is whether the derivative itself adds significantly to the existing
investment risk.

(d)

the fact that basis risk is, of its nature, very volatile.

ÔUnforeseeableÕ circumstances?
6.9

It is impossible to give general guidance as to what is foreseeable. But a few
considerations may help. In assessing what might happen to the value of any
assets, an insurer is entitled to have regard to market experience in recent
years. It is certainly not ÔunforeseeableÕ that a certain security might become
virtually worthless. However, a huge general decline in asset values might
legitimately be regarded as ÔunforeseeableÕ.

6.10

Similarly, an insurer would be expected to make an exceptionally prudent
assessment of its cash outflows in the period before the settlement date of a
derivatives contract before concluding that it had sufficient cash to cover its
liabilities. It would be far from ÔunforeseeableÕ that its best estimate of cash
outflows would be exceeded in practice.
Other pre-requisites for cover?

6.11

In assessing cover, the insurer must obviously first allow for all assets which
will be needed to meet a prudent estimate of all other liabilities which will be
due for settlement before delivery date. Moreover, assets which are
earmarked for a different purpose must not be counted as cover for a
derivatives transaction. Examples of the latter would be assets earmarked for
repayment of a debt or to provide cover for another derivatives transaction.
Example R Ð suitability for covering for a commitment to deliver a fixed amount of
cash (The following list is not intended to be exhaustive.)
Acceptable as strict cover
Cash already paid to the counterparty by way of initial margin
A derivatives contract guaranteed to deliver to the insurer sufficient cash to cover its
liabilities (e.g. a sold future may cover a bought future)
A holding guaranteed to deliver income of the right magnitude at the right times to cover
payment obligations (e.g. an interest rate swap is covered by the appropriate underlying
holding)
Cash or Ônear-cashÕ
May be acceptable as partial cover, subject to the magnitude of the basis risk
A holding in gilts, other than those which count as near-cash
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A well-diversified portfolio of readily realisable equities
Unacceptable, even as partial cover
Borrowed assets
Assets covering another derivatives transaction
Assets providing security for a debt
Dividends due before delivery date but not yet declared
A portfolio of securities which is not well diversified or containing significant holdings of
securities not readily realisable in the short term
Debts (including anticipated tax recoveries), other than those which count as Ônear-cashÕ
Example S
An insurer with a portfolio of US equities wishes to remain exposed to the US market
for the next 3 months. It wishes to protect itself against the risk of the dollar
weakening and considers it unlikely that it will strengthen. It decides to sell a dollar
future (i.e. dollars sold to buy sterling) to the current value of half of its US equity
portfolio, for settlement in 3 months time.
Provided that the portfolio of equities is well-diversified and readily realisable, it may be
possible to consider it to be covering the future, despite the fact that it is at first sight not
obviously appropriate for the purpose. The following argument justifies this treatment.
Leaving aside movements in the US market, the insurer can never suffer a cash loss as a
result of movements in the exchange rate. If the dollar falls, the gain in the forward
currency contract matches the fall (in sterling terms) of half the equity portfolio. If the
dollar rises, the reverse is true. Under the latter circumstances, the insurer might need to sell
some of his equity portfolio (which would have appreciated in value in sterling terms) in
order to meet his obligation to supply dollars under the forward currency contract. Because
the portfolio has been assumed to be well-diversified, this should not be a problem. The
same assumption could not necessarily be made of a holding of equities traded on a market
which was often turbulent.
There is nevertheless basis risk associated with this contract reflecting the eventuality that
the dollar might strengthen and the US equities fall in value over the period. The insurer
would have to consider whether this risk was significant, bearing in mind the tests in
paragraph 6.8, before classifying this transaction as ÔcoveredÕ.
Similar considerations apply if the insurer decides to hedge the currency risk on the whole
of its portfolio, rather than just half of it. However, in the latter case, there is in principle a
considerable risk that the portfolio could fall in value, leaving the insurer Ôover-hedgedÕ.
Assuming this reached levels which could not be regarded as insignificant, the currency
hedge could neither be regarded as for the purposes of reduction of investment risks nor
efficient portfolio management under the interpretation of Section 4. But naturally, in
assessing the risks, the insurer would be entitled to place due weight on any systems it had
in place to close out any Ôexcess hedgingÕ beyond insignificant levels, as it arose.
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Example T Ð suitability for covering a commitment to deliver physical assets (or cash
to the value of those assets).
(The following list is not intended to be exhaustive.)
Acceptable as strict cover
A holding of the assets in question
A derivatives contract guaranteed to deliver to the insurer sufficient assets to cover its
liabilities (e.g. a bought future can cover a written call option)
May be acceptable as partial cover, subject to the magnitude of the basis risk
Cash or Ônear-cashÕ
A holding in gilts
A well-diversified portfolio of readily realisable equities
Unacceptable, even as partial cover
Borrowed assets
Assets covering another derivatives transaction
Assets providing security for a debt
Dividends due before delivery date but not yet declared
A portfolio of securities which is not well diversified or containing significant holdings of
securities which are not readily realisable
Debts (including anticipated tax recoveries) other than those which count as Ônear-cashÕ
Example U
An insurer has purchased an index put option to hedge its entire holding of Japanese
equities. It has the opportunity to sell some of those assets at a favourable price. It
proposes to retain the whole of the option contract.
Purchased options do not require cover. However, the other conditions in paragraph 2.1
remain relevant. In particular, the Ôin connection withÕ test remains relevant. After the asset
sale, part of the option is no longer in connection with any relevant assets.
By analogy with Example O, the ÔexcessÕ part of the option cannot be an admissible asset.
The remaining part would be admissible provided of course that it passed the appropriate
tests in the first place.
Example V
An insurer has sold an index future which is covered by an appropriate holding of
assets. It has the opportunity to sell some of those assets at a favourable price. It
proposes to retain the whole of the futures contract.
The asset sale will partly uncover the future, unless the insurer simultaneously tops up the
cover by earmarking other suitable assets. Where the insurer does not hold such suitable
assets, it can regard the derivatives contract as being split in two for asset valuation
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purposes. One part would definitely not be covered; the other part could be if the basis risk
remained insignificant. Obviously, this would require that the remaining assets were
reasonably representative of the index.

ÔNear-cashÕ?
6.12

ÔNear-cashÕ means cash which is reasonably certain to be received by the
insurer before delivery date or assets which could, with reasonable certainty,
be converted into a known amount of cash before delivery date, at the
insurer's discretion. The principal examples are:
(a)

Amounts deposited with or loaned to authorised banks and building
societies which are redeemable before delivery date (including a
prudent estimate of interest due before delivery date)

(b)

Approved securities which can be redeemed before delivery date
(including a prudent estimate of interest due in the meantime)

(c)

Dividends declared but not yet paid

(d)

An exceptionally prudent estimate of net cash inflows expected
before delivery date. (A prudent estimate of the net position may of
course be negative! In that case, the insurer would be obliged to
regard that as a prospective liability, to be taken into account as
described in paragraph 6.11.)

Example W
An insurer has sold a FTSE-100 future.
On the delivery date, it will receive cash if the original index level price is greater than the
market price; otherwise it will have to pay cash. Because of the basis risk, it is not possible
to cover this contract substantially with cash or Ônear-cashÕ. For example, if the value of the
contract was £1m per 100 index points, at least several £m in addition to the cover of the
underlying principal (depending partly on the length of the interval before delivery date) of
cash or Ônear-cashÕ would be needed as cover before the insurer could be reasonably certain
that this would not be completely eroded by a sharp rise in FTSE. It is most unlikely that
this could be regarded as an insignificant basis risk. In passing, it is also most unlikely that
this could be justified as reduction of investment risks or efficient portfolio management.
The contract could expediently be covered by a well-diversified portfolio of securities
making up the FTSE index (the primary cover) of approximately the right value (i.e. the
market value of the basket of FTSE securities underlying the transaction), together with a
secondary holding in cash or Ônear-cashÕ equal to the provision for adverse changes (see
Section 9), if any. If the performance of the actual portfolio can reasonably be assumed to
be closely correlated with that of FTSE, the basis risk is likely to be minimal.
However, if the covering securities providing the primary cover were to be replaced by ones
which were either:
(a)

not well diversified; or

(b)

not well-matched to the FTSE-100 index; or
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(c)

of insufficient value to provide full cover

the basis risk could be substantial. If so, the contract could no longer be regarded as
covered.
Example X
An insurer wishes to rebalance his portfolio by selling UK equities and buying US
equities. He wishes to change market exposure immediately but to give himself time to
realise his UK holdings and select appropriate US holdings. He sells a FTSE future,
buys a dollar future from an approved counterparty and an S&P future, all for
settlement on the same date and all to the value of the UK equity portfolio.
The S&P future is covered by the dollar future. Assuming that the portfolio of equities is a
well-diversified selection of stocks making up FTSE-100, the proceeds of the sale plus the
balance on the FTSE future should in aggregate realise approximately enough to cover the
obligation to deliver sterling under the dollar future. The amount will be insufficient to the
extent that the actual stocks underperform between the current date and the date of
realisation, relative to FTSE-100. Provided that the basis risk was insignificant, then the
equity portfolio, taken together with an appropriate holding in cash or Ônear-cashÕ (to allow
for the mismatch between the portfolio and the index) would cover this contract.
It is also instructive to consider the Ôin connection withÕ test. Use of the currency forward
and the index futures appears to be consistent with efficient portfolio management. The
FTSE future is clearly being used Ôin connection withÕ the UK equity portfolio. But the
natural interpretation is that the currency forward is used in connection with the FTSE future
and the S&P future in connection with the currency forward. In the situation above, if the
FTSE future is covered, it becomes an admissible asset. So the currency forward is used Ôin
connection withÕ an admissible asset; it is itself admissible. The same argument works for
the S&P future.
Example Y
Same situation as in Example X except that the various contracts are not all due for
settlement on the same date.
The analysis is very similar to that of Example X. The basis risk would also include the risk
of adverse movements in currencies and/or indices between the settlement dates of the
various contracts. Obviously, the size of this additional risk will depend on the intervals
between settlement dates and the perceived volatility of indices, equity portfolio and
exchange rates. Nevertheless, it is by no means out of the question that these derivatives
could be regarded as covered.

Cover Fallacies
6.13

The following are illustrative examples of fallacies.
Example Z
I have sold an index future which is currently showing a slight profit to me on the basis
of current market value. It does not require cover.
WRONG! It may in future show a considerable loss. It is difficult to arrange for strict cover
because of small changes in the composition of the index from time to time. An appropriate
diversified selection of the assets underlying the index is however likely to be regarded as
covering this transaction, depending of course on the size of the basis risk.
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Example AA
Earmarking of assets of sufficient current value to cover the basis risk will always
ensure that the relevant derivative contract is covered
WRONG! The assets may not be suitable (e.g. because of volatility or non-realisability) for
cover. And of course, if the basis risk is significant, the contract cannot be regarded as
being covered.
Example BB
A margined contract is automatically covered.
WRONG! Margining guarantees only that the insurer can cover adverse market movements
to date. It confers no assurance that it will be able to cover any foreseeable future market
movement.
Example CC
I have entered into an OTC arrangement for 3 months whereby I sold an index futures
contract on day 1. On each subsequent day, I am committed to closing out my futures
position and simultaneously re-selling another index future for the original end-date at
the close-out price. (In view of the nature of the arrangement, my counterparty has
offered extremely favourable terms on dealing costs!) The basis risk for any pair of
sale and purchase contracts is small and the contract therefore requires minimal cover.
WRONG! No doubt, little will go wrong with this arrangement from one typical day to the
next. But over a period, a lot could go wrong with it. Having regard to the point in
paragraph 6.8 on Ôaggregation of risksÕ, it is clear that the contract requires cover as if a
normal 3 month index future had been sold.

Cover for derivatives in linked funds
6.14

Although the drafting of the Valuation of Assets Rules makes it hard going to
verify this fact, there is in practice no difference in the nature of the cover
criterion, whether a derivative is used Ôin connection withÕ linked or nonlinked assets. That is to say, a derivative covered by assets of a linked fund
would be covered if the fund were a non-linked one; and vice versa.
(However, a derivative in a linked fund is of course legally required to be
covered, unlike a derivative in a non-linked fund.)

7.

The pricing basis

7.1

The final condition to be satisfied by an admissible (or permitted) derivative
is that it satisfies the prescribed pricing basis. This is usually unproblematic.
Assets acquired or disposed of under options or futures contracts are
normally transferred at a fixed price, specified at the time the contract is
transacted. Nevertheless, more exotic price structures do occur. The
Valuation of Assets Rules allow considerable (but not total) flexibility. The
paragraphs below cover the conditions to be satisfied by admissible assets.
The conditions for permitted derivative contracts in property-linked funds
are equivalent.
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7.2

Under rule 4.12(7), amounts payable under an admissible contract for
differences may be calculated by reference to the value of any admissible
asset or income from any admissible asset. Contracts based on an index of
such asset values or income are equally acceptable. So are contracts based on
the difference between current and amortised value, provided that there is a
generally accepted accounting practice for determining the amortised value
of the asset in question. Finally, contracts based on fluctuations in a national
index of retail prices for any Zone A country (in particular the RPI) pass the
test.

7.3

Rule 4.12(8) prescribes the pricing methods allowable for an admissible
option or futures contract. The exercise or contract price may be fixed (the
traditional approach) or may be determined by reference to any of the
quantities mentioned in the previous paragraph or by any combination of
these.

7.4

The most significant exclusions from the above prescribed pricing bases are
where a contract value, or buying or selling price of an asset, is determined
partly by reference to:
(a)

an inadmissible asset; or

(b)

the amortised value of an asset where there is no generally accepted
accounting practice (for insurance companies) for the determination
of such amortised value.

Example DD
A company transacts an option to buy listed shares in ABC plc at a price which is
related to the price of (listed) DEF shares on the exercise date.
This satisfies the pricing basis requirements set out in rule 4.12(8). Of course, it still needs
to satisfy all the other requirements of rule 4.12 before it could be given an admissible value.
The Ôcapable of being readily closed outÕ and Ôefficient portfolio management or reduction
of risksÕ tests would undoubtedly need particularly careful justification.

8.

The valuation rule for derivatives which are assets

8.1

The basic rule set out in rule 4.12 is that derivatives which satisfy the
conditions described in paragraph 2.1 above shall be valued at current value,
taking into account any amounts paid or transferred to the insurer, whether
by way of variation margin or otherwise. Current value is defined to be
market value, in the case of a listed derivative, or close-out value in the case
of an OTC derivative. Under this rule, fully-margined derivatives clearly
have a value of zero; the intrinsic value of the contract is represented either
by a deposit in the margin account or by assets already transferred to the
insurer by the counterparty.

8.2

It might appear at first sight, therefore, that full credit can be taken for any
fully-margined derivative contract, irrespective of whether it satisfies the
conditions summarised in paragraph 2.1. This is not the case. Margining (or
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collateralisation) cannot legitimise a derivative contract which would not
otherwise have an admissible value. Rule 4.14(1) provides that admissible
assets equal in value to any such margin paid or transferred to the insurer
must be left out of account if the margin is in respect of a derivative contract
which does not satisfy all the conditions described in paragraph 2.1.
Therefore, although the insurer has received assets equal to the intrinsic
value of the contract, it is required to leave an equal value of assets out of
account. In effect, the net benefit of having transacted the derivative contract
is nil, for the purposes of statutory valuation.
8.3

Notwithstanding the above strictures, we do of course encourage insurers to
margin (or collateralise) their contracts wherever appropriate as a means of
reducing credit exposure of the fund to the insurerÕs counterparty.

9.

Liabilities arising from derivative contracts

9.1

The starting point is that a derivative which is currently a liability to the
insurer (leaving aside the effect of any margin which has already been paid,
received or transferred) should be valued at its current value. In the case of an
exchange-traded derivative, this is its market value; in any other case, it is
what the insurer would reasonably expect to pay to close out all its
obligations under the contract. This applies irrespective of whether or not the
conditions summarised in paragraph 2.1 apply.

9.2

Moreover, as noted in paragraph 2.3, no derivative (whether currently an
asset or a liability) may be used in a property-linked fund unless all the
conditions of that paragraph apply.
Example EE
An insurer with a well-diversified portfolio of FTSE stocks in a linked fund believes
that UK equity prices are likely to fall in the foreseeable future but recover in the
medium term. It decides to sell a FTSE-100 call option (adequately covered by its
portfolio - see Section 6).
This is a somewhat problematical case. Particularly careful justification will be needed
before written options can be taken to be for the purposes of reduction of risks or efficient
portfolio management.
Suppose, for example that the insurer's investment strategy is to reduce exposure to FTSE
stocks. When assessing whether selling an option counts as efficient portfolio management,
it is necessary to consider the non-derivative alternative, in this case to sell the relevant
stocks. If the index in fact rises above the strike level, the insurer will effectively lose any
gain above that level. However, that is irrelevant to the current discussion; the insurer
would clearly also have given up the gain if it had sold the stocks.
If the index falls below the strike level, the option will expire worthless. The insurer will
therefore benefit from the option premium but will nevertheless still be exposed to severe
falls in the stocks. In the terms of paragraph 4.8, this is an adverse risk consequence of the
derivative strategy. If the transaction is to count as efficient portfolio management, the
insurer would need to be convinced that the adverse risk consequence was insignificant; in
other words, that the risk of the market falling sufficiently far that the insurer was left
significantly worse off than by selling the stocks could be neglected. This could only be
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resolved on a case by case basis, taking into account the volatility of the market, the price of
the option, the difference between initial market and option strike levels and respective tax
considerations.
The above gives an analysis for one particular investment strategy; it might be quite
different for any other strategy.

Provision for adverse changes
9.3

In addition, where a contract is not strictly covered, the insurer must make an
appropriate provision for adverse changes under the terms of rule 5.3. This
applies to any contract that:
(a)

may give rise to an obligation on the insurer, irrespective of
whether it is an asset or a liability at the current time; and

(b)

where an adverse change would affect the level of free assets of the
insurer.

Example FF
An insurer has sold a call option on a stock which it does not hold. On a best estimate
basis, it has just sufficient assets in its fund to allow it to buy the stock necessary to
perform the obligation.
This contract is not covered and could not therefore be used in a linked fund. It is perfectly
foreseeable that the value of the assets in its fund or those underlying the derivative will
change to the extent that the insurer needs more than its best estimate in order to perform its
obligations under the contract. A provision for adverse changes will be needed.
In passing, it is also clear that such a transaction gives rise to significant adverse
consequences in the investment risk profile of the portfolio. Under the condition described
in paragraph 4.6 above, it could not be regarded as being consistent with efficient portfolio
management. Nor, clearly, does it satisfy the Ôin connection withÕ test.
Example GG
An insurer considers selling a put option on an equity holding which, if exercised, will
require it to pay £1m for the holding. It currently has a cash balance of £0.5m but
expects a net cash outflow, apart from new premium income, of £0.3m. However, due
to estimating uncertainties, such net cash outflow might be as high as £0.6m. Taking
account of new premium inflows, can this contract be regarded as covered?
Prudence requires the most pessimistic assumption for net outflows, namely £0.6m. This
gives rise to a cash shortfall of £0.1m, leaving aside the cash needed to cover the option. It
follows that new premium inflows would have to be at least £1.1m, on an exceptionally
prudent assumption, for the contract to be regarded as covered.
A provision for adverse changes would be required in respect of the uncovered part of the
contract.

9.4

The provision must be sufficiently large to cover the basis risk. It follows that
a contract which is covered, but not strictly covered requires, in principle, a
provision for adverse changes to be established. However, in many practical
circumstances, such provision may be immaterial.
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9.5

The starting point for assessment of the provision is a comparison between
the assets underlying the derivative contract and the assets notionally
attributed by the company to meet its liabilities (including prospective or
contingent liabilities) under the contract. For this purpose, it is necessary to
identify particular assets of the relevant fund (the Ôidentified assetsÕ) as being
available to meet liabilities under the contract in question.

9.6

Where the contract is not strictly covered, the insurer should consider the
potential variation between the value of the assets underlying the derivative
contract and the Ôidentified assetsÕ. This will lead to an assessment of the
potential liability which could arise from the lack of strict cover. Such
variation may of course arise either from general market movements (e.g. if
gilts are attributed against an equity index future) or of specific stock value
changes (e.g. if a small number of stocks are attributed against an equity
index future).

9.7

It will be necessary to take account of the potential volatility of each block of
assets, including the possibility that prices of the blocks will move in
different directions. The assessment would be based initially on historical
volatility but would also have regard to the possibility that volatility might be
different in future.

9.8

The level of provision may also depend on the insurerÕs techniques for
monitoring (and, where appropriate, hedging or closing out transactions so as
to reduce exposure) and the frequency with which exposures are monitored
by senior management. However, a general intention to manage the exposure
as the need is perceived to arise is not sufficient to obviate the need for, or
even reduce, a provision.

9.9

As a general rule, we would expect insurerÕs to set provisions on bases which
are at least as prudent as the following:
(a)

(b)

in the case of a derivative based on a broadly-based equity index:
(i)

that a 25% adverse movement in the index occurs in the near
future; and

(ii)

the possibility of a greater adverse movement should be
allowed for, to the extent that this is consistent with the
historical record or, otherwise, where it would be imprudent to
ignore the possibility;

in the case of a derivative whose value depends significantly on the
value of a small number of assets, the assumptions in (a) will be
insufficiently prudent. Conversely, the assumptions in (a) may be too
severe in other cases. (For example, a 25% adverse movement in a
short gilt index might be considered extremely unlikely);
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(c)

analogous assumptions should be made in respect of the attributed
assets (see paragraph 9.5);

(d)

the effect of adverse changes to the value of the derivative and the
attributed assets should be compounded (on a probabilistic rather than
arithmetical basis), assessing the (positive or negative) correlation
between the two variables in a very prudent manner. For example, in
the case of long-dated gilts attributed against an equity future,
independent 25% adverse movements should be assumed.

The provision for adverse changes and linked funds
9.10

A provision for adverse changes ought not to arise in the case of derivatives
used in property-linked funds. A contract which was strictly covered would
not give rise to a provision in any case. And a contract which was not
covered would be illegal in a property-linked fund.

9.11

But perhaps the most common case relates to a contract which is covered but
not strictly covered. By virtue of condition (b) of paragraph 9.3, a provision
cannot arise for such a contract in a linked fund because its fortunes have no
effect on the level of the free assets (since any change in its value is matched
by an equal change in the total linked benefits payable to policy holders). By
contrast, as noted in paragraph 6.5, a derivative in a non-linked fund which
was covered but not strictly covered would in principle require a provision.
Therefore, although the criteria for determining whether a contract is covered
(or strictly covered) do not differ between linked and non-linked funds, the
consequences of the absence of strict cover do differ between the two cases.
Responsibility for calculation of the provision

9.12

Responsibility for calculation of the provision rests with the directors. Even
in a long-term insurer, it is not one of the long-term liabilities. As with the
remaining Ôother than long-term insurance businessÕ liabilities, it will be
liable to review by the auditors. However, for derivative contracts transacted
Ôin connection withÕ assets of the long-term insurance fund, it will often be
appropriate for the appointed actuary to take account of the provision in his
assessment of the long-term liabilities under rule 5.17, in accordance with
professional guidance notes.
Overlap with the Resilience Test

9.13

Under some circumstances, there may be an element of overlap between the
provision for adverse changes and the provision required in respect of longterm insurance business under rule 5.17. Double-counting of the provision is
however unnecessary! To the extent that the provision for adverse changes
relates to general market movements (as opposed to movements in one or
two specific holdings), it may be notionally released in calculating
(subsequently) the provision required under rule 5.17.
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10.

Quasi-derivatives

10.1

Certain more traditional types of instrument acquired in the normal course of
trading (for example, convertible stocks and partly-paid shares), as well as
traditional types of practice such as sub-underwriting, have the characteristics
of derivatives. In addition, derivatives also exist in securitised form. To
illustrate the latter point, there is little difference between investing in a bond
whose maturity value is determined according to the level of some market
index and transacting a contract for differences based on that index
(especially if, in practice, it is unforeseeable that the notional principal
representing the investment could be eaten away completely by adverse
market movements). This section considers how all these Ôquasi-derivativesÕ
are dealt with by the Valuation of Assets Rules and what are the practical
implications.

10.2

The aim of rule 4.13 is to make the treatment of Ôquasi-derivativesÕ more
transparent. Essentially (and with certain defined exceptions), a contract or
asset is to be treated as having the effect of a derivative contract if it embeds
an option or obligation to acquire, dispose of or convert an asset or provides
for payments akin to those which would be made under a contract for
differences.
Example HH
Examples of instruments which Ôhave the effect of a derivative contractÕ
(a)
(b)
(c)
(d)
(e)

(f)

Partly-paid shares
An agreement to underwrite or sub-underwrite a share issue
Bonds convertible to equity
Stock lending and REPO agreements which do not satisfy the conditions set out in
paragraphs (2) and (3) (or (4)) of rule 4.4
Instruments which provide an income (or maturity value) set by reference to
fluctuations in the value of some specified asset or by reference to fluctuations in
an index
Futures contracts and options funds

Examples of instruments which do not Ôhave the effect of a derivative contractÕ
(a)
(b)
(c)
(d)
(e)

(f)
(g)

Shares (unless the rights conferred by the shareholding are such that the income or
maturity value is partly or wholly determined by reference to the value of some
specified asset or index)
Gilts issued by a state in Zone A
Holdings in collective investment schemes which fall under the UCITS Directive
Stock lending and REPO transactions which satisfy the conditions set out in
paragraphs (2) and (3) (or (4)) of rule 4.4
Contracts for sale or purchase of assets (i.e. securities, land) within a defined
period (the normal settlement period for on-exchange transactions in the case of
listed securities and 20 working days in other cases)
Contracts for conversion of currency in connection with sale or purchase contracts
of the type mentioned in the previous bullet point
Contracts for sale or purchase of equipment.

N.B. Neither of the above lists should be taken as exhaustive!
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10.3

An asset having the effect of a derivative contract is an admissible asset if
the corresponding (hypothetical) derivative contract would satisfy the
conditions set out in paragraph 2.1. It is a permitted link if the corresponding
hypothetical derivative contract would satisfy the conditions set out in
paragraph 2.3.
Example II
A company buys an unlisted bond issued by a manufacturing company, whose
maturity value is determined according to the value of FT-SE 100 on the maturity
date.
This is not an admissible asset or permitted link. It has the effect of a contract for
differences (of an admissible class) used in connection with a loan. But it is neither listed
nor transacted with an approved counterparty. However, a similar product transacted with
an approved counterparty would be admissible provided that the efficient portfolio
management and reduction of risks criteria could be justified.

10.4

Where the conditions of paragraph 2.1 are satisfied, the value of the ÔquasiderivativeÕ is, as usual, the current value (i.e. the market value in the case of
a listed asset). Where the conditions are not satisfied, the Ôquasi-derivativeÕ
has no value except in respect of any payments whose value is guaranteed.
By virtue of rule 4.13(4), such payments are to be given an assignment value,
as if they were debts.
Example JJ
A company buys a bond whose maturity value is equal to the product of
(i)

the issue price; and

(ii)

the ratio of the price of gold on maturity and the price of gold at issue,

with a guarantee that the maturity value will not be less than the issue price.
This product has the same economic effect as a debt (to repay the issue price) plus a contract
for differences based on the gold price. The latter would not be admissible (since gold is not
an admissible asset). Therefore the value of this instrument for solvency purposes would be
the limited to the assignment value of a debt to repay the issue price.

10.5

The above examples are perhaps a little exotic. With more commonly met
examples (such as listed convertibles, partly-paid shares, sub-underwriting),
there will not usually be a problem over justifying that the conditions of
paragraphs 2.1 or 2.3 are satisfied. Clearly, however, cases need to be
examined on their merits. Where such instruments are used to an abnormal
extent, in particular where they give rise to a significant level of gearing of
the fund, there must be grave doubts as to whether this is consistent with
efficient portfolio management. If not, they could only be valued in
accordance with the rule in rule 4.13(4) described in paragraph 10.4.
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Example KK
A company holds a listed convertible bond giving it the right to convert to a specified
number of equity shares of the issuer during a specified period.
This is clearly an asset having the effect of a derivative contract, in accordance with rule
4.13(1)(c). It is equivalent to a vanilla bond held in connection with a pair of options, one to
sell the bond and the other to buy equity, the options being exerciseable either as a pair or
not at all. The test set by rule 4.13(4) is whether the hypothetical options would satisfy the
conditions set out in rule 4.12(2). It is easy to see that they would do so, provided that they
were consistent with reduction of investment risks or efficient portfolio management. We
would expect this to be justifiable in normal circumstances.

10.6

Where the embedded derivative could place the insurer under a liability to
take some action, the question of a provision for adverse changes arises.
Traditional practices do not appear inherently very likely to give rise to a
material provision, however, although each case must be considered on its
merits.
Example LL
An insurer sub-underwrites a new share issue.
The insurer has effectively granted the underwriter an option to sell a number of shares at an
agreed price. Provided there is sufficient cash or Ônear-cashÕ in the fund to cover the whole
of the purchase, if the underwriter should exercise its option, a provision for adverse
changes is not required. This is separate from the question of whether the insurer should
make a prudent provision for the contingent liability it has taken on.

Structured products and the Ôin connection withÕ and Ôefficient portfolio
managementÕ tests
10.7

Instruments which are hybrid in form between loan and derivative,
sometimes referred to as structured products, are commonly free-standing
instruments, not used in connection with anything. Nevertheless, they may
satisfy the Ôin connection withÕ test, by virtue of rule 4.12(2)(b). They satisfy
the test provided that once they have been notionally separated into bond
element and derivative element, the latter can be considered as held Ôin
connection withÕ the former (for the purposes of reduction of investment
risks or efficient portfolio management).

10.8

Such structured products are often used to provide a precise match to the
policy holder benefits promised under long-term products such as guaranteed
income or equity bonds. There is a tendency for these products to become
ever more exotic, to the extent that it is rather difficult to decompose them
hypothetically into a combination of basic instruments such as loans and
options having the same economic effect. Nevertheless, this must in principle
be done in order to ensure that the Ôin connection withÕ and other tests are
being observed. This is sometimes not very easy!
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10.9

It is sometimes argued that a product which provides a precise match to the
policy holder liabilities automatically satisfies the reduction of risks test. This
is a fallacy. Precise matching may well be essential, in order to satisfy rule
2.3. However, as paragraph 4.8 above sets out, the impact of the use of a
derivative structure on the policy holder risk must also be considered. If the
effect of the derivative element is adversely to affect some aspect of the risk
to policy holders in a significant way, that would cause the product to fail
both the efficient portfolio management and reduction of risks tests.
Example MM
A company offers a guaranteed income bond which offers 11% income on the amount
invested per annum for 5 years. The bond has a minimum maturity value of 20% of
the original investment (less initial charge), when FTSE falls by 5% or more over 5
years. It Returns the original investment (less initial charge) if FTSE ends the 5 year
period at or above its opening value. Between these two limits, the maturity value
varies pro rata to the fall in FTSE. The insurer purchases a structured product which
matches its policy holder liability closely.
The analysis should in principle be carried out on the structured product purchased by the
insurance company rather than the policy holder benefit structure. In practice it may not
matter much.
Clearly, the purchased structured product can be separated notionally into loan and
derivative components. However, the derivative component cannot be regarded as reducing
investment risks. Even though it allows the insurer to match its policy holder liability
precisely, it certainly cannot be said to have a broadly neutral effect on the investment risks
of policy holders. If the index falls slightly (unlikely on the basis of its past record, but far
from inconceivable), the policy holder will be considerably worse off than if he had invested
in the assets underlying the index.
Moreover, since the derivative component increases asset risk to the policy holder, it cannot
be regarded as being for the purposes of efficient portfolio management.
Such a derivative would be inadmissible. A derivative having similar characteristics in a
long-term linked fund would be illegal.

10.10

Notwithstanding the instrument illustrated in Example MM, rather similar
instruments can be admissible (or permitted in a long-term linked fund). To
assess this, the following steps are appropriate:
Step 1 - Identify a broadly comparable non-derivative investment strategy
As discussed above, the investment will not satisfy the efficient portfolio management or
reduction of investment risks tests if it gives rise to a significant increase in the policy
holder's risk. It is therefore appropriate to consider how the insurer might have constructed
a broadly similar investment strategy without using derivatives. The policy holder's risk can
then be compared for the derivative and benchmark non-derivative strategy.
Step 2 Ð Compare the risks inherent in the two strategies
The task here is to identify instances in which the derivative strategy under-performs the
non-derivative strategy. It is quite likely to be the case that sometimes one out-performs,
sometimes the other but that neither is clearly ÔbetterÕ than the other. However, that is
irrelevant. The test set out in paragraph 4.6 requires that any underperformance by the
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derivative strategy should be either insignificant or not reasonably foreseeable.
In making the comparison of risks, it will usually be appropriate to consider how the
strategies would have performed historically. However, it will hardly ever be appropriate to
argue that because one strategy would have out-performed another historically, the risks of
underperformance in the future can be ignored. As a general rule, historical data may be
used to calibrate a statistical model of future performance. But where the future values of
model parameters can reasonably be expected to be different from their historical
counterparts, suitably cautious assumptions should be made.
Step 3 - Identify any reasons why the comparison is unfair to the derivatives strategy
and whether such unfairness is the main reason for comparative under-performance
One popular technique is for derivatives strategies to incorporate a minimum performance
guarantee, using some kind of embedded option. Such a guarantee cannot be provided free
and will therefore give rise to some degree of under-performance. Its effect should in
principle be stripped out before making the comparison above.

10.11

Bearing in mind the practical difficulties mentioned above, we would not
object to a structured product which provides a precise match to policy
holder liabilities being deemed to satisfy the Ôin connection withÕ and
efficient portfolio management tests provided that:
(a)

the analysis above has been carried out; and

(b)

either:
(i)

any underperformance by the derivative strategy is either
insignificant or not reasonably foreseeable;
or:

(ii)

significant underperformance by the derivative strategy occurs
only at levels of total investment return well above the riskfree rate and arises wholly or mainly as a result of the
incorporation of a guarantee (or some similar benefit) amongst
the benefits provided by the derivative strategy;

10.12

In making a comparison above between the performance of derivative and
non-derivative strategies, it is always the total return to the insurer (after
making appropriate allowance for tax and reasonable investment
management expenses) which should be considered. If part or all of the
investment risks under either strategy are assumed by the insurer, then it is
the appropriate product allowance which the insurer would make to cover
those risks which would be taken into account.

10.13

The above method of analysis relies on an assessment of the significance of
underperformance. It is difficult to be very precise about what is significant.
But under prevailing investment conditions, we would certainly regard a 20
percentage point underperformance over a 5-year term as significant in
circumstances where the total return on the non-derivative strategy is at
levels up to the risk-free rate. Under the same conditions, a 5%
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underperformance could not reasonably be regarded as significant.
Moreover, at very high levels of return, it might be reasonable to deem an
underperformance above 20 percentage points to be insignificant.
Example NN
An insurer issues a 5 year stock-market bond linked to FT-SE 100, offering the
following return on the initial investment (after deduction of initial charge):
If the index stays constant or falls, the initial investment will be reduced by the percentage
fall in the index, except that the maturity value is guaranteed not to be less than 80% of the
initial investment.
If the index rises by up to 100%, the initial investment will be increased by the product of
the percentage rise in the index and 110%.
If the index rises by more than 100%, the maturity value will be 210% of the initial
investment.
The insurer transacts a structured product with an approved counterparty which
exactly matches these terms.
Where the index falls or rises by up to 100%, this product clearly satisfies condition (b)(i) of
paragraph 10.11. Since a 100% rise over 5 years is significantly in excess of the risk free
rate of return, the capping at 210% easily satisfies condition (b)(ii).

10.14

The conditions described in paragraph 10.11 are not intended to be an
absolute requirement. Other structures may be admissible (or permitted)
provided it can be shown from first principles that they satisfy the various
tests.

11.

The effect of derivatives on admissibility of the underlying holdings

11.1

As explained in Guidance Note 4.1 on asset valuation, the approach in the
Valuation of Assets Rules is to limit aggregate exposure to certain types of
asset for solvency purposes, rather than to limit holdings in those assets.
Where a insurerÕs aggregate exposure exceeds the prescribed limit, excess
assets have to be left out of account. (Guidance Note 4.1 covers the
mechanics of this.) In principle, derivatives may have the effect of
increasing or decreasing exposure to underlying assets; their effect must
obviously be taken into account in assessing the aggregate exposure.

11.2

However, the Valuation of Assets Rules provide that it is unnecessary to
consider changes in exposure resulting from contracts for differences based
on well-diversified indices (e.g. FTSE futures). It would be most unlikely
that such contracts could have a significant effect on underlying exposure to
particular assets (e.g. to specific equities).

11.3

Rule 4.14 provides that, for the purposes of computing aggregate exposure:
(A)

where a derivative contract places an insurer under an
obligation to buy certain assets, it is deemed to have bought
those assets
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11.4

(B)

where a derivative contract places an insurer under an
obligation to sell certain assets, the sale is deemed to have
taken place only if the contract is listed or if the sale is due
within 12 months to an approved counterparty

(C)

where a contract gives the insurer an option or could oblige it
to buy certain assets, it is deemed to have bought them if it is
prudent to assume that they will be bought

(D)

where a contract gives the insurer an option or could oblige it
to sell certain assets, it is deemed to have sold them only if the
sale is due within 12 months to an approved counterparty and
if it is prudent to assume that they will be sold

(E)

a contract for differences (other than one based on a welldiversified index) or a contract or asset having the effect of a
derivative contract is treated in the same way as an
appropriate combination of options or futures contracts
having equivalent economic effect

The treatment of futures contracts is fairly straightforward. However, the
treatment of options is more complex. One issue surrounds when it is prudent
to assume something for the purposes of cases (C) and (D) above. The point
here is that prudence has to be construed in the context of limiting aggregate
exposure. Where the situation is unclear, it will be more prudent to assume
higher exposure than lower exposure. Therefore for the purposes of Case C,
it will generally be prudent to assume that the option to buy has been
exercised. The only exception would be where the option was so far out of
the money that it was clear that it would not be exercised. Similarly, for Case
D, it will generally be prudent to assume that the option to sell would not be
exercised. The only exception would be where the option was so far in the
money that it was very unlikely that it would not be exercised.
Example OO
An insurer transacts a contract for differences with an approved counterparty under
which it receives (pays) £1000 for every £1 rise (fall) in the value of ABC shares and
also receives (pays) £1000 for every £1 rise (fall) in XYZ shares above the strike levels
of:
ABC shares - £2.50
XYZ shares - £3.50
with the rise being determined on the basis of the market price in 6 months time.
Any payment by the insurer will be limited to a maximum reached when the share
prices fall to
ABC shares - £2.00
XYZ shares - £3.00
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The current share prices are:
ABC shares - £1.75
XYZ shares - £1.00
The analysis gets a little tortuous and can most conveniently be considered by imagining
that the insurer had transacted two separate contracts for differences, one in respect of ABC
shares and one in respect of XYZ shares. These are considered in Examples PP and QQ
below.
The conclusion is that the effect of the contract for differences is to increase the current
aggregate exposure of the insurer to ABC by £1750; there would be no increase in the
insurerÕs aggregate exposure to XYZ.
Example PP Ð Company ABC Ð see Example OO for details
This contract has the same economic effect as the following combination:
(a)

a futures contract to purchase the shares (today) at the strike price (£2.50)

(b)

a (purchased) option to sell those shares at £2.00 per share to an approved
counterparty

(c)

an agreement to sell the shares in 6 months time at the then current price, assuming
that the option at (b) has not been exercised

Drawing on the considerations in paragraph 11.4, the insurer has to take into account the
effect of hypothetical contracts (a) and (b) above for the purposes of computing current
aggregate exposure. However, for the purposes of computing aggregate exposure, contract
(c) is to be disregarded.
Therefore, under Case A of paragraph 11.3, it is necessary to assume that the shares have
been purchased. On the other hand, if the conditions set out in Case D are satisfied, it may
be possible to regard them as being subsequently sold. The hypothetical option (b) is due
for exercise within 12 months with an approved counterparty. It therefore satisfies the first
leg of the test in Case D. On the other hand, it would not be Ôprudent to assumeÕ that the
option to sell the ABC shares would be exercised. The share price might easily recover
above the exercise price of £2.
The conclusion, therefore, is that the effect of the contract for differences is to increase the
insurerÕs aggregate exposure to ABC shares by £1750, the current value of 1000 shares.
Example QQ Ð Company XYZ - see Example OO for details
This contract has the same economic effect as the following combination:
(a)

a futures contract to purchase the shares (today) at the strike price (£3.50)

(b)

a (purchased) option to sell those shares at £3.00 per share to an approved
counterparty

(c)

an agreement to sell the shares in 6 months time at the then current price, assuming
that the option at (b) has not been exercised.

As in Example PP, the insurer is deemed to have bought the shares. Under normal
circumstances, it would seem very unlikely that the market price of XYZ shares would
exceed the exercise price on maturity of the contract. Therefore it would be Ôprudent to
assumeÕ that the option to sell the XYZ shares would be exercised. For the purposes of
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Case D, such shares would be assumed to be sold. The contract does not give rise to any
aggregate exposure to XYZ shares.

11.5

It is not possible, simply to leave an asset out of account. All assets have to
be assessed as to their effect on aggregate exposure. However, where an
insurer holds an option, it is obviously not possible for it to be worse off than
if he simply discarded the option!
Example RR
An insurer, with holdings in the equity of ABC company to the extent of 1% of its
Business Amount, purchases a call option on the same equity in respect of a holding
equivalent to 4% of its Business Amount. The exercise price is close to the current
market price of the equity.
Case C of paragraph 11.3 applies. Suppose for a moment that the option has to be deemed
to have been exercised. Under Case C, the exercise date of the option is not relevant. The
insurer would be deemed to have bought the assets.
The aggregate exposure to ABC would therefore be 5%. 2.5% would be inadmissible. The
insurer must leave out of account not only its 1% holding in ABC but also a further 1.5% of
assets which would otherwise be admissible. Although the option would have a value, it
would be unlikely to exceed the value of assets which would be admissible in the absence of
the option but which are now to be left out of account on the grounds of excess aggregate
exposure to ABC. In other words, the insurer holds an asset - which can never turn into a
liability - which leaves it worse off than if it did not hold that asset!
Clearly, for the purposes of computing aggregate exposure, it cannot be sensible - let alone
prudent - to assume that the option will be exercised in full. On the other hand, bearing in
mind the argument in paragraph 11.4, it would certainly be prudent to assume that exposure
is increased. The solution is to assume that the option is exercised in part, to the extent that
the admissibility position is no less favourable than if the insurer simply disregarded the
option. Following this analysis, the aggregate exposure in this example would be slightly in
excess of 2.5%, the excess being equal to the current value of the entire option. The value of
the option would be cancelled out by the value of the admissible assets left out of account.
Example SS
Same as Example RR, except that insurer has written a put option (rather than
purchased a call option)
The analysis is more straightforward than Example RR. Again Case C of paragraph 11.3
applies. However, in this case, it is clearly prudent to assume that the option will be
exercised. The aggregate exposure to ABC would be 5%. The insurer must leave out of
account not only its 1% holding in ABC but also a further 1.5% of assets which would
otherwise be admissible.

The effect on admissibility of closing out a derivative contract
11.6

While the closing out of a derivative contract eliminates the market risk
associated with that contract, it does not of itself eliminate the credit risk to
the original counterparty. In general therefore, closure will cancel the impact
of the derivative on aggregate exposure to the underlying assets. But the
insurerÕs aggregate exposure to the original counterparty will not be affected
by closure.
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11.7

Even where a contract is closed out with the original counterparty, the credit
risk can not necessarily be taken to be eliminated. This will only be achieved
if the closing-out transaction is drawn up in such a way as to provide for the
legal right of offset between amounts due under the two contracts.
_________________________
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GUIDANCE NOTE 4.4
LINKED CONTRACTS
________________________
1.

Introduction

1.1

The purpose of this guidance is to offer guidance on the interpretation of
Chapter 3 Part II dealing with linked long-term contracts of insurance.
[Deleted]

1.2

A linked long-term contract is one under which benefits are determined
partly or wholly by reference to the value of specified assets or indices, such
benefits being known as linked benefits. A contract offering both linked and
non-linked benefits is a linked contract. All long-term class III (see Annex
11.1) contracts are therefore linked contracts as are some class VII contracts.
But these are not the only ones. Class IV and class VI contracts may each
offer linked benefits, as interpreted above, as may certain contracts
commonly (but incorrectly) classified as class I. (This is discussed further in
paragraphs 2.14 to 2.17.) Such contacts are therefore also linked contracts.

1.3

Linked benefits may be determined only by reference to the so-called
Ôpermitted linksÕ, as set out in Part I (assets) and Part II (indices) of
Appendix 3.2. In addition, the Ôpermitted linksÕ must, where relevant, satisfy
the conditions set out in rule 3.7. Frequently, the links are to the assets of an
Ôinternal linked fundÕ. However, this guidance is relevant whether or not the
assets are maintained in such a fund.

1.4

This guidance applies to all linked contracts, whatever the class of business.
However, the bulk of the Ôpermitted linksÕ rules (described in sections 5 and
6 below) do not apply to linked class VII business (i.e. pensions fund
management business); but the Ôpermitted derivativesÕ rules described in
section 7 apply to all linked contracts.

1.5

The guidance is not intended to be a complete description of the rules
governing linked contracts. Rather, it concentrates on those aspects which are
relatively new or potentially problematical.

1.6

[Deleted]

1.7

The FSA expects an insurerÕs systems and controls to pay due regard to this
guidance. In particular it will be relevant to the responsibilities of the
appointed actuary of the insurer. Furthermore, if a insurer were to choose to
act in contravention of the guidance, we would expect it, as a matter of
prudent management, to discuss the matter with us beforehand.
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2

Close Matching

2.1

An insurer must hold assets whose value matches their unit liability as
closely as possible. The corresponding provisions in Chapter 2 of the Third
Life Directive were drafted with the intention of prohibiting mismatching of
the reserves in respect of linked benefits. This Ôclose matchingÕ test applies
both to property-linked and index-linked (the Ôunit liabilityÕ) contracts. It
applies to all linked contracts irrespective of whether they constitute
contracts in the nature of investments.

2.2

As a general rule, where the benefits are linked to the value of certain assets,
a insurer is not permitted to hold different assets and cover the mismatching
risk by means of a reserve. However, in certain circumstances, it is
permissible for the insurer to hold assets other than any which determine the
unit liability provided that they are Ôassets of appropriate safety and
marketabilityÕ whose value matches those of the unit liability Ôas nearly as
may beÕ. This arises commonly in the case of index-linked contracts and also
where the unit liability is partly or wholly reinsured.

2.3

Moreover, the Ôclose-matchingÕ test does not prevent surplus assets being
kept within a linked fund (but see paragraph 3.6). Temporary and unplanned
small shortfalls of assets which match the unit liability are also permitted
provided that a satisfactory mismatching reserve is held.
Reinsurance of the unit liability

2.4

The rules do not explicitly restrict reinsurance of the unit liability under
linked contracts. Nevertheless, certain restrictions flow implicitly from the
Ôclose matchingÕ requirement discussed above. The following paragraphs
discuss 3 aspects of this requirement - Ôappropriate safetyÕ (paragraphs 2.5 to
2.10), Ôas nearly as may beÕ (paragraph 2.11) and Ôappropriate marketabilityÕ
(paragraph 2.12).
ÔAppropriate safetyÕ

2.5

The right to receive reimbursement of the unit liability under a reinsurance
contract cannot automatically be considered to be an asset Ôof appropriate
safetyÕ because of the risk, however small, that the reinsurer will default. In
particular, The FSA would not usually accept that a reinsurance contract
from a reinsurer not supervised by an EEA State provided appropriate safety
in this context, in the absence of additional guarantees such as the examples
in paragraphs 2.6 and 2.7.
Deposit-back

2.6

It is clear that where the direct insurer arranges for deposit-back of the
reinsurance premium and the contract is such that it has the legal right to
retain the assets in the event of a reinsurance default, the required close
matching can be achieved.
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Reinsurance contract guaranteed by third party
2.7

As an alternative to deposit-back, the reinsurer may secure a third party
guarantee from an approved credit institution which will enable the direct
insurer to have recourse to that party in the event of a default by the
reinsurer. This may satisfy the Ôappropriate safetyÕ test provided that the
credit-worthiness of the guarantor is satisfactory and provided that the terms
of the guarantee are such that there is no likelihood that the direct insurer
would have any difficulty in obtaining reimbursement from the guarantor if it
were needed. The FSA would not accept that a guarantee from anything other
than an approved credit institution would provide Ôappropriate safetyÕ.
Reinsurance business regulated in UK

2.8

The FSA would be prepared to accept that a reinsurance contract issued by
UK-regulated reinsurer usually provides Ôappropriate safetyÕ for these
purposes without any additional safeguards. This is not to say that such a
contract can always be regarded as providing appropriate safety. If an insurer
has good reason to doubt the credit-worthiness of the reinsurer in question,
such a contract cannot provide appropriate safety without additional
safeguards such as those mentioned above.
Reinsurance business established outside the UK

2.9

Outside the UK, practices as to the supervision of reinsurance vary
considerably amongst EEA States. In particular, our understanding is that
pure reinsurers are rarely subject to supervision outside the UK. The fact that
the reinsurer is supervised (probably by virtue of writing direct insurance
business) may provide some comfort. But unless it is clear that the financial
security of the reinsurer is beyond reasonable doubt, we believe that some
additional security (such as those mentioned in paragraphs 2.6 and 2.7 above)
is necessary in order to satisfy the Ôappropriate safetyÕ test.
Reinsurance within the group

2.10

The FSA is not prepared to accept that the fact that the reinsurer is a member
of the same group as the insurer of itself provides Ôappropriate safetyÕ in all
circumstances. However, many of the common situations have been covered
above. Additionally, where the reinsurer is a regulated subsidiary of the
ceding insurer, it may be possible to satisfy the Ôappropriate safetyÕ test even
without additional security.
ÔAs nearly as maybeÕ

2.11

In order to satisfy this requirement, the terms of the reinsurance contract
must be such that the direct insurer would be able to call for reimbursement
under the reinsurance contract whenever it was under an obligation to pay
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benefits to the policy holder (including non-discretionary benefits on early
surrender).
ÔAppropriate marketabilityÕ
2.12

The condition in paragraph 2.11, together with Ôappropriate safetyÕ, is also
sufficient to ensure that the marketability is ÔappropriateÕ in the particular
case of reinsurance. However, in other cases it could not be assumed that
assets which matched the liability Ôas nearly as may beÕ were necessarily of
Ôappropriate marketabilityÕ. Each case needs to be looked at on its merits.

2.13

Insurers should review all their arrangements for reinsurance of linked
liabilities to determine whether or not they satisfy the Ôclose matchingÕ test.
The FSA is happy to give guidance on individual cases. If in doubt, it is
recommended that the insurer discusses the situation with their supervisor, as
there is a risk that they will be in breach of 2.3.
Linked contracts not in the nature of investments

2.14

By virtue of the interpretation of a linked contract in paragraph 1.2, a
contract may be regarded as ÔlinkedÕ even if it is not in the nature of an
investment. For example, a permanent health contract which provides
disability benefits in payment which are guaranteed to rise in line with the
RPI would be an (index) linked contract and the close-matching rule
described above would apply to the reserves held in respect of those benefits.
The same applies for an RPI-linked pension or annuity in payment. (Indeed,
these are class III contracts notwithstanding the fact that insurers may have
traditionally reported such business as class I.)

2.15

The Ôclose-matchingÕ rule described above applies to matching of all linked
benefits. Therefore, in the examples quoted in the previous paragraph, the
technical provisions covering, respectively, the RPI-linked PHI benefits in
payment and the RPI-linked annuity payments must be closely-matched by
appropriate RPI-linked assets. While the issue is not entirely free from doubt,
The FSA considers that the reserves covering any of the following general
types of benefit are subject to the close-matching rule:
•

all linked benefits under class III contracts

•

all linked benefits under any other class (principally but not
exclusively class VII) of contract in the nature of an investment

•

fall linked benefits in payment under any class of contract

Under this interpretation, the reserves in respect of other types of linked
benefit (for example, RPI-linked term assurance) are not covered by the
Ôclose matchingÕ rule. We would nevertheless expect insurers to maintain
appropriate assets to cover such benefits.
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2.16

There is an apparent practical problem in that insurers may not monitor on a
continuous basis what their liabilities in respect of linked benefits in
payment. How do they satisfy the Ôclose-matchingÕ rule in practice? In such
cases, we would expect that insurers will:
•

re-assess their liabilities regularly (once per quarter may be sufficient
depending on how quickly the book of business is evolving)

•

hold an appropriate portfolio of index-linked instruments which
provides a close match against the liabilities, as most recently
assessed

2.17

For the avoidance of doubt, it may be helpful to refer here to the FSA
reporting regime for linked contracts. Life assurance and annuity contracts
which confer linked benefits (whether or not they also confer non-linked
benefits) are correctly classified as class III business and should all be so
reported in the FSA returns (albeit that many insurers have traditionally
reported RPI-linked insurance and annuities as class I). All permanent health
contracts and capital redemption contracts are however classes IV and VI
respectively, whether or not they are linked. The disclosures specific to
linked contracts (for example, paragraph 5 of Appendix 9.4) should be made
for all linked contracts, not merely for those in the nature of ÔinvestmentsÕ.

3

The Valuation of Assets Rules

3.1

Where the benefits under a linked policy are determined by reference to the
value of specific assets, those (Ôproperty linkedÕ) assets are exempt from the
Valuation of Assets Rules. The corresponding unit liability does not count
towards the long-term insurance business amount.

3.2

Where the benefits are determined by reference to an index, the index linked
assets are subject to the Valuation of Assets Rules. However, index linked
assets are only partly subject to the diversification rules imposed by virtue of
rule 4.14 and Appendix 4.2. The permitted asset exposure limits set out in
Part II of Appendix 4.2 do not apply to index linked assets, but the permitted
counterparty exposure limits do apply.

3.3

The corresponding unit liability counts towards the long-term business
amount, but only for the purpose of assessing compliance with the
counterparty exposure limits. There are, therefore, 2 versions of the longterm business amount, depending on whether compliance with the permitted
asset exposure limits or compliance with the counterparty exposure limits is
being assessed.

3.4

Where an insurer holds assets in connection with a property linked benefit
but in excess of those required to match the unit liability, the excess assets
are not property linked assets. They are therefore subject to the Valuation of
Assets Rules for the purposes of assessing solvency (but not for assessing the
amount of the unit liabilities). Similarly, excess holdings of assets over
120

21 June 2001

index-linked liabilities lose their exemption from the majority of Appendix
4.2.
3.5

3.6

Material excesses (such as where an insurer holds its otherwise non-linked
equity portfolio as excess assets in its equity-linked fund) would need to be
revalued in accordance with the Valuation of Asset Rules. (The revaluation is
on the proportionate holdings the excess represents and can be performed on
an approximate basis if the linked fund is broadly invested.) A material
excess is one which satisfies either of the following tests:
(i)

the value of the assets of the fund materially exceeds the unit liability
of that fund; or

(ii)

the total excess is material in the context of the long-term business
amount

Notwithstanding the comments above, an insurer will commonly hold linked
assets whose value exceeds the amount of the unit liability. Where a fund has
current liabilities, other than to policy holders, the unit liability will be
determined by the value of the linked assets, net of the current liabilities. The
difference here is that the insurer needs the additional assets in order to
match the unit liability. They are not ÔexcessÕ assets. Circumstances where
this arises include the following:
(a)

Debts are due to brokers in respect of linked assets which have been
purchased but where settlement has not yet taken place.

(b)

The main linked asset is a derivative structure which has been
collateralised by means of a loan which is re-invested by the insurer
in money market instruments. In such a case, the money market
instruments might or might not be linked assets, depending on how
the contract with the policy holder had been constructed.

3.7

Where the insurer holds assets whose value mirrors that of a permitted index,
it may not be immediately clear whether the assets are to be treated as
property linked or index linked for the purposes of applying the rules. This is
a point of some significance since the Valuation of Assets Rules apply in the
second case, but not in the first.

3.8

There is a simple rule for determining this question. If the insurer bears the
whole risk of counterparty default (so that policy holder benefits are wholly,
determined by the performance of the index) then the assets are index linked.
If, however, the contract is such that the benefits would be reduced (from
those which would be calculated by reference to the index) to reflect part or
all of the reduction in the value of the linked assets resulting from any
counterparty default, then the assets are property linked.

3.9

The insurer may have more assets than are necessary to cover the linked
benefits (for example, excess assets in an internal linked fund). As noted in
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paragraph 3.6, there is an ÔexcessÕ only where the total assets net of current
liabilities (for example, borrowing by an internal fund, debts due to brokers)
exceeds the unit liability to policy holders.
4

The required solvency margin

4.1

If the insurer bears any type of investment risk, the required solvency margin
is covered by rule 2.6(2). If it bears no investment risk, the appropriate rules
are 2.6(3) and 2.6(4). Instances of an investment risk which the insurer may
bear include:
(a)

the risk that a counterparty to a derivative contract may default on its
obligations, or

(b)

the risk that a reinsurer may default on its obligations to reinsure the
unit liability.

4.2

Where there is an investment risk, rule 2.6(2) applies only to that part of the
linked liabilities which give rise to the investment risk. For example, where
part of the linked liabilities is reinsured and an investment risk thereby arises,
the 4% solvency margin applies only to the reinsured part of the liabilities.

4.3

As noted in section 3, the insurer always bears an investment risk in the case
of index linked contracts (even if only a counterparty risk). In the case of
property linked contracts, the insurer may or may not bear an investment
risk, depending on the construction of the contract and the nature of any
reinsurance arrangements.

4.4

The term Ôbears an investment riskÕ is not defined in the rules. The point is of
practical significance when considering whether an investment risk can arise
for the insurer as a result of reinsuring the linked liability or from a stocklending agreement.

4.5

As regards reinsurance, the FSA accepts that the techniques for satisfying
close-matching set out in section 2 would also go a long way towards
ensuring that no investment risk arises for the purposes of rule 2.6. In
particular, barring special circumstances, the FSA accepts that the insurerÕs
investment risk could be disregarded in the following circumstances.
(a)

deposit-back or guarantee by approved credit institution, as discussed
in paragraphs 2.6 and 2.7; or

(b)

-

reinsurer regulated in EEA State;

-

no reason to suspect the security of the reinsurer;

-

precise matching between unit liability and liabilities under
the reinsurance contract; and
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-

the reinsurer itself holds assets which pass the close-matching
test in respect of its liabilities under the relevant contract.

For the avoidance of doubt, the FSA regards the above conditions as
sufficient conditions, rather than necessary conditions. Other sets of
conditions may also be sufficient in particular circumstances.
4.6

The FSA considers that where stock-lending satisfies the close-matching
requirements, as discussed in paragraphs 8.5 to 8.11 below, the insurerÕs
investment risk can be disregarded for solvency purposes. Nevertheless, there
can clearly be rare circumstances where the counterparty's likelihood of
honouring a stock-lending agreement is called into question sometime after
the agreement comes into effect, even though the Ôappropriate safetyÕ test had
been satisfied originally. In such a case, the 4% solvency margin would
apply.

5

Property to which benefits may be linked

5.1

This section describes the list of permitted links.
Transferable securities (other than derivatives) paragraphs 1&2 of
Appendix 3.2

5.2

Securities are categorised as to whether they are:
•

listed or unlisted; and

•

readily realisable or not,

in both cases, as defined for the purposes of the Valuation of Assets Rules.
5.3

Securities which are listed and readily realisable may be held in a linked
fund without limit. Those which are unlisted may be held up to the limit of
10% of the unit liability of the fund, provided that they are readily realisable
Guidance Note 4.1 on the Valuation of Assets Rules gives more detail on
how the listed and readily realisable criteria are to be interpreted.

5.4

In practice, the FSA may make a section 148 waiver allowing the use of
securities which are not readily realisable, particularly within the context of
a collective investment fund investing in such assets (see paragraph 5.6
below), provided that the insurer is able to satisfy us:
•

that the liquidity of the linked fund investing in such assets will be
satisfactory; and

•

that there is some reasonable basis for pricing units, given that such
investments are not readily realisable.

Collective investment funds - paragraph 5 of Appendix 3.2
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5.5

5.6

A wide category of collective investment fund may qualify as permitted links.
The term is not explicitly defined although it goes wider than collective
investment schemes. The rules cover 2 categories of fund:
•

schemes (whether in the form of unit trusts or open-ended investment
company) which meet the requirements to be a UCITS (irrespective of
whether they have applied for and been granted the Ôsingle passportÕ),
as set out in the UCITS Directive: and

•

other collective investment funds which satisfy certain additional
requirements.

The additional requirements to be satisfied by non-UCITS funds are:
•

they invest in assets all of which are themselves permitted links;

•

the holdings may be readily sold to or purchased from the managers
at a price which represents net asset value;

•

the sale or purchase price is published regularly; and

•

the linked contracts have been marketed in accordance with any
restrictions which apply to the marketing of the collective investment
funds unless such funds represent less than 10% of the unit liability
under the linked contracts.

Funds which are listed but not permitted (or recognised) under the
Financial Services and Markets Act
5.7

All authorised or recognised unit trusts fall under one or other of the criteria
of paragraph 5.5 above. However, the criteria of paragraph 5.6 go wider than
that and include collective investment schemes which are regulated offshore
but which are not Ôrecognised unit trustsÕ. Some of those schemes originally
qualified as permitted links by virtue of being listed on an EC stock
exchange. However, they are very unlikely to meet the definition of readily
realisable even if listed. Therefore such schemes need to qualify under the
criteria of paragraph 5.5 to retain their status as permitted links (without
limit). (They may of course be eligible to be treated as listed securities, not
readily realisable. In this case, they would be permitted links, subject to the
10% limit described in paragraph 5.3.)
Linked funds of another insurer

5.8

The FSA believe that a linked fund of another insurer would usually qualify
under paragraph 5(b) of Appendix 3.2. This is of practical significance since
a number of insurers offer Ôself-investedÕ plans where the policy holder
makes his own investment arrangements. Some may wish to expose
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themselves to the investment performance of an insurer other than the plan
provider.
5.9

However, there is a potential problem in this area. Except where the contract
between policy holder and first insurer is a class VII managed pension
contract, the FSAÕs considers that the second insurer would be in breach of
rule 1.3 if it accepted such funds for investment; such activity is neither
insurance business nor an activity directly arising from that business. (This
issue does not however arise if the first insurer reinsures the investment
liability to the second insurer under a contract of insurance.)
Debts - paragraph 7 of Appendix 3.2

5.10

Not all debts are permitted links. Nevertheless, loans to investment firms
may be assets of a linked fund.
Derivatives and quasi-derivatives Ð Rule 3.7

5.11

Derivative contracts may be used in linked funds, subject to the special
considerations described later in section 7. Contracts or assets which have the
effect of a derivative contract may be used only if the corresponding
(hypothetical) derivative contract would be a permitted link. Guidance on the
types of contract which are considered to have the effect of a derivative
contract is given in Guidance Note 4.2 dealing with derivatives.
Broker funds - paragraph 11 of Appendix 3.2

5.12

Collective investment funds managed by intermediaries and accessible only
through the medium of a linked life policy (Ôbroker fundsÕ) are unlikely to
satisfy the requirements described in paragraph 5.5. Nevertheless, these can
still be permitted links by virtue of paragraph 11 of Appendix 3.2 which sets
a condition that the insurer must accept responsibility for errors and
omissions of the intermediary towards the policy holder. The Ôlook-throughÕ
requirement described in paragraph 5.13 has now been applied to these
funds.
Look-through Ð Rule 3.7

5.13

A look-through rule applies to securities (other than those which are listed
and readily realisable), to collective investment funds (including broker
funds) and to debts due from approved credit institutions and investment firm
to determine whether the link is permissible. However, collective investment
funds Ôfalling within the UCITS DirectiveÕ are exempt from look-through.
Bank accounts with returns linked to an external reference value

5.14

It is not permitted to link to an account at a bank, for example whose balance
varied by reference to the value of assets which were not themselves
permitted links.
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Collective investment funds investing in non-permitted link.
5.15

Similarly, it is illegal to link to collective investment funds (other than
UCITS) which invest in property which would not itself be a permitted link.
One such example would be where a unit trust (other than a UCITS) invested
directly in gold or other commodities.
Funds Ôfalling within the UCITS DirectiveÕ

5.16

The FSA take the view that this phrase (which occurs in paragraph 5(a) of
Appendix 3.2 and which determines whether or not look-through is
necessary) refers to those schemes which fulfil the minimum requirements
set out in that Directive to receive the Ôsingle passportÕ, whether or not they
have applied for that status. The FSA takes the view that all UK-authorised
funds classified as securities funds Ôfall withinÕ the Directive and all others
fall outside.
Futures and Options Funds (FOFs)

5.17

FOFs are subject to the look-through requirement. A particular issue
concerns the use of derivatives within a FOF. Provided this is consistent with
the interpretation of efficient portfolio management or reduction of
investment risks set out in Guidance Note 4.2 (and satisfies all the other
conditions which apply to permitted derivative contracts), this would not
prevent a FOF from being a permitted link. Geared futures and options funds
(GFOFs) seem very unlikely in practice to satisfy those conditions and
therefore to be a permitted link.
Transitional provisions in respect of linked contracts issued before July
1994

5.18

In the limited number of cases where the 1994 Regulations forbad linkage to
an asset or an index which was a permitted link under the 1981 Regulations,
that linkage may nevertheless continue in respect of contracts entered into
before 1 July 1994 or in pursuance of a contract subsisting at 1 July 1994.

6

Permitted indices for linked contracts

6.1

There is no approval of any specific stock market indices; the rules set out
criteria which an index must satisfy in order to be a permitted link.

6.2

Equity indices on the basis of which index options or futures are traded on a
regulated market qualify by virtue of sub-paragraph (c) of the definition of
approved index in rule 11.1. The main indices of other significant stock
markets will satisfy the conditions of sub-paragraph (a). While linkage to a
matched basket of equities can give a roughly comparable effect to linkage to
other indices which do not satisfy the above-mentioned criteria, it would be a
126

21 June 2001

breach of the permitted links rules to determine benefits by reference to such
an index itself, rather than by reference to the actual equities.
6.3

The UK Retail Prices Index and analogous indices in other Zone A states are
permitted indices. The correct classification of RPI-linked investment
contracts, such as annuities, is class III rather than class I, notwithstanding
the traditional view that they belonged in class I. (Naturally, such contracts
are also required to be reported as linked contracts in the FSA returns.)

7.

Special consideration regarding the use of derivatives (and quasiderivatives) in linked funds

7.1

Derivative instruments are permitted links only if they satisfy each of the
seven conditions set out below:

7.2

(a)

are listed or transacted with an approved counterparty

(b)

are capable of being readily closed out

(c)

are for the purposes of reduction of investment risks or efficient
portfolio management

(d)

satisfy the Ôin connection withÕ test

(e)

are based on underlying assets which are themselves permitted links

(f)

are covered

(g)

satisfy the prescribed pricing basis.

The conditions are very similar to those which determine whether or not a
derivative in a non-linked fund is an admissible asset. Guidance can be found
in Guidance Note 4.2. There is however one significant difference between
the use of derivatives in linked and non-linked funds. Use in a linked fund of
a derivative which did not satisfy the conditions in paragraph 7.1 above
would be a breach of rule 3.7.
Margining and collateralisation

7.3

We encourage insurers to margin or collateralise their derivative contracts
wherever appropriate as a means of reducing credit exposure of the fund to
the insurerÕs counterparty. (Indeed, in some cases this may be a necessary
pre-requisite for a contract to count as reduction of risks or efficient portfolio
management.) However, margining cannot under any circumstances
legitimise the use of a contract which is not a permitted derivative contract
and whose use in linked funds is, therefore, a breach of the rules.

7.4

The use of derivative contracts in linked funds, falling within the category of
permitted derivative contracts, is a permitted link However, the use of
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margined derivative contracts in linked fund. is not permitted, unless such
contracts are permitted derivative contracts.
Warrants
7.5

Warrants are options and, as such, are covered by the general rules on
derivatives described above. However, some fund managers have habitually
used warrants to a fairly limited extent, without necessarily having sufficient
cash in the fund to exercise the warrant. They have asked whether this
practice may continue.

7.6

On the assumption that the terms of the warrant can never place the holder
under an obligation to exercise, the cover requirement does not apply.
However all the remaining conditions mentioned in paragraph 7.1 need to be
considered. In particular, excessive use of warrants to gear the fund would
fail the Ôefficient portfolio managementÕ test. We do not propose to lay down
hard and fast rules. But a small single-figure percentage of the net assets of
the fund invested in warrants which were in the money or not too far out of it
seem most unlikely to raise any concerns about breach of that test. Even
warrants which were a long way Ôout of the moneyÕ could satisfy this test if
issued free.
Quasi-derivatives

7.7

A further condition is imposed on permitted links in respect of instruments
which have the equivalent effect to derivative contracts. Such instruments, of
whatever legal form, may now be permitted links only if the effect is
equivalent to that of a permitted derivative contract. Thus, for example, an
instrument which had the effect of a highly geared derivative contract, whose
use was not consistent with efficient portfolio management, could not be a
permitted link even if it took some other legal form - say, that of a listed
security.

7.8

Some securities (for example equity shares in gold mining companies) have
a rather similar effect to derivative contracts. The question has arisen
whether such shares Ôhave the effect ofÕ a gold future; the trading price of the
shares will be fairly highly correlated with the price of gold. It is clear,
however, that these shares do not satisfy the criteria in the rules for Ôassets
which have the effect of a derivative contractÕ. This is the right result. Their
effect may be similar to that of a derivative. But it is not equivalent since the
share price would also be expected to depend significantly on factors internal
to the company.

8

Special considerations regarding the use of stock-lending and repo
agreements in linked funds

8.1

Neither stock loans nor REPO transactions are explicit permitted links. It is
therefore appropriate to consider how such instruments may be used in linked
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funds and what issues arise. The first point to consider is what are the
permitted links. The following analysis assumes that:
•

At time 1, the assets of the linked funds are listed securities.

•

At time 2, the securities have been sold pursuant to a REPO
agreement. As part of that agreement, a forward contract has been
transacted with the same counterparty for repurchase of the
securities. A commission has been negotiated to be paid by the
counterparty.

•

At time 3, the securities have been repurchased and the linked fund
has also benefited from the commission.

In reality, there would of course be other assets in the linked fund.
8.2

There are two variants, described in below. For either variant, a very similar
analysis can be carried out to deal with other analogous transactions. such as:
•

traditional stock-lending agreement where collateral (e.g. letter of
credit, CREST DBV, charge over assets) is offered rather than cash to
effect the outward transaction; or

•

agreement where the commission is accounted for by way of
adjustment to the purchase or repurchase price and not paid
separately.

The Two variants
Variant A: Fund follows the fortunes of the REPO
Time period

Link

Close match

1

Securities

Perfect match

2

Cash + bought future +
accrued income

Perfect match

3

Securities and income

Perfect match

Variant B: Link always to ÔpermanentÕ assets of the fund
Time period

Link

Close match

1

Securities

Perfect match

2

Cash + bought future +
accrued income

Perfect match
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3

Securities + income

Perfect match

Analysis of Variant A: Fund Ôfollows the fortunesÕ of the REPO or stock
loan
8.3

Variant A implies that the investment risk (of loss on the REPO) is borne by
the fund. It is permissible only if the undertaking of REPO transactions is
consistent with the policy conditions and with the stated investment
philosophy of the fund; and if the forward (for repurchase) constitutes a
permitted derivative contract. The FSA believes that the conditions necessary
to justify the latter status are likely to be satisfied in practice although it is the
responsibility of the insurer either to lay down appropriate general conditions
which provide the necessary justification or else to verify on a case by case
basis.
Analysis of Variant B: Link always to ÔpermanentÕ assets of the fund

8.4

Variant B implies that the investment risk of the transaction is borne, partly
or wholly, outside the linked fund. Since, during period 2, the insurer no
longer holds the assets to which the policy holders' benefits are linked, the
question arises of whether the Ôclose-matchingÕ test discussed in section 2 is
satisfied.

8.5

We do not believe that it is likely to be difficult to justify satisfying the closematching test for traditional forms of stock-lending (or similar REPO),
provided that accepted best practices are followed. Under the standard types
of stock-lending agreement, the loans are made to institutions which are
regulated by the FSA. Moreover, they are fully collateralised either by
securities which are not unduly volatile (relative to movements in the value
of securities being lent), or by a guarantee from an approved credit
institution. Further, they are returnable at very short notice. Provided that
stock-lending meets these conditions, we believe that the assets held by the
insurer are capable of satisfying the Ôclose-matchingÕ test. Where loans are
made to institutions not subject to regulation by the FSA, insurers should
satisfy themselves that the arrangements provide equivalent safety in all
respects to that inherent in stock-lending to regulated institutions.

8.6

However, collateral whose value may diverge sharply from the value of the
stock lent (e.g. a package of volatile equities as collateral for gilts), as a result
of normal market fluctuations during the lifetime of the loan, should not be
accepted. Some divergence in value between stock lent and collateral is to be
expected. Regular (e.g. daily) adjustment of the collateral in line with market
movements will of course mitigate this problem considerably. Moreover,
collateral should be readily realisable. Otherwise, the assets covering the
liability (that is, the promise to repay under the stock-lending agreement)
cannot be considered to be Ôassets of appropriate safety and marketabilityÕ .
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8.7

As a general rule, collateral should be diversified, using the test at rule
4.4(4)(b)(ii) (Ônot more than 15% exposure of the collateral to any one issuer
or groupÕ) as a benchmark. The diversification test may be performed on the
aggregate of collateral received by the fund, rather than separately for each
deal. It must in principle be performed separately for each fund (although a
insurer might reasonably choose to pro-rate its collateral across a number of
funds).

8.8

In the UK, the gilt REPO market is fairly new. REPO arrangements for other
securities may also in due course be commonly used in parallel with stocklending. In principle, the rules on linked contracts should provide a level
playing field for stock-lending and REPO arrangements. The considerations
outlined in the previous four paragraphs for stock-lending should apply to
REPO also. However, a few points are worth highlighting.
Fixed period stock-lending and REPO

8.9

We understand that fixed term asset exchanges are likely to be more common
in the REPO market than the Ôreturn on demandÕ arrangements which are
usual in current stock-lending agreements. Assets which have been REPO`d
to another party for a matter of weeks or months can, in isolation, hardly be
considered to be Ôof appropriate marketabilityÕ (from the point of view of the
linked fund) during that period.

8.10

It is legitimate to take a view on marketability in the context of the total
investments of that type. For example, a fixed interest fund which REPO`d
5% of its medium term gilts for a fixed period of 3 months but had no other
REPO or stock-lending arrangements in place might reasonably be regarded
as containing Ôappropriately marketableÕ securities; while this could not be
said if the corresponding percentage were 25%. Each case will need to be
considered on its merits. But the general principle is that fixed period REPO
or stock-lending arrangements of more than a few days needs special
justification.
Covered transactions

8.11

Another point which stands out to a greater extent for REPO than for stocklending (although the principle applies equally) is that the transaction must
be covered (at least to the extent prescribed in rule 4.4 in respect of
transactions covered by the Valuation of Assets Rules) at all times.
Otherwise, the assets of the fund fail the Ôas nearly as may beÕ and
Ôappropriate safetyÕ tests. The considerations are very much the same as
those for covered derivatives transactions, discussed in Guidance Note 4.2.
Clearly, a insurer which receives cash in exchange for a gilt REPO is
permitted to invest that cash. But it may only make investments which are
guaranteed (barring unforeseeable circumstances) to deliver approximately
enough cash to repurchase the gilts in accordance with the REPO agreement.
Deposits at credit institutions or short-term fixed interest securities issued by
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organisations of good credit standing seem easily the most likely investments
to satisfy the Ôas nearly as may beÕ and Ôappropriate safetyÕ tests in these
particular circumstances.
Stock-lending/REPO and policy holders' reasonable expectations
8.12

For either variant, it is of course necessary to ensure that policy holders'
reasonable expectations must be satisfied. The extent to which the long-term
fund or the linked policy holders bear the investment risk of a counterparty
default must be transparent. (Admittedly, this risk should usually be a very
limited one in the case of stock-lending or REPO transactions which comply
with the guidance above.) Where the linked policy holders bear the whole of
the investment risk (assuming this to be consistent with the investment
philosophy of the fund), they should receive the whole of the recompense
(net of appropriate fees and expenses). Even where the whole of the risk of
counterparty default is being borne outside the fund, it is appropriate for the
linked fund to receive a significant portion of the net recompense. This is
because the linked assets have been earmarked for the benefit of the linked
policy holders, albeit that they are not legally ring-fenced; fairness demands
that the linked policy holders receive a reasonable share of any profits
deriving from their use. Finally, under no circumstances could any part of the
profits (as opposed to payment of fees or reimbursement of expenses) from
stock-lending or REPO transactions on long-term assets be credited outside
the insurerÕs long-term fund. In the FSAÕs view, this would represent a clear
breach of rule 3.2.

9

Diversification of assets
Explicit diversification requirements

9.1

As a general rule, there is no requirement for diversification of assets in
linked funds. There are some explicit exceptions, however. Securities which
are unlisted may not account in aggregate for more than 10% of the linked
benefits under a contract. A similar percentage limit applies to holdings in
collective investment schemes other than:
•

those qualified to be UCITS; or

•

those which have been marketed to the policy holder in accordance
with the marketing rules which apply to the collective investment
schemes in question.

Implicit diversification requirements derived from marketing material
9.2

There are also some important implicit requirements for diversification,
derived from the wording of the marketing material used. In assessing any
possible breach of policy holders' reasonable expectations in this area, the
FSA would of course pay attention to the letter of the wording. But it would
equally pay due regard to its sense.
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9.3

For example, a insurer offers a linked contract which is designed to deliver
income of 7% per annum net. Inspection of the marketing material reveals
the following statement, which is given reasonable prominence:
ÔThe fund will be invested in assets offered by major financial
institutions. In the unlikely event that one of these institutions
defaults on its obligations, you may receive less than promised
above.Õ

9.4

We consider that such wording, in particular the use of the phrase Ômajor
financial institutionsÕ conveys an expectation of a reasonable level of
diversification. One counterparty would be completely unacceptable in this
case. It would be even less acceptable if that counterparty turned out to be a
connected company of the insurer, however major a financial institution that
connected company happened to be.
Counterparty exposure and derivatives

9.5

There may also be an implicit requirement for diversification of counterparty
exposure arising from the use of derivatives, in particular where derivatives
are used to provide a precise match to the promised policy holder benefits.
The situation is not entirely straightforward as not all linked contracts which
use derivatives to provide precise matching need the counterparty risk to be
diversified (although this may still be a sensible course in some cases, even if
not absolutely required by the rules). To distinguish between the cases, it is
necessary to go back to the first principles governing use of derivatives in
linked funds set out in Guidance Note 4.2.

9.6

As set out in paragraph 7.1 above derivatives may be permitted links only if
they satisfy a number of conditions, including the rule that they must be used
only for the purposes of reduction of investment risks or efficient portfolio
management. According to that interpretation, if the use of derivatives brings
with it any significant additional risk, such use is incompatible with
Ôreduction of risksÕ or Ôefficient portfolio managementÕ, even if other risks
are reduced.

9.7

A significant risk is one where there is a reasonably foreseeable risk of
significant loss, either to the insurer or to the policy holder. It follows from
this that:
•

where a insurer uses derivatives to match benefits under index linked
contracts, counterparty risk diversification is necessary only to
ensure that the matching derivatives are fully admissible and to
ensure that the insurerÕs solvency position is not significantly
affected.

•

where a concentration of counterparty risk is inherent in (or usual for)
the type of contract in question and use of derivatives gives rise to
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essentially the same c o u n t e r p a r t y risk, counterparty risk
diversification is not required.
9.8

Where there is significant counterparty exposure, an assessment must be
carried out of whether or not it is the use of derivatives which gives rise to
such exposure. For a property linked contract, ÔsignificanceÕ is to be viewed
in the context of the size of the linked fund (i.e. the effect of a counterparty
failure on the policy holder benefits). The threshold of significance will vary
according to the nature of the contract.

9.9

A fund where the benefits are linked to the performance of the FTSE index
would not (if invested in the equities themselves) have built up counterparty
exposures beyond a few per cent of the value of the fund, determined by the
market capitalisation of the biggest companies contributing to the index.
Where derivatives are used to replicate the index, counterparty exposure of a
similar size (say 5% of the value of the fund) would therefore be regarded as
significant.

9.10

At the other extreme, a insurer might offer a ÔABC Bank fixed interest plusÕ
fund, offering (assuming that ABC Bank meets its obligations in full)
something close to the market rate for fixed interest contracts, together with,
small participation in the upside of equity markets. Such a contract would
probably rely on use of derivatives. In substance, the benefits are very close
to an ÔABC Bank fixed interest fundÕ which would, of course, be a perfectly
acceptable property linked fund, even without any diversification of
counterparty exposure, if properly explained to prospective policy holders. In
the case of such a Ôfixed interest plusÕ fund, therefore, although there is
concentration of counterparty risk exposure, it is reasonable to conclude the
use of derivatives is incidental to this concentration.

9.11

The following assessment procedure appears to be a practical one for
assessing whether the derivatives have given rise to significant counterparty
risk:
•

First, consider how the benefits could be provided if derivatives were
not used and what would be the resulting counterparty exposure.

•

In cases where the precise benefit structure can be achieved only with
derivatives, consider the counterparty exposure (in the absence of
derivatives) under broadly equivalent benefit structures provided
without use of derivatives. (Such a broadly equivalent structure must
exist or else there is no real prospect of satisfying the Ôefficient
portfolio managementÕ or Ôreduction of risksÕ tests.)

•

Finally, compare the counterparty exposure in the Ôwith derivativesÕ
and Ôwithout derivativesÕ cases. It will be apparent whether use of
derivatives has given rise to significant additional counterparty
exposure or whether such exposure would exist without derivatives:
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9.12

Examples of contracts where the use of derivatives does - or does not - give
rise to significant counterparty risk are at paragraphs 9.9 and 9.10 above. In
practice, structures intermediate between these two extremes are common;
some of the counterparty risk concentration may be inherent in the benefit
structure while use of derivatives gives rise to additional concentration of
risk. While it would be theoretically possible to attempt to apportion the risk
between these two causes, we do not recommend this as a practical
procedure. Nor would we welcome the opportunity of giving an opinion on
particular cases. In such cases, the FSA suggests that the insurer takes the
view that the whole of the counterparty risk needs to be diversified.

9.13

Although the above paragraph recommends erring on the side of
counterparty risk diversification, this still does not mean that risk
diversification is necessary for all contracts which use derivatives for precise
matching. We suggest the following rule of thumb. A contract may be
considered to be a Ôfixed interest contractÕ if the benefits approximate to the
benefits which would be receivable if the fund invested in appropriate fixed
interest securities. ÔFixed interest contractsÕ which use derivatives will
therefore not require counterparty exposure reduction techniques under the
Ôderivatives rulesÕ - although such techniques may be necessary for other
reasons, for example to reflect what the policy holder has been told, or not
told. about the nature of the risks.

9.14

In the absence of special justification, contracts
•

which use derivatives; and

•

where (in the absence of counterparty exposure reduction techniques)
it is reasonably foreseeable that the return will be less than that of
Ôfixed interest contractsÕ

will require such techniques. In this context:
•

Ôapproximate toÕ means that the gross redemption yield will not be
more than 1 percentage point less, as far as can reasonably be
foreseen, than the rate for a fund which invests in appropriate fixed
interest securities

•

Ôbenefits receivableÕ need only be considered at maturity date for a
fixed period bond but need to be considered on any day where
switches are permitted from the respective linked fund to another
fund

•

Ôappropriate fixed interest securitiesÕ would be securities issued by
sovereign or supra-national issuer, denominated in the appropriate
currency and of similar term to the length of the contract.
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Management of risk concentrations
9.15

9.16

Where derivatives naturally give rise to a counterparty exposure which is
significant (in the above terms), this must be managed appropriately to allow
the Ôefficient portfolio managementÕ test to be satisfied. There are various
techniques for this, including margining and collateralisation. However, these
techniques are effective for these purposes only if they achieve:
•

substantial risk diversification; or

•

transfer of counterparty risk from the original counterparty to a Ôrisk
freeÕ sovereign or supranational issuer (e.g. collateralisation by UK
gilts).

In this context, Ôsubstantial risk diversificationÕ means that the additional
counterparty risk arising from use of derivatives must be reduced as far as
practicable. Residual counterparty exposure, after risk diversification, to the
extent of 20% of the value of the fund could be acceptable but:
•

only just acceptable; and

•

acceptable only if it would be unduly onerous to reduce it further.

9.17

It would be reasonable to take into account the size of the fund in assessing
whether or not a further reduction in maximum counterparty exposure was
unduly onerous; but a small fund is not entitled to ignore the 20% limit on
the grounds that its small size means that diversification poses severe
practical problems.

9.18

For example, consider a contract where derivatives are used to give a precise
match to the benefits promised, and
•

where the contract was not a Ôfixed interest contractÕ, in the terms
mentioned in paragraph 9.14 above;

•

where use of derivatives unarguably gives rise to significant
counterparty risk concentration: and

•

where, on reasonable assumptions, the maximum single counterparty
exposure was expected to be between 40% and 60% of the net value
of the fund and other counterparty exposures would be insignificant.

As noted in paragraph 9.12 above, the FSA would not encourage insurers to
attempt to attribute the single counterparty exposure between Ôcaused by
derivativesÕ and Ônot caused by derivativesÕ. Further, the FSA believes that it
will not usually be unduly onerous to arrange for margining and spread the
margined amounts amongst securities issued by 4 or 5 different issuers. That
should mean that the maximum counterparty concentration arising from
derivatives would not be expected to exceed 12% of the value of the fund.
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Fallacies
9.19

It has been argued that the Ôefficient portfolio managementÕ test is
automatically satisfied if the policy holder has been told that there will be
significant counterparty exposure as a result of the use of derivatives. This is
fallacious. The test is an independent one and therefore does not depend on
what the policy holder has or has not been told. (By analogy, the fact that a
policy holder may have been told that his benefits will be linked to the price
of gold does not make gold a permitted link)

9.20

It has also been argued that there would normally be 100% exposure to a
particular counterparty in the case of a property linked deposit fund; and that
therefore 100% exposure to a banking group in the case of a property linked
fund which uses derivative structures to give equity-like performance is
equally acceptable. This is also fallacious. Derivatives are required to satisfy
the above-mentioned tests. The requirements derive from the Third Life
Directive and cannot be waived.

9.21

Further, it has been argued that where the counterparty has a high credit
rating, there is no need to consider the counterparty risk. Again, this is a
fallacy. The mathematical expectation of loss is not the key determinant of
ÔriskÕ to be taken into account here. Even though a highly-rated counterparty
is most unlikely to fail, if the linked fund is substantially or completely
expose to that counterparty, the effect on policy holder benefits will be
catastrophic. While it would be perfectly reasonable to use credit rating to
decide which counterparties to deal with and for the purpose of setting
maximum exposure limits, it is not reasonable to disregard the risk
completely. A sensible spread of exposure amongst counterparties of
acceptably high rating will strike a reasonable balance between the
competing objectives of maintaining counterparty quality and keeping the
consequences of a single catastrophic failure within acceptable bounds.

9.22

There are two other points worth mentioning. First, counterparty exposure
reduction does not necessarily mean ÔremovalÕ. It is acceptable to have some
counterparty exposure to the derivatives counterparty. Second, counterparty
exposure reduction does not mean ÔtransferÕ. Arranging for margin (or
collateral), only to invest it wholly in the securities of one particular issuer no
more achieves efficient portfolio management or reduction of investment
risks than leaving the contract unmargined.
Counterparty exposure arising from use of derivatives in asset
management

9.23

High concentrations of counterparty exposure do not usually arise from the
traditional use of derivatives in asset management, for example:
•

to effect an immediate switch of exposure from one asset class to
another: or
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•

to hedge a position with an exchange traded option.

Even if a major portion of the fund's assets is being switched or hedged, the
transaction is normally fairly short-term in nature which limits the scope for
large exposures to build up. However, the principle is the same as that
discussed above. A significant exposure, interpreted as in paragraph 9.16
above, would be inconsistent with efficient portfolio management
Counterparty exposure in property linked contracts and the Ôreduction
of risksÕ test
9.24

The FSA considers that significant counterparty exposure was inconsistent
with the Ôpermitted links rulesÕ where derivatives are being used for efficient
portfolio management of equity-type assets. However, where a derivative is
genuinely being used to reduce risks, a significant counterparty exposure
could easily arise if the adverse event insured against actually comes to pass.
Although this counterparty risk would not exist but for the use of derivatives,
the fund will be no worse off than if the derivative had not been transacted.
In such cases, there is no absolute requirement to diversify the counterparty
risk in advance. However, we would consider that some diversification
mechanism (such as margining) is a normal prudent practice. And to the
extent that the derivative underpins some non-linked benefit offered under the
contract (such as a guarantee of investment performance), it would be
essential.

9.25

While it is sometimes not very clear whether a contract is for the purposes of
efficient portfolio management or reduction of risks, the FSA is clear that use
of derivatives which introduces new risks does not fall into either category.
Thus, for example, an asset structure which provides:
•

performance in line with FT-SE 100, apart from

•

a floor on performance if FT-SE falls, and

•

concentrated exposure to the derivatives counterparty

is not justifiable under these headings, except as a small component of a
diversified fund. Although market risk is being reduced, this does not provide
justification for the significant increase in counterparty risk (compared with
ÔtraditionalÕ investment in a basket of equities) to be overlooked.
Counterparty exposure and index-linked or non-linked contracts
9.26

The remarks in the preceding paragraphs apply mainly to counterparty
exposure in the context of property linked funds. Where a ÔguaranteedÕ or
similar product is arranged as an index-linked or non-linked contract, the
significance of any counterparty exposure has to be viewed in the context of
the totality of the non-linked assets. An insurer should, as a matter of course,
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have a policy on the maximum acceptable counterparty exposure for any
counterparty it deals with. Provided this is a prudent limit, in the context of
the considerations mentioned in paragraph 9.7 above, counterparty exposure
is unlikely to give rise to failure of the Ôefficient portfolio managementÕ or
Ôreduction of risksÕ tests.
10

Non permitted links

10.1

From time to time, an insurer may find that a linked fund contains assets
which are not permitted links, either as a result of unforeseeable
circumstances or of error on the part of the fund manager. The rules set an
absolute requirement. Such an occurrence represents a breach of the rules if it
affects the policy holder benefits

10.2

It would not be safe for an insurer to plan to have a holding of 9.9% in
unlisted securities when normal market movement could easily lead to a
breach of the 10% limit.

10.3

Nevertheless, if such an event happens, it must be managed. If it does the
FSA would expect the insurer to take the following steps:

10.4

(a)

where such a breach occurs as a result of unforeseeable
circumstances, it must be repaired without delay; and

(b)

where a breach has occurred whose possibility was reasonably
foreseeable or which was not (for whatever reason) repaired without
delay, and if such breach has led to a reduction in the net assets of the
fund and it was reasonably foreseeable that this could be the result,
the notion of fairness to customers demands that the insurer should
make good the loss: and

(c)

inform the FSA and the insurerÕs auditors of the breach and the steps
it proposes to take (except where the circumstances described below
apply).

The only cases which the FSA is unlikely to need to consider are where all
the following conditions are satisfied:
(a)

the financial effect of the breach is minimal;

(b)

the breach is a Ôone-offÕ event and far from likely to recur;

(c)

it casts no doubt on the integrity of the company's control system.

In particular, where the breach showed a failure of the insurerÕs control
systems, the FSA would wish to consider whether appropriate repairs to those
systems had been put in place, even where the financial effect of the breach
was indeed negligible. As a general rule, we would expect insurers and
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auditors to err on the side of informing us, except where it is beyond doubt
that all the above criteria are satisfied.
_________________________
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1.

THE STATUTORY REQUIREMENT TO PREPARE RETURNS
The basic requirement

1.1

The returns must be prepared by, with certain exceptions, all insurers to
which rule 9.1 applies, whether established within or outside the United
Kingdom, which carry on business within the United Kingdom.
The regulatory basis of the return

1.2

The outline content of the returns is laid down by three rules:
(a)

rule 9.3 requires the insurer to prepare a profit and loss account,
revenue account and balance sheet, together with notes, statements
and reports and certificates annexed thereto;

(b)

rule 9.4 requires the insurer to provide an abstract of the annual
investigation of the appointed actuary; and

(c)

rule 9.5 requires the insurer to obtain an auditorÕs report.

Deposit of returns with the FSA
1.3

(1)

Rule 9.6(1) requires that every document prepared under rules 9.3, 9.4 or 9.5
be printed and five copies be deposited with the FSA within 2 _ Ð 4 months
of the end of the period to which the documents relate. Rule 9.6 91) sets out
which time limits apply. The FSA requests that one of the unsigned copies is
left unbound held together with a treasury tag in the top left-hand corner. An
insurer which opts for electronic submission (see below) has slightly larger
filing deadlines and need only deposit one printed copy, which should be a
bound, signed copy.

(2)

Rule 9.6(3) requires that one copy of every document (other than the
auditor's report) be signed by the person or persons specified under rule 9.33.
Rule 9.6(4) requires that one copy of the auditorsÕ report be signed. Further
guidance on the signature of returns is given in section 4.

(3)

[Deleted]

(4)

An insurer wishing to deposit returns electronically may do so. A separate
document ÔElectronic Submission of returns - Technical SpecificationÕ
details the format in which an electronic return may be presented. The
document described in 1.4(3) details the validation rules which must be
applied at source in the generation of the 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
FSA. An insurer wishing to use another package or bespoke software will
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need to satisfy the FSA that the technical specification referred to above is
met in full. Insurers considering electronic submission should apply to Philip Hays-Nowak
Insurance Firms Division
The Financial Services Authority
25 The North Colonnade
Canary Wharf
London
E14 5HS
Tel: 020 7676 9604
Fax: 020 7676 9605
E-mail: philip.hays-nowak@fsa.gov.uk
Inaccurate or incomplete returns
1.4

(1)

Under rule 9.6(5) the FSA may notify the insurer at any time within 24
months of the date of deposit if any document deposited under rule 9.6(1)
appears to it to be inaccurate or incomplete, with a view to the correction of
any inaccuracies and making good any omissions.

(2)

Under rule 9.6(5) the FSA 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
insurer should consider the points raised and respond within one month of
the date of notification 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 FSA takes place at two levels. First, certain
absolute relationships are expected always subject to any modifications or
waivers of rules under section 148 of the Act to be present between data
items in the 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 FSA (see 1.3 (4)).
Other documents to be deposited with the returns

1.5

(1)

Rule 9.6(6) requires that an insurer deposit with its return any report on the
affairs of the insurer submitted to the shareholders or policyholders of the
insurer in respect of the financial year to which the return relates. This
includes, but is not limited to, the report and accounts of the insurer prepared
under the insurance accounts rules (or in the case of an overseas insurer
prepared under section 700 of the Companies Act).
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(2)

[Deleted]
Insurance fees

1.6

No later than when depositing the returns and other documents referred to
above, an insurer 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.
Disclosure of the returns and other documents deposited with the FSA

1.7

(1)

The returns and the documents deposited with them are publicised in two
ways:
(a)

First, under rule 9.7(1) an insurer must send a copy to any policy
holder who requests it, and

(b)

Second, the FSA will deposit with the Registrar of Companies the
returns and other documents deposited with it. The documents
deposited with the registrar of companies are available for public
inspection.

(2)

Under section 148 of the Act the FSA may on the application or with the
consent of an insurer direct that the above requirements do not apply or are
to apply with such modifications as are specified in the direction.

(3)

It is anticipated that such a direction will only be given in exceptional
circumstances, e.g. where disclosure would reveal that an insurer had
significant trading links with two states at war with each other and would
thereby seriously prejudice its ability to continue to trade in one or both of
those states.
Modification or waiver of rules under section 148 of the Act

1.8

(1)

As indicated above, under section 148 of the Act, the FSA may, on the
application or with the consent of an insurer, direct that all or any prudential
rules for insurers are not to apply to an insurer, or are to apply as modified.
A direction under this section need not be confined to the preparation of the
returns.

(2)

An insurer which wishes to apply for a modification or waiver should do so
in accordance with S U P 8. The application should identify the
circumstances which the insurer considers justify the granting of a
modification or waiver. 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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2.

THE TYPES OF RETURN
An overview

2.1

There are three basic types of return:
(a)

a global return which reports the entire worldwide business of the
insurer;

(b)

a UK branch return which reports only the business carried on
through a branch in the United Kingdom; and

(c)

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

The detailed requirements
2.2

(1)

The following table summarises the types of return which insurers are
required to prepare.
Type of company

Pure reinsurer

United
Kingdom

An EEA State
(other than
U.K.)

Rest of the
World (1)

Global
return

Global return

Global return

UK- deposit
insurer

Global return
and EEA
branches return

EEA-deposit
Insurer

UK branch
return

All other insurers

(1)

(2)

Location of Head Office

Global
return

Exempt

Global return
and UK
branch return.

Special rules apply for Switzerland. A Swiss general insurer reports as for an
insurer with its head office in the EEA. Other Swiss companiesÕ report as for
companies with their head office in the Ôrest of the worldÕ.

The above table summarises the requirements of rule 9.2.
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3.

INTERPRETATION OF THE RULES
Definitions
Unless the context otherwise requires, words and expressions in any form
(including the instructions to any form), or in any rule requiring a statement
to be annexed to the forms, are to have the same meaning as applies in rule
9.2.

3.1

(1)

[Deleted]
Valuation of assets and liabilities

3.2

(1)

Rule 9.10 requires that, unless otherwise more specifically provided, assets
(other than linked assets) and liabilities included in any document in the
return should be valued using the Valuation of Assets Rules.

(2)

Linked assets, 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 insurers.
Requirement to state information fairly

3.3

Rule 9.11 requires that every revenue account, profit and loss account,
balance sheet, note, statement, report and certificate required to be prepared
under rule 9.3 be prepared in the manner specified and fairly state the
information provided on the basis of the rules. This is a closely analogous
requirement to the Ôtrue and fairÕ concept for Companies Act accounts. As
with that concept it includes the concept of materiality where properly
applied.

4.

CONVENTIONS FOR THE COMPLETION OF ALL FORMS
Scope

4.1

(1)

The accounting rules and conventions described in this chapter apply (except
where the contrary is explicitly stated) to all documents in the return other
than the forms, notes, statements and certificates required under, Appendices
9.4, 9.5 and 9.6.

(2)

The accounting rules and many of the conventions for preparing the return
which are presented in this chapter derive from paragraphs 1 to 17 of
Appendix 9.1. The other conventions although not directly arising from the
rules are merely cosmetic and are requested to facilitate the FSA's processing
of the returns.
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Completion of forms
Signature of forms
4.2

(1)

The first form in the return (normally Form 9 or 10) should be signed. If the
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 or Form 10 as the
case may be and should be entitled ÔCovering sheet to Form 9Õ, or ÔForm
10Õ 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 must also sign. A UK branch
return or EEA branches returns must be signed by the authorised UK
representative and the branch ÔChief ExecutiveÕ. See rule 9.33.
Use of own forms

(3)

An insurer may either submit its return on forms printed by the FSA 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 appendices. Insurers wishing to
print their own forms are requested to contact their normal supervisory
contact at the FSA. In general, the FSA will accept returns produced using a
recognised forms generation package. Where an insurer is using a bespoke
software application, it will be requested to send specimen blank forms to the
FSA well before it intends to use them.
Headings

(4)

After the heading ÔName of companyÕ the full registered name of the insurer
should be given without abbreviation.

(5)

In the heading ÔGlobal business/UK branch business/EEA branch businessÕ
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 returns (see paragraph two).

(6)

The heading ÔFinancial year endedÕ should be followed by the date of the last
day of the financial year written in the style Ôdd-month-yyÕ, e.g. Ô31
December 1996Õ.

(7)

The Ôcompany registration boxÕ should be completed with the number
originally used for submission of returns under the 1983 Regulations. An
insurer 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 insurer does not have such a number it should agree a suitable number
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with the FSA. An overseas insurer should use its F-series number issued by
the Registrar of Companies.
(8)

The ÔGL/UK/CMÕ 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 returns (see paragraph two).

(9)

The ÔPeriod endedÕ box should be completed so as to show, in numerals, the
date of the last day of the financial year to which the return relates. The
ÔmonthÕ box should always be completed with a two-digit number,
incorporating a leading zero where necessary.
Typewritten entries

(10)

The FSA 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 rules. In particular no
entries should be made:
(a)

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,

(b)

in any column headed ÔSourceÕ, and

(c)

in any shaded box.

Currency
4.3

(1)

(2)

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

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

(b)

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

Accounting practice allows several alternative accounting bases for the
translation of income and expenditure. The FSA 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 insurer also to maintain the underlying records upon
which the return is based, in that currency and to translate those currency
amounts into Sterling at the rate ruling at the year end.
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(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.
Presentation of amounts

4.4

(1)

Negative amounts should be shown between round brackets. A minus sign
or ÔDRÕ 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 deemed inappropriate. If the entry in
any box to be rounded is less than £500 that box should be left blank. The
entry Ô0Õ 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 that
currency) rounded to the nearest 1000, and the entry Ô000Õ should be made in
the ÔunitsÕ 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 Ô000,000Õ should be inserted in the
ÔcurrencyÕ 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.
Comparative amounts and brought forward figures

4.5

(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 rule
9.6(5) - see 1.4), 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 insurance 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 FSA derives from these forms. However the FSA
recognises that in exceptional cases, e.g. the correction of a fundamental
error, restatement for other reasons may be desirable. The FSA requests
insurers that wish to restate amounts (other than to reflect exchange rate
reconversion), to discuss the proposed restatement with their usual
supervisory contact at the FSA 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 should be given in
a supplementary note to the form upon which the brought forward amount
appears. (See Appendix 9.1, paragraph 7).
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(4)

Special difficulties with brought forward and comparative figures arise for an
established overseas insurer newly authorised in the UK by the FSA and
preparing its first global return. Such an insurer may wish to seek guidance
from its normal supervisory contact at the FSA.
Supplementary notes

4.6

(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. The notes for all forms
should be bound together toward the end of the return (but before the
certificates) and should not be interleaved with the forms to which they
relate.

(2)

The requirements to prepare supplementary notes are variously located in the
actual text of the rules, the appendices to the rules 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 guidance for each form (under Appendices 9.1 to 9.3 and 9.8) 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 Ô1305Õ.

(4)

Each supplementary note included in the return should be given a title which
identifies the form or forms to which it relates. In respect of forms prepared
under Appendices 9.1 to 9.3 and 9.8 this should be done by including the
code as the first element in the title. For example the title for note 1601
might be:
Ô1601 Basis of conversion of foreign currencyÕ
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 an insurer wishes to include an extra note (beyond those required
under the rules) it should identify the form to which it relates and give the
note the next unused sequential code number for that form. For example the
rules 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 insurer there is no
note 1317 (because the circumstances in which that note is required do not
arise for that insurer).

(6)

Where the rules require a form to be submitted, but all entries (including
comparatives) would be blank, that form may be omitted provided that a note
coded FF00 (where FF is the form number) is included stating that this is
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why the form has been omitted. This note is not needed where a form is
omitted because the rules do not require it. For example a non-life insurer is
not required to submit Life Forms 40 to 4 5 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
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.

5.

FORMS 9 TO 17: STATEMENT OF SOLVENCY, BALANCE SHEET
AND NON-TECHNICAL ACCOUNT
Statement of Solvency (Form 9)
Completion of the form

5.1

(1)

Form 9 is to be prepared by every insurer other than an EEA insurer, a Swiss
general insurer or a EEA-deposit insurer - see rule 9.12.

(2)

Form 9 shows separately for general insurance business and long-term
insurance business:

(3)

(a)

the required minimum margin of solvency,

(b)

the available assets,

(c)

any implicit items (for long-term insurance business), and

(d)

any contingent liabilities.

The entries on Form 9, other than for implicit items, derive from other forms
within the return.
(a)

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

(b)

The available assets derive from Form 10. A composite insurer may
apportion part of its Ôother than long-term insurance business available assetsÕ (line 29 on Form 10) to count against the required
minimum margin for its long-term insurance business provided that
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such assets are in excess of the amount needed to match its general
insurance business required margin of solvency - see rule 2.4(5)(b).

(4)

(c)

The long-term insurance business liabilities derive from Form 14.

(d)

The contingent liabilities for general insurance business and longterm insurance business derive from supplementary notes to Forms
15 and 14 respectively.

Implicit i t e m s are certain special types of asset, i.e. future profits,
Zillmerising and hidden reserves, specified in rule 2.10. They may be
counted against an insurerÕs required margin of solvency but only if, and to
the extent, specifically allowed by an order issued by the FSA under section
148 of the Act. An insurer wishing to count such items against its solvency
requirement should apply its normal supervisory contact in to the FSA for the
appropriate order.
Supplementary notes
Two supplementary notes may be required to this form: (a)

Where a direction under section 148 of the Act has been issued
disapplying or modifying any of the provisions of Accounts and
Statements Rules, 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 direction itself. [Code 0901].

(b)

Where a direction under section 148 of the Act has been issued to an
insurer permitting it to take into account implicit items on long-term
insurance business, that order may specify that a note is to be
included in the return explaining such items. That note should be
included as a note to Form 9. [Code 0902].

Statement of net assets (Form 10)
Completion of the form
5.2

(1)

Form 10 is to be prepared by all insurers Ð see rule 9.12(3).

(2)

Lines 11 and 12 are to be completed only by an insurer carrying on longterm insurance business and respectively derive from Forms 13 and 14. An
insurer which carries on long-term insurance business is required by rule 3.1
to maintain a separate fund for that business. Line 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 must be completed by every insurer, other than a
mutual without share capital (or subordinated loan capital) which only
carries on long-term insurance business. Line 56 is to be completed with the
balancing figure so as to ensure that line 59 equals line 29.
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(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 insurer 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 insurer meets its
required margin of solvency. Thus where line 23 is negative no amounts
may be included at lines 24 to 27. See rule 2.10 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:
(a)

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

(b)

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

(c)

a decrease or increase in the provision for adverse changes (which is
a provision made for FSA 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 in (7) 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 insurance business determined in accordance with
the same generally accepted accounting practice (ÔGAAPÕ) as apply in UK
Companies Act accounts. The long-term insurance business retained profit
departs from GAAP in that it is based on the ÔstatutoryÕ method of reporting,
not the Ômodified statutoryÕ method.

(10)

The annex to this chapter gives two examples of this reconciliation.
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Reconciliation of net assets to the accounts
(11)

In addition to the reconciliation in (9), 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 return and reconciles them to net assets
as they appear in the shareholder accounts. This reconciliation is required for
every insurer which is not incorporated outside the UK, and which in
consequence has to prepare Companies Act accounts in accordance with the
insurance accounts rules. See paragraph 14 of Appendix 9.1.

(12)

For purposes of the reconciliation in (11), net assets as per the 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 Ô1Õ) 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 Ôcapital and reservesÕ.

(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 return and
Companies Act accounts. Lines 91 to 99 of Form 13 reconcile the valuation
of assets as per the 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, the reconciliation in (11) only needs to deal with differences
which arise for other reasons. Such differences would include the following:
(a)

the value of net assets within the long-term insurance business fund.
This is included in the net assets taken from the Companies Act
accounts (item A Ôcapital and reservesÕ) but is not included in net
assets as sourced from Form 13 (category of assets Ô1Õ) and Form
15; and

(b)

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 Ôcapital and reservesÕ).

(15)

Other than as noted in (14), insurers 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 an insurer (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 must be included in the
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supplementary note instead of the above reconciliation. The reason why
accounts have not been prepared, (e.g. because they are drawn up to different
year ends from the return), should also be stated.
(17)

The annex to this guidance gives an example of this reconciliation.
Supplementary notes

(18)

Three supplementary notes are specified (a)

the supplementary note described in (11) to (17) - see paragraph 14 of
Appendix 9.1; [Code 1001]

(b)

particulars of any other movements shown at line 65; and [Code
1002]

(c)

particulars of any direction under section 148 of the Act allowing
subordinated loan capital not to be treated as a liability for the
purposes of determining whether the insurer holds net assets which
match its required margin of solvency - the requirement for this note
will be specified in the direction itself. [Code 1003]

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

(1)

Forms 11 and 12 must be completed by every insurer which carries on
general insurance business, other than an EEA insurer, a Swiss general
insurer or an EEA- deposit insurer Ð see rule 9.12(4).

(2)

All insurers (subject to certain exceptions described below) are required to
maintain a required margin of solvency throughout the financial year.
Forms 11 and 12 in the global return show the calculation of this required
margin of solvency in respect of general insurance business.

(3)

For an insurer (other than a pure reinsurer) with its head office outside the
UK this required margin of solvency relates to its entire worldwide business.
Such an insurer (unless an UK deposit insurer) must also maintain a UK
required margin of solvency in respect of its business carried on in the
United Kingdom. Forms 11 and 12 in the UK branch return show the
calculation of the UK required margin of solvency in respect of general
insurance business. A UK deposit insurer must also maintain an EEA
required margin of solvency in respect of its business carried on within EEA
States. Forms 11 and 12 in the EEA branches return show the calculation of
the EEA required margin of solvency in respect of general insurance
business.

(4)

The exceptions in (2) are EEA insurers, Swiss general insurers and EEAdeposit insurers. They are excluded (under UK law) from the requirement to
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maintain any of the above types of required margin of solvency. This is
because they are subject to equivalent solvency rules imposed by their home
state or by another EEA State. These insurers are not required to complete
forms Forms 11 and 12.
(5)

The text on the face of the forms only presents in outline the method of
calculation of the general insurance business margins of solvency. The
detailed rules for the calculation are to be found in Appendices 2.1 to 2.3, to
which companies preparing these forms should refer. The forms should be
interpreted in the light of these rules - see paragraph 10(1) of Appendix 9.1.
Margins of Solvency

(6)

The Margin of Solvency Rules 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.
(a)

Ôgross premiumÕ means 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
insurer. In effect, this has the same meaning (subject to one
important exception described in (d)) as gross premiums written as it
occurs in the other forms in the return.

(b)

the amount of gross premium to be taken is limited by the words
ÔreceivableÕ and means recorded in the company's books as due to the
insurer in respect of risks incepted in the financial year. Policies
transferred to an insurer under Part VII of the Act (or a transfer under
the equivalent law of another EEA State) should be considered to be
incepted on the date of transfer.

(c)

as a result subject to the exception described in (d), 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 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: Σ
(21.13.1 + 21.13.2 + 21.14.1 + 21.14.2 + 21.15.1 + 21.15.2) for all
Forms 21 + Σ 24.11.(mm-yy) for all Forms 24; where mm-yy is the
current financial year.
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(d)

the exception in (c) 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 Appendix 9.2. This says that amounts
in respect of inwards and outwards contracts of insurance must 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 return forms as in the Companies Act accounts. This is
explained more fully in 8.2.2. 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 FSA 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 Act, and which
therefore require authorisation.

(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 insurerÕs books as
payable in the last preceding financial year in respect of general insurance
business - see paragraph 2 of Appendix 2.1. 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 Financial Services Compensation Scheme 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.

(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 Euros and the
excess over 10 million such units and (iii) apply the appropriate percentages
(18, 16, 6 or 51/3, as the case may be) to the totals arrived at, and add together
the resultant sums to determine the Sub-total B - see paragraphs 4 to 8 of
Appendix 2.1. The FSA will advise, if requested, whether business carried
on under a particular policy falls within the definition of health insurance
based on actuarial principles. The £/Euro rate of exchange to be used is that
prevailing at the previous 31 October and is advised to insurers each year in
an FSA 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).
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(a)

claims paid and claims outstanding are defined in detail by
paragraphs 10 to 11 of Appendix 2.1. In essence they refer to the
amounts recorded in the insurerÕs books as (i)

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

(ii)

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

(iii)

related salvage recoveries, recoveries from third parties and
recoveries from other insurers (but not r e i n s u r a n c e
recoveries).

(b)

the definition of claims outstanding includes the provision for claims
incurred but not reported.

(c)

although the rules are not expressed in these terms, the definitions in
(11) of claims paid and claims outstanding are equivalent (subject to
one important exception described in (f)) to the corresponding
amounts included in Forms 22 and 25, but excluding the claims
management costs.

(d)

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

(e)

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 this is: Σ (22.11.3 + 22.15.3) for all Forms 22 +
{25.11.(99-99) + 25.13.(99-99)} for all Forms 24. (NB. for an
insurer 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.

(f)

the exception referred to in (c) arises for the same reason as described
in 7(d). Amounts are classified for inclusion in Forms 22, 24 and 25
according to their economic substance 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 Act, and which therefore require
authorisation, even where such amount are not classified as claims
paid under generally accepted accounting practice.
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(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 12
of Appendix 2.1. 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
11(1), 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 13
and 14 of Appendix 2.1.
Form 12: the second (i.e. the claims basis)

(14)

Determine the reference period. If an insurer 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
insurers the reference period will be the last three financial years. See
paragraphs 1 and 2 of Appendix 2.2.

(15)

Establish the amount of claims incurred in a similar way to that explained in
(11), 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 in (11)) from the amounts reported in the returns for those last
three years - see paragraph 3 of Appendix 2.2. 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 Euros and the excess over 7 million
Euros and (iii) apply the appropriate percentages (26, 23, 8.66 or 7.66, as the
case may be) to the totals arrived at and add together the resultant sums to
determine Sub-total G - see paragraphs 5 to 9 Appendix 2.2. The definition
of health business and the £/Euro rate are the same as apply in (10).

(18)

Line 41: determine the second result by multiplying Sub-total G by the ratio
of Sub-total D to 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 paragraphs 13 and 14
of Appendix 2.1.
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Form 12: the third method (i.e. 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 insurer has
permission under the Act Ð see Appendix 2.3. In most cases, it will be
400,000 Euros translated to sterling.
Supplementary notes

(20)

Two supplementary notes are specified.
(a)

if any of the brought forward amounts differs from the corresponding
carried forward amounts in the previous return the reason should be
stated - see Appendix 9.1; [Codes 1101 and 1201]

(b)

if any of the amounts included in either Form 11 or 12 differ from
the corresponding amounts in Forms 2 1 to 25, the amount of
difference and the reason for it should be stated - see paragraph 10 of
Appendix 9.1. 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 (7) and (11). [Codes 1102 and 1202]

Analysis of admissible assets (Form 13)
Different types of Form 13
5.4

(1)

Form 13 is to be prepared by every insurer for one or more categories of
assets Ð see rule 9.12(5).
(a)

every insurer, (other than a mutual without share capital which only
carries on long-term insurance business), must prepare a Form 13 for
its total other than long term assets; and

(b)

every insurer which carries on long-term insurance business is to
prepare a Form 13 for its total long-term insurance business assets.

(2)

The long-term insurance business assets are the assets required by rule 3.1 to
be maintained in the separate fund for long-term insurance business. Where
separate assets within the rule 3.1 fund are appropriated for separate long
term funds or groups of funds, (other than internal linked funds), additional
Forms 13 should be completed in respect of each such fund or group of
funds.

(3)

An external insurer, (other than a pure reinsurer), and a UK- deposit insurer
must complete certain additional forms. These are described in instruction 3
to Form 13.
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(4)

The different Forms 13 are identified by the entry in the Ôcategory of assetsÕ
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.
(a)

lines 11 to 89 provide a Ôline by lineÕ analysis of the assets valued in
accordance with the rule 9.10.

(b)

lines 91 to 99 provide a reconciliation of the total assets as valued in
accordance with rule 9.10 and as valued in accordance with the
Companies Act accounts rules.

(c)

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, 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 Valuation of Assets Rules.

(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 rule 9.10 - see instruction 4 to
the form. Reference should also be made to Guidance Note 4.1.

(8)

Rule 9.10 provides that:

(9)

(a)

assets (other than referred to in (b)) are to be valued in accordance
with the Valuation of Assets Rules, and

(b)

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 insurers.
See (12) below.

Lines 11 to 86 show asset values after deductions for excesses over permitted
asset exposure limits - see rule 4.14. 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
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deductions for excesses over permitted counterparty limits and for excess
concentrations over a number of counterparties. See rule 4.14(3).
(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 Appendix 9.1.

(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:
(a)

amounts are owed from and to the same person; and

(b)

such netting is permitted under generally accepted accounting
principles. See in particular FRS5.

In (a), ÔpersonÕ refers not only to individuals but also to corporate bodies and
unincorporated associations.
(12)

The guidance in (10) 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/intermediary. This is because typically such amounts are in law owed
from and to not the broker/ i n t e r m e d i a r y 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
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 of Asset Rules apply to all items
included at these lines other than those exempted by rule 4.1(2). This only
exempts linked assets (to the extent they are held in compliance with rule
2.3) which match liabilities in respect of property linked benefits.

(15)

The FSA 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
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58 and 59 on Form 13. NB, as such surplus assets are not exempted by rule
4.1(2), they must be valued in accordance with the Valuation of Assets
Rules). See also 15.7(10). The FSA is also aware that insurers 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 Ôassets covering linked liabilitiesÕ. Others only include
some of these items under that heading and, perhaps, include the margining
loan back as a liability. The FSA doubts whether all of these treatments
necessarily always conform to GAAP, e.g. showing assets net of the
margining loan is not permissible where there is no legal right of set-off.
However where an insurer 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 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. If salvage and subrogation recoveries are shown in
the Companies Act accounts as a deduction from liabilities rather than as an
asset, the same treatment should be adopted in the returns. That is, line 73
should be left blank and the amount of liabilities shown on Form 14 should
be shown net of the salvage and subrogation recoveries.

(17)

Line 80 should include leased tangible assets that 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.

(18)

Line 83 ÔOther assetsÕ refers to the balance sheet heading in the Companies
Act accounts of ÔOther assets Ð otherÕ (item Fv. in the balance sheet format in
Schedule 9A to the Companies Act). 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. This reconciliation must be completed by
all insurers 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(a)

the reinsurers' share of technical provisions; and

(b)

the deferred acquisition costs.
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(20)

For general insurance 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
insurance business these assets should never be shown at lines 60 to 63 and
85 and should 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 (reinsurersÕ 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 assets in (19), an item should 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 to the
classification of an item as a liability or a deduction from assets. Different
methods of grossing up should be avoided. For the treatment of leased assets
see (17).

(22)

The insurance accounts rules allow for some investments to be valued either
at current value or at amortised cost. An insurer which does not prepare
Companies Act accounts should choose the current value method for
disclosure at line 99 on Form 13. Any other insurer 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:
(a)

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

(b)

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

(c)

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 Ôassets of type not valuedÕ, 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 the note
in (c), should be given separately for long-term insurance business and other
than long-term insurance business, (i.e. separately for the category of assets
Ô1Õ and Ô10Õ Forms 13). Further separate disclosure for category of assets
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Ô2Õ to Ô5Õ or Ô11Õ onwards is not needed. The notes are coded 1301 to 1307,
1314 & 1315 for other than long-term insurance business and 1308 to 1313,
1316 & 1317 for long-term insurance business:
(a)

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]

(b)

the aggregate value of hybrid securities - see instruction 6 to the
form; [Codes 1302 and 1309]

(c)

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

(d)

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 Appendix 9.1; [Code 1304 and 1310]

(e)

the maximum counterparty limit permitted by the insurerÕs
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
Appendix 9.1; [Code 1305 and code 1311]

(f)

the amount and nature of the exposure at the year end to large
counterparties (i.e. greater than 5% of the general insurance business
or long-term insurance business amounts) - see paragraph 11(2) of
Appendix 9.1; [Code 1306 and 1312]

(g)

the aggregate value of certain fully secured rights - see paragraph
11(3) of Appendix 9.1; [Code 1307 and 1313]

(h)

the amount of any tangible leased assets should be included at line 80
even though not required by the rules; and [Code 1314 and 1316]

(i)

particulars of any other assets included at line 83 - see the face of the
form. [Code 1315 and 1317].

Note 1
(25)

A single figure with a simple description will suffice. For example: ÔThe
insurer held £xm in unlisted securities and £ym in unregulated collective
investment schemes, almost all of which was of the latter typeÕ. The assets
covered by this note are those which count towards the 10% permitted asset
exposure limit at paragraph 12 of Part II of Appendix 4.2. For detailed
168

21 June 2001

descriptions of the type of assets to be included, see the Valuation of Assets
Rules.
Note 2
(26)

A single aggregate figure is sufficient disclosure. This should only include
salvage and subrogation rights (other than shown at line 73) brought into
account under the valuation rule in rule 4.5(10). The exercise of salvage
rights which have resulted in the insurer acquiring an asset which is
admissible in its own right, (e.g. land and buildings received by a direct
mortgage indemnity insurer), need not be included.
Note 3

(27)

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

(28)

The precise content of this account of any breach is not specified in the rules.
However the FSA 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 makeup of the investment portfolio.

(29)

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 Appendix 4.2. Also, the amount of any counterparty
exposure should be calculated using the rules laid down in paragraphs 13 to
15 of that appendix, 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.

(30)

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

linked assets held to match property linked liabilities; and

(b)

assets of the type listed in rule 4.14(5). For a list of such asset types
see paragraph 5.25 of Guidance Note 4.1.

Note 5
(31)

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

29 and 30 also apply to this note.
Note 6

(33)

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 I of Appendix 4.2. (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. rule 4.4 in relation to stocklending collateral), should not be included. A single aggregate figure is
sufficient disclosure.
Note 7

(35)

cf. (17).
Note 8

(36)

cf. (18).
Long term business liabilities and margins (Form 14)
Completion of the form

5.5

(1)

Form 14 should be completed by every insurer which carries on long-term
insurance business in respect of:
(a)

its total long-term insurance business liabilities and margins; and

(b)

the long-term insurance business liabilities and margins for each
separate long-term insurance business fund or group of funds for
which separate assets have been appropriated (see rule 9.12(b)).

(2)

The effect of item (1)(b) is that a separate Form 14 is required for each fund
or group of funds whenever a separate Form 13 is required for that fund or
group of funds - see 5.4(2). The category of assets box in the header of
Form 14 is to be completed with the same codes as are used for the
corresponding box in the header of Form 13, except that there are no Forms
14 required which correspond to the Form 13 category of assets 1 to 9.

(3)

Form 14 shows the liabilities and margins in respect of long-term insurance
business. It is helpful to consider these under three separate headings:
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(a)

the liabilities, (lines 11, 12 and 15 to 49);

(b)

the margins, (lines 13 and 51); and

(c)

the footnote to the form, (lines 61 to 63).

Liabilities
(4)

There are three basic types of liability which fall to be disclosed:
(a)

long-term insurance business liabilities not yet fallen due, (lines 11,
12 and 23);

(b)

accounting liabilities including long-term insurance business
liabilities which had fallen due, (lines 15 to 22 and 31 to 39); and

(c)

the provision for adverse changes, (line 41).

Different rules apply for determining the amount of each of these types of
liability. Long-term insurance business liabilities (other than liabilities
which had fallen due for payment before the relevant date) are determined
on actuarial principles and the accounting liabilities are determined using
generally accepted accounting concepts, bases and policies or other generally
accepted methods appropriate for insurance companies - see the
Determination of Liability Rules. In effect accounting liabilities are to be
determined for inclusion in Form 14, (lines 15 to 22 and 31 to 39), in the
same way as for Companies Act accounts. However if the Companies Act
accounts are signed off earlier or later than the returns differences may still
arise despite the application of the same rules. This might be due to, say, the
occurrence of an adjusting post-balance sheet event in the intervening period.
It is important to identify whether a liability falls to be determined under the
actuarial or accounting rules as they may produce very different results.
(5)

Long-term insurance business liabilities are liabilities arising under or in
connection with contracts for long-term insurance business, including
liabilities arising from deposit back arrangements. Liabilities from deposit
back arrangements (line 23) should be determined on actuarial principles in
accordance with rules 5.6 to 5.17. They include the amount of the deposit
(as disclosed under paragraph 12(2)(f) in the Abstract of Valuation Report
prepared by the appointed actuary Ð Appendix 9.4) together with any
additional provision which the appointed actuary considers to be required in
accordance with actuarial principles. Mathematical reserves are defined so
as to include all long term liabilities (other than those fallen due) with the
exception of liabilities arising from deposit back arrangements. They are
shown, other than for cash bonuses, at line 11 and, for cash bonuses, at line
12. The amounts shown are taken from the appointed actuary's valuation as
recorded in Form 58 - see instructions 2 and 3 to Form 14 - and include any
increases resulting from the allocation of bonuses to policyholders as a result
of the valuation. Subject to one exception, the accounting liabilities (lines 15
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to 22 and 31 to 39) should not include any amounts in respect of technical
provisions and the fund for future appropriations which appear in Companies
Act accounts as these are already, to the extent necessary, taken into account
in setting the mathematical reserves. The exception is claims outstanding
which had fallen due for payment at or prior to the financial year end - see
lines 15 to 17 on Form 14.
(6)

The FSA interprets liabilities arising under or in connection with contracts
for long-term insurance business to include liabilities arising under
reinsurances of those contracts for long-term insurance business. This
includes liabilities under financial reinsurances and by extension, even
liabilities under non-reinsurance financing arrangements, provided the
liability under the financing arrangement is closely linked to the performance
of contracts for long-term insurance business. Therefore liabilities under
financial reinsurances and such analogous financing arrangements - subject
to the exception of liabilities which had fallen due - are to be determined
under actuarial principles. This is important as the crystallisation of such
liabilities is often - although not invariably - linked to the emergence of
future profits. Future profits are not in themselves an asset admissible to
match liabilities and may not be included on Form 13, (lines 11 to 89).
However, provided the reinsurance or financing liability is repayable - as a
matter of legal form and economic substance - only upon the emergence of
the future profit, actuarial principles may sometimes allow the future profit
to be taken into account in determining the amount of the liability.
Accounting rules do not permit this treatment. They prohibit the offset of an
asset against a liability except where they are amounts due to and from the
same person and also impose other conditions - see Financial Reporting
Standard 5.

(7)

The provision for adverse changes is an extra provision in addition to that
which would be required under either actuarial or accounting principles. It
arises when an investment (or transaction associated with an investment)
will, or may, give rise to a liability in future and the company does not have
the appropriate assets to cover that liability. (Most commonly, but not
exclusively, this issue arises in respect of derivative contracts.) The
provision is to be determined in accordance with rule 5.3.
Margins

(8)

The margins are the amounts by which the net admissible asset value of any
long-term insurance business fund exceeds the mathematical reserves and
cash bonuses for that fund. The margins are to be calculated in two stages as
follows:
(a)

firstly, the amount of the long-term insurance business fund as per
Form 40 is compared with the mathematical reserves including cash
bonuses (lines 11 and 12 on Form 14). The amounts of any
excess/(deficit) is to be shown at line 13; and
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(b)

secondly, the net admissible asset value of the long term fund - being
the assets as per line 89 on Form 13 less the liabilities as per line 49
on Form 14 - is to be compared with the value of the long term fund
as per Form 40. The amount of any excess is to be shown at line 51.
An excess may only arise in those cases where the insurer has chosen
to report its long-term insurance business funds on Form 40 at a
value other than the value of net admissible asset, e.g. using book
costs for asset values. It is not permissible to report the fund at a
value on Form 40 which is higher than the value of net admissible
assets. Therefore a deficit should never need to be shown at line 51.

The footnotes to the form
(9)

Lines 61 and 62 to the form show respectively the amounts included in the
total liabilities and margins which is attributable to:
(a)

liabilities to related companies, other than those under contracts of
insurance; and

(b)

liabilities in respect of property linked benefits.

(10)

The scope (but not the value) of the line 62 disclosure corresponds to
technical provisions in the shareholder accounts (i.e. headings C and D in the
balance sheet format in Schedule 9A to the Companies Act), but only in so
far as they relate to property linked benefits. Line 62 shows the amounts of
those liability items shown at heading C and D in the Companies Act
accounts, but evaluates them using the Form 14 valuation rules and not
(where different) the Companies Act rules. The Form 14 valuation rules are
discussed at (4) to (7) above. NB. The effect of this guidance is that line 62
shows the amount of the property linked liabilities which are excluded from
the calculation of the long-term insurance business amount for the purpose
of applying counterparty limits - cf. paragraph 2 of Appendix 4.2.

(11)

Line 63 requires an insurer to disclose whether any part of the amount
shown at line 51 represents an amount taken into account by the actuary to
support the mathematical reserves (as shown in Form 58) in giving his
certificate. This issue arises because the assets shown on Form 9, which are
sourced from Form 13, are shown at their admissible value even where the
long-term insurance business fund is maintained and brought into account in
the Appendix 9.4 report on the basis of lower book values. In such
circumstances the mathematical reserves shown in Form 58 may not always
constitute an appropriate assessment of the liabilities for the purposes of
comparison with the assets stated at admissible value. For this reason in
certifying the long term liabilities as required under Part II of Appendix 9.6,
the actuary may find it necessary in some circumstances to make an addition
to the mathematical reserves on the Appendix 9.4 basis shown at line 11 of
Form 14.
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Supplementary notes
(12)

Two supplementary notes are specified:
(a)

the methods and assumptions used to determine the amount of any
provision for adverse changes (as shown at line 41 of the form), or if
there is no such provision the methods and assumptions used to
determine that no provision is required, should be stated - see
paragraph 12 of Appendix 9.1. [Code 1401]

(b)

specified details should be stated of (i) any charges over assets, (ii)
potential capital gains tax liability, (iii) contingent liabilities, (iv)
guarantees, indemnities or other contractual commitments effected
other than in the ordinary course of insurance business and in respect
of related companies, and (v) any other fundamental uncertainty - see
paragraph 13(1) of Appendix 9.1. [Code 1402]. This note is to be
given in respect of long-term insurance business assets and
liabilities. A similar note (code 1502) is to be given in respect of
other than long-term insurance business assets and liabilities. The
guidance given for that note under 5.6(16) to (30) also applies here.

Liabilities - other than long term business (Form 15)
Completion of the form
5.6

(1)

Form 15 should be completed by all insurers except an insurer not trading
for profit (i.e. a mutual) carrying on only long-term insurance business - see
rule 9.12(7).

(2)

Form 15 shows all liabilities of the insurer other than long-term insurance
business liabilities, which are shown instead on Form 14.

(3)

Form 15 consists of three parts:
(a)

lines 11 to 59 provide a line by line analysis of the liabilities (other
than share capital and reserves and exclusively long-term insurance
business items) corresponding to the balance sheet format in
Schedule 9A of the Companies Act, i.e. the format required to be
used in the preparation of the Companies Act accounts. In a few
cases, however, a single item in that format is subdivided in Form
15;

(b)

lines 61 to 63 list three further items of liability - (i) the provision for
adverse changes, (ii) cumulative preference share capital and (iii)
subordinated loan capital; and

(c)

line 71 discloses the value (as included in the above items) of the
liabilities to related companies, other than those under contracts of
insurance or reinsurance.
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Determination of liabilities
Lines 11 to 59
(4)

The liabilities at lines 11 to 59 should be valued in accordance with the
Determination of Liabilities Rules, the main provision of which is rule 5.2
which provides that:
(a)

the amount of liabilities of an insurer must be determined in
accordance with generally accepted accounting concepts, bases and
policies or other generally accepted methods appropriate for insurers;
and

(b)

in determining under (a) the amount of liabilities of an insurer, all
contingent and prospective liabilities must be taken into account
including all liabilities in respect of cumulative preference share
capital but excluding other liabilities in respect of share capital.

(5)

(4)(b) above does not require that the amount of every prospective and
contingent liability be set equal to the full extent of its nominal value
regardless of the remoteness of the contingency it represents. The
requirement is merely that all prospective and contingent liabilities be taken
into account, i.e. considered. The amount of every liability whether present,
prospective or contingent should be set as required under (4)(a) in
accordance with generally accepted accounting concepts.

(6)

The requirement in (4)(a) that generally accepted accounting concepts be
used means, in effect, that the liabilities at lines 11 to 59 are to be valued for
the returns in the same way as for the Companies Act accounts. For
technical provisions this is indeed explicitly stated by rule 5.4, which refers
to the rules in Section D of Chapter II of Schedule 9A to the Companies Act.

(7)

However, (6) does not mean that the value shown for such liabilities in the
return will always necessarily be the same as that shown in the Companies
Act accounts. Exceptionally differences may occur if the return and
Companies Act accounts are either:
(a)

drawn up to different balance sheet dates; or

(b)

even if drawn up to the same balance sheet date, signed off at
different dates.

(8)

In the (7)(b) case it is possible that a material adjusting post-balance sheet
event may have occurred between the date of the sign off of the Companies
Act accounts and the date of the sign off of the return (or vice versa).

(9)

The technical provision for claims outstanding (line 12) should be shown
before or after reduction for anticipated salvage and subrogation recoveries
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according to the treatment adopted in preparing Form 13. See 5.4(16), but
compare the possibly different treatment in the technical account, Forms 20
to 39 - see 8.2(6).
Lines 61 to 63
(10)

The provision for adverse changes (line 61) is an extra provision which
arises when an investment (or transaction associated with an investment)
will, or may, give rise to a liability in future and the insurer does not have
the appropriate assets to cover that liability. (Most commonly, but not
exclusively, this issue arises in respect of derivative contracts). The
provision is in addition to any liability which would be required to be
provided in accordance with generally accepted accounting practice. It is
required to be determined in accordance with rule 5.3.

(11)

Share capital is not normally to be considered a liability for the purposes of
completing the return - see rule 5.2(2). The only exception (see rule 2.10(3)
is cumulative preference share capital, but this exception is in turn subject to
a partial exception as explained in (12) and (13).

(12)

In determining whether an insurer has assets in excess of its liabilities, the
full nominal value (plus any premium on redemption if redeemable) of all
cumulative preference share capital is to be counted as a liability. If the
assets exceed liabilities then part (sometimes all) of the liability from the
preference share capital may be disregarded in determining whether the net
assets exceed the required margin of solvency.

(13)

In Form 15 (line 62) the full value of cumulative preference share capital is
to be shown, i.e. the value to be used in determining whether the insurer has
assets in excess of liabilities. This full value then forms part of the total
liabilities which are taken from Form 1 5 to Form 10 where they are
compared with the total assets taken from Form 13. If assets exceed
liabilities the part of the liability for preference share capital which may be
disregarded in determining whether the net assets exceed the required margin
of solvency, is added back as an adjustment to net assets on Form 10. No
adjustment is to be made on Form 15. See 5.2(6), concerning Form 10, for
further guidance.

(14)

Subordinated loan capital is to be valued according to rule 5.2, i.e. in
accordance with generally accepted accounting concepts. Where a insurer
has been granted a direction under section 148 of the Act permitting it to
disregard all or part of the liability for its subordinated loan capital in
determining whether its net assets exceed its required minimum margin, the
adjustment for the amount to be disregarded is to be made solely on Form 10
and not on Form 15. (The reason for this treatment of the add-back is the
same as that described above for the add-back in respect of preference share
capital).
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Supplementary notes
(15)

Three supplementary notes are specified:
(a)

the methods and assumptions used to determine the amount of any
provision for adverse changes (as shown at line 51 of the form), or if
there is no such provision, the methods and assumptions used to
determine that no provision is required, should be stated - see
paragraph 12 of Appendix 9.1. [Code 1501]

(b)

specified details should be stated of (i) any charges over assets, (ii)
potential capital gains tax liability, (iii) contingent liabilities, (iv)
guarantees, indemnities or other contractual commitments, effected
other than in the ordinary course of insurance business, in respect of
related companies, and (v) any other fundamental uncertainty - see
paragraph 13(1) of Appendix 9.1. Guidance is given in (16) to (30)
on each of the items (i) to (v) to be included in this note and in the
corresponding note [Code 1403] to Form 14, (see 5.5(12)); and
[Code 1502]

(c)

the aggregate amount of any accrued dividend on any cumulative
preference share capital issued by the insurer should be stated - see
instruction 2 to Form 15. [Code 1503]

Guidance on Note 1502
(16)

Where for any of the items 15(b)(i) to (v) there is no charge, potential capital
gains tax liability, contingent liability, guarantee etc., or fundamental
uncertainty to report
this should be stated.
Item (15)(b)(i)

(17)

(18)

The details to be disclosed of any charge over assets are:
(a)

the nature of the charge, including a brief description of the terms
which are relevant to securing the prior claim of any person to assets
which are subject to the charge;

(b)

for each line in Form 13, the amount included in respect of assets
which are subject to the charge; and

(c)

for each line in Form 14 or 15, the amount included in respect of
liabilities which are secured by the charge.

ÔChargeÕ is given a wide definition - see paragraph 13(5) of Appendix 9.1.
It includes not merely formal charges over assets which are registered under
the Companies Act but also any arrangement whatsoever, whether
contractual or otherwise, which operates to secure the prior claim of any
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person to any assets in preference to the general creditors on a winding up of
the insurer. Amongst other items 4 includes:
(a)

arrangements whereby assets of the insurer are placed in trust for the
prior benefit of only some creditors;

(b)

assets held as collateral by creditors or by issuers of letters of credit;

(c)

fixed and floating charges; and

(d)

equivalent arrangements under the laws of overseas countries.

(19)

It also, in principle, applies to set offs, i.e. where a person owed amounts by
the insurer may in a winding up set off amounts owed by it to the insurer.
However, in practice where the insurer has accounted for set offs in
accordance with generally accepted accounting practice, the assets shown in
Form 13 will already be net of such set offs and so no disclosure under this
note will be needed. Amounts due to preferential creditors (e.g. PAYE) need
not be disclosed.

(20)

A charge should be disclosed even where it only serves to secure the prior
claim of a contingent or potential creditor which has not resulted in any
provision for liability in either Forms 14 or 15.

(21)

(15)(b)(i) refers to any charge, thus in principle requiring separate disclosure
of each arrangement which falls within the definition of a charge. However,
where clarity or brevity require, it is acceptable to disclose in aggregate
charges which arise from the same related series of transactions, or charges
which are of the same nature and have substantially the same relevant terms.

(22)

The disclosure of charges is subject to a de minimis exemption. One or more
charges need not to be disclosed, provided that the aggregate value (as show
on Form 13) of all the assets subject to the non-disclosed charges does not
exceed 2.5% of the general insurance business amount or long-term
insurance business amount, as appropriate.
Item (15)(b)(ii)

(23)

The total potential liability should be calculated on the basis of a
hypothetical disposal of all assets immediately after the year end. It should
include liability to foreign taxes on capital gains.
Item (15)(b)(iii)

(24)

Financial Reporting Standard 12 (FRS 12) defines a contingency as a
condition which exists at the balance sheet date where the outcome will be
confirmed only on the occurrence or non-occurrence of one or more
uncertain future events. A contingent liability is a loss dependent on a
contingency. FRS 12 distinguishes between contingent liabilities which are
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probable or remote. A remote contingent liability need not be disclosed in
this note.
(25)

ÔInwardÕ in the expression Ôinward contracts of insurance and reinsuranceÕ
is intended to exclude from the exemption contracts of reinsurance where
the reporting insurer is the reinsured.

(26)

The disclosure of contingent liabilities is subject to a de minimis exemption.
One or more contingent liabilities need not be disclosed provided that the
aggregate value of the non-disclosed contingent liabilities does not exceed
2.5% of the general insurance business amount or long-term insurance
business amount, as appropriate.
Item (15)(b)(iv)

(27)

Related company is defined as:
(a)

a dependant of the insurer;

(b)

a company of which the insurer is a dependant; or

(c)

a dependant of a company of which the insurer is a dependant-

(28)

In the FSA's view, a guarantee, indemnity or other contractual commitment
should not be considered as given other than in the ordinary course of an
insurer's business where guarantees, indemnities or other contractual
commitments on substantially the same terms and conditions are not
regularly given to non-related entities in similar circumstances. An example
of a contractual commitment which need not be disclosed might be where a
motor insurer insures the motor car fleet of a related company using the
same underwriting principles as it uses for its other fleet business.

(29)

15(b)(iv) refers to (i) Ômaximum liability ... specified in such guarantee,
indemnity or contractual commitmentÕ, (ii) Ôamount of provisionÕ and (iii)
Ôamount reported under (15)(b)(iii), (i.e. reported as a contingent liability).
The distinction between these three items may be illustrated by an example.
An insurer guarantees the bank overdraft of its two fellow subsidiaries up to
an aggregate of £100,000. At the year end:
(a)

fellow subsidiary A is insolvent and has an overdraft of £5000; and

(b)

fellow subsidiary B is believed (on the balance of probabilities) to be
solvent and has an overdraft of £10,000.

A provision of £5000 (in respect of A) would be made in Form 15 and a
contingent liability of £10,000 (in respect of B) would be included in the
disclosure under (15)(b)(iii).
179

21 June 2001

The disclosure under (15)(b)(iv) would then be:
(i)

maximum liability specified in the guarantee = £100,000;

(ii)

provision = £5,000; and

(iii)

contingent liability = £10,000;

together, of course, with a brief description of the terms and circumstances of
the guarantee, including the identity of the person to whom the guarantee is
given and of the persons in respect of whom it was given and of the
relationship with the latter (and, if applicable, with the former).
Item (15)(b)(v)
(30)

This is intended to cause to be disclosed the circumstances of any uncertainty
which is of a fundamental nature. Note that, unlike (15)(b)(iii), this does not
exclude uncertainties arising from inward contracts of insurance or
reinsurance.
Profit and loss account (non-technical account) (Form 16)
Completion of the form

5.7

(1)

Form 16 should be completed by all insurers - see rule 9.13. However, for a
mutual insurer carrying on only long-term insurance business, the form
usually will include no entries. Where this is the case for both the current
and previous financial year, the blank form may be omitted provided the
supplementary note [Code 1600] under 4.6(6) is included in the return.

(2)

The headings used on Form 16 are based on those used in the ÔProfit and
Loss Account - Non Technical AccountÕ format in Schedule 9A of the
Companies Act (i.e. the format to be used in preparing Companies Act
accounts) and, except where referenced to other Forms, the amounts included
under those headings should be determined using the same rules as apply for
the Companies Act accounts.

(3)

One such exception occurs at line 13 (Transfer from the long-term insurance
business revenue account) which is referenced to Form 40. As a result, for
long-term insurance business Form 16 presents a profit for the financial
year determined on the statutory basis and not the modified statutory basis.

(4)

Unrealised gains and losses on investments (other than for investments in the
long term fund) should be included in their entirety at lines 15 and 18, even
if different accounting treatment is adopted in the Companies Act accounts.
Unrealised gains and losses should be measured by reference to the value
included for the investment at line 99 on Form 13, i.e. the Companies Act
accounts value. An insurer which includes investments at amortised cost at
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line 99 on Form 13 (see 5.4(22)) should show the unrealised gain and loss
relative to that amortised cost not to current market value.
Supplementary notes
(5)

Four supplementary notes are specified:
(a)

the bases of conversion adopted in respect of foreign currency for
income and expenditure should be stated - see paragraph 5(2) of
Appendix 9.1; [Code 1601]

(b)

in addition to (a), where any brought forward amounts on any Form
are restated due to currency reconversion this fact should be briefly
stated in a supplementary note to Form 16. A simple statement of
this fact is all that is needed, e.g. ÔSome of the brought forward
amounts shown in the forms xx to xx have been restated from the
corresponding carried forward amounts included in the previous
years return due to the reconversion of foreign currency amounts at a
different rate of exchangeÕ. No further details need be given. This
note is required to facilitate the FSAÕs computerised validation of the
return; [Code 1602]

(c)

particulars of any amounts included at lines 21 on Forms 16 should
be stated - see the face of Form 16; and [Code 1603]

(d)

particulars of any amounts included at lines 41 on Forms 16 should
be stated - see the face of Form 16. [Code 1604]

Analysis of derivative contracts (Form 17)
5.8

(1)

A Form 17 should be submitted for each category of assets for which a
Form 13 is submitted (other than categories of assets Ô2Õ to Ô9Õ) - see rule
9.12(5) and instruction 1 to the Form.

(2)

The paragraphs below consider the following points:
(a)

which derivatives need to be entered on the form;

(b)

what needs to be recorded in respect of the amounts of margin paid or
received;

(c)

what reconciliation there is to other forms; and

(d)

what approach is needed for instruments which are required, under
the Asset Valuation Rules, to be treated as derivatives even though
they may have some other legal form (i.e. quasi-derivatives or
contracts or assets having the effect of a derivative contract).
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(3)

Derivatives used for the purpose of matching index linked or property linked
liabilities are not to be recorded on Form 17. (These are covered on Forms
55 or 56.) However, to the extent that the insurer holds derivative contracts
in connection with linked contracts, but additional to the amounts necessary
to match linked liabilities, these should be recorded on Form 17. For
example, if an insurer has transacted a tranche of derivatives to match linked
liabilities in the expectation of selling a particular volume of linked business,
but where the actual volume fell short of expectations, the excess would be
recorded on Form 17. Similarly, if an insurer retains excess derivatives no
longer necessary for matching purposes (for example, as a result of policy
surrenders), these would also be recorded on Form 17.

(4)

Quasi-derivatives are not recorded on the face of Form 17, but are required
to be shown as a supplementary note [Code 1702] - see (25) and (26).

(5)

Where a provision for adverse changes is required in accordance with rule
5.3, no adjustment is to be made on Form 17 to the value of the derivative
which gave rise to the provision. The provision itself is to be shown on
Form 14 or 15, as appropriate.
Instructions to the Form

(6)

Instruction 1: A Form 17 should be completed for the other than long term
assets and the long term assets separately. Each long-term insurance
business fund separately accounted for by a separate Form 13 should also
have a FormÊ17 completed - see instruction 1 to the Form. A sub fund
whose accounting details are only given as part of Appendix 9.4 should be
covered by a commentary in that Appendix.

(7)

Instruction 2: The same codes should be used for the category of assets
header box on Form 17 as on the corresponding Form 13.

(8)

Instruction 3: Analysis is by the principal underlying asset. When there is a
mixture of asset types, the derivative should be split if it is sensible to do so,
if not then it should be categorised under the most significant asset type.

(9)

Instruction 4: Derivatives are to be assigned to the assets and liabilities
columns according to whether the gross position is an asset or a liability and
irrespective of the net position after margin.

(10)

Instruction 5: The asset values to be shown are gross of any variation
margins received (or, unusually, paid) - i.e. assuming such margin has been
reversed. The asset values are to be as determined under the Asset Valuation
Rules, i.e. before the further liability under rule 5.3 (which of course can
apply to an uncovered asset). Form 17 does not, therefore, deal with
economic exposure to various asset classes (as for example, in a ÔLIFFEstyleÕ presentation). This issue is dealt with in the supplementary
information provided in accordance with rule 2.10.
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(11)

Instruction 6: Netting of derivative positions may be permissible for the
purpose of completing Form 17, provided it would be permissible under
generally accepted accounting practice. However, there are additional preconditions to netting. Within a Form 17, derivatives which partly or wholly
offset one another (for example, a bought future and a sold future on the
same index) cannot be netted to one net asset or liability figure unless there
is a legal right of set off with the counterparty concerned, or between the
counterparties concerned. Where the derivatives are with the same
counterparty and legal set off applies, but the derivatives are not
symmetrical, i.e. they do not cancel or part cancel out a given position, then
gross figures should be shown. Where a legal right of set off applies, but the
derivatives have to be reported on separate Forms 17, they should be shown
gross in each form.

(12)

Instruction 7: The aggregate amount of variation margin then to be offset is
to be shown at line 41.

(13)

Instruction 8: The assets shown at line 49, column 1 should be included at
line 44 in Form 13. Where line 49, column 1 also includes deductions for
applicable margins these should be included either in Forms 14 or 15 as
liabilities or in Form 13 as deductions from assets according to the same
accounting treatment as is adopted in the Companies Act accounts, (or if
there are no such accounts according to generally accepted accounting
practice). Other general buffer or good faith margins paid out (initial
margins) should appear on FormÊ13, probably on lineÊ78.

(14)

Instruction 9: Similarly the liabilities shown at line 49, column 2 should be
in FormÊ14 (if long term) or Form 15 (if other than long term) at lines 38
and 49 respectively. Also deductions for applicable margins which are
included at line 49, column 2 should be included in Form 13, or 14/15
according to the same accounting treatment as adopted in the Companies Act
accounts (or if there are no such accounts, according to generally accepted
accounting practice).

(15)

Instruction 10: No entry is to be made on Form 17 in respect of initial
margin paid or received.
Further points on margins

(16)

The variation margin received for assets acts as an offset to the value of the
derivative that flows through to Form 13, and such margin then needs to be
categorised itself in Form 13, probably under deposits if the margin payment
is deposited with the insurer's bankers. Initial margins should however
appear in Form 13, normally line 78, i.e. unsecured amounts due to the
insurer, unless the insurer has more unusually received initial margin and so
the amount is due to a creditor. It should be noted that the definition of
variation margin may be wider than a market understanding as it includes all
collateral arrangements. It is this wider definition which should be applied
in completion of Form 17.
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(17)

In the unusual situation of a variation margin payment to the broker on a
asset, then such an amount should appear on Form 17 as a positive entry at
line 41, and thus an appropriate increase to the asset.

(18)

Liabilities follow the normal accounting rules of rule 5.2. Again, the
inclusion of all variation margins is necessary, even if this makes the
resultant entry on Forms 14 of 15, as appropriate, become negative. The
offset of margins paid against the amount of the liability means no further
entries are needed, as the net entry at line 47 of FormsÊ14 or 15 encapsulates
the offset of the derivative liability and the sums put up in surety for such
liability. In the unusual case of amounts received from the broker on a
liability such amount should appear in FormÊ17 as a positive entry at line 41,
thus an appropriate increase to the liability.

(19)

Asset and liability margin payments must be accounted for separately.
Margin is that actually received as cash or securities from a broker or paid to
a broker. Amounts due to be paid by either party, or amounts held in an
account at the broker, where the insurer has no legal rights over such
account, are not transferred margin and should not be presented as such.
Form 17 must demonstrate the margins actually received into the possession
of the insurer or released by the insurer. Thus, at any reporting date, even
daily margined contracts may be a day behind as the margin process is not
instantaneous.

(20)

Margin received or paid to different counterparties cannot be offset under
any circumstances, even where the counterparties are connected companies.
Similarly, margin paid to and received from a single counterparty cannot be
offset, where no legal right of offset applies. Thus one over-margined asset
cannot have its deduction for margin on Form 17 reduced to allow the
reduction of a Form 17 margin on an over-margined liability, unless legal
rights of offset apply.

(21)

Margin must mean the amounts transferred back and forth under the terms of
the derivative. Only amounts closely connected to the derivative under a
formal agreement that has legal rights of offset between the margin payment
and the settlement of the derivative should be included, and not other
deposits from or with the counterparty.

(22)

Where margin payment is by pledges of assets, such as short gilts, then the
same approach should be followed. Unconditional granting of title to a
broker will mean the asset can no longer be recorded as that of the insurer,
and has been replaced by a debt due from the broker.
Supplementary notes

(23)

Two supplementary notes are specified in paragraphs 16 and 17 of
Appendix 9.1, covering treatment of variation margin [Code 1701] and use
of quasi-derivatives [Code 1702].
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Note 1
(24)

This note (see paragraph 16 of Appendix 9.1) needs three separate items, as
follows:
(a)

the aggregate amount of an excess variation margin which has been
received by the insurer, the excess being due to market movements
which have subsequently been partly or wholly reversed;

(b)

how variation margin received is distributed amongst the different
lines of Form 13;

(c)

the extent to which the amount recorded in any line of Form 13 has
been reduced to reflect the liability to repay any excess referred to
above.

Note 2
(25)

A further supplementary note is prescribed covering quasi-derivatives - see
paragraph 17 of Appendix 9.1. These are exempt from special disclosure,
provided that, in aggregate, they are below the Ômateriality thresholdÕ set out
in paragraph 17. Separate thresholds apply for assets and liabilities and are
to be calculated prior to any adjustment for variation margin.

(26)

For quasi-derivatives which are assets, the test at paragraph 17 of Appendix
9.1 is whether the aggregate value of all such quasi-derivatives exceeds 2.5%
of the total Form 13 asset value (i.e. for the long-term insurance business
fund or a long-term insurance business sub fund the non linked, property
linked and index linked assets totalled at line 89 of the particular Form 13).
No attempt should be made to value the derivative component of a quasiderivative separately and apply the materiality test to that component; the
test should be applied to the value of the instrument as a single entity.

(27)

For quasi-derivatives that are liabilities, the test of disclosure is in some
ways more demanding, being whether the aggregate liability of all such
quasi-derivatives would exceed 2.5% of the non insurance liabilities of
Forms 15 or the relevant Form 14, as appropriate. Any provision under rule
5.3 would count towards this aggregate liability, even where it arises from a
quasi-derivative that is currently an asset.

(28)

If the holdings are sufficiently significant to trigger disclosure, then the (nonzero) amounts contributed by quasi-derivatives to each line in FormsÊ13, 14
and 15 should stated. In addition, the information specified under Note 1 is
also required in respect of such contracts.

(29)

Leaving aside quasi-derivatives used for the purpose of matching linked
liabilities, it would be a little unusual for quasi-derivatives to be subject to
margining arrangements. In any event, the Valuation of Assets Rules and
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Determination of Liabilities Rules make no provision for valuation of quasiderivatives net of value of margin (or collateral) and the appropriate values
for the purposes of this disclosure are therefore the gross asset or liability
values. Any margins paid or received should appear in Forms 13, 14 or 15
as debtor or creditor items.
(30)

An example of the disclosure required when the materiality test is passed is
as follows:
ÔA FTSE-linked bond with embedded option to achieve a guaranteed
maturity value of £10m was included in line 48 of Form 13. The current
value of the bond is £11m. The bond is not margined and was held for the
full year.Õ
Examples

(31)

A number of illustrative examples of completion of Form 17 are given in
Annex B.
_________________
ANNEX A TO PARAGRAPH 5
Examples of the completion of the reconciliation at the foot of Forms 10
and 13

5.A.1 Example one: the reconciliation on Form 13
In this example an insurer shows the following assets in its Companies Act
accounts.
Assets

1996

1995

Shares in UK insurance subsidiary

1000

1000

Cash at bank

2000

1500

Gold

100

-

3100

2500

In preparing Form 13 of its return the insurer must revalue its assets using
the valuation rules. Let us say the revised values are as follows.
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Balance sheet: Assets

1996

1995

Basic Ôlook throughÕ value

900

800

Disallowed under admissibility rules

(100)

(100)

Solvency margin deduction

(200)

(200)

600

500

Valuation

2000

1500

Disallowed under admissibility rules

(200)

(100)

1800

1400

nil

nil

Investment in insurance dependant

Cash at bank

Gold

Form 13 should be prepared with the following entries.
Form 13

1996

1995

UK insurance dependants - shares

21

600

500

Cash at bank - deposits

82

1800

1400

Grand total of admissible assets

89

2400

1900

Total - as per line 89 above

91

2400

1900

Total assets in excess of admissibility limits(1)

92

300

200

Solvency margin deduction(2)

93

200

200

Other differences(4)

94

100

200

Assets of a type not valued above(3)

95

100

-

Total assets determined in accordance with the
shareholder accounts rules

99

3100

2500

Reconciliation

Explanations of the above
(1)

300 = 100 + 200; being the amounts shown above as disallowable under the admissibility
limits respectively for the investment in dependant (100) and the cash at bank (200).

(2)

This is the solvency margin deduction for the insurance dependant.
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(3)

This is the value of the gold as per the Companies Act accounts. There is no valuation rule,
and hence nil value, for gold under the rules.

(4)

This is the total of all other valuation differences not dealt with at lines 92, 93 or 95. In this
examples there is only one such difference: that is the difference between the Companies Act
accounts value of the insurance dependant (£1000) and the basic Ôlook throughÕ value
(£900).

5.A.2 Example two: the reconciliation on Form 10 for a general business company
In this example an insurer has the same assets as in example one above and shows
the following amounts for liabilities in its Companies Act accounts.
Balance sheet: liabilities

1996

1995

Share capital

1000

1000

Profit and loss account

1000

700

2000

1700

Technical provisions

1000

700

Creditors

100

100

3100

2500

The insurerÕs Form 13 is as in example one above and its Form 10 as follows.
Form 10(1)

1996

1995

Other than Ltb - admissible assets(2)

21

2400

1900

Other than Ltb - liabilities(3)

22

1,100

800

Available assets

29

1300

1100

Represented by
Paid up share capital

51

1000

1000

Balance of net assets(4)

56

300

100

Total - equal to line 29 above

59

1300

1100

Movement of balance of net assets
Balance brought forward

61

100

50(6)

Retained profit

62

300

50(6)

Movement in asset valuation difference(5)

63

(100)

Balance carried forward as per line 56

69

300
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Explanations of the above
(1)
(2)
(3)
(4)
(5)
(6)

Blank lines have been omitted.
This is taken from line 89 in Form 13 - see example one above.
This is technical provisions (1000) plus creditors (100).
This is the balancing figure.
This is the difference for lines 92 to 95 on Forms 13 between the comparative
amounts, (200 + 200 + 200) and the present year amounts (300 + 200 + 100 + 100)
Ð 5.A.1, example one.
The comparative amounts at lines 61 and 62 are illustrative only. They cannot be
derived from the other data given in this example.

5.A.3 Example three: the reconciliation on Form 10 for a long-term insurance
business company
In this example an insurer shows the following amounts in its Companies Act
accounts.
Assets

1996

1995

Investments
Cash
Deferred acquisition costs

1000
800
40
1840
100
350
700
490
200
1840

1200
400
20
1620
100
220
600
400
300
1620

Share capital
Profit & loss account
Fund for future appropriations
Technical provisions
Creditors

The profit and loss account for 1996 shows a transfer to the Fund for Future
Appropriations of 100 and a retained profit of 130. In the return the following items
are shown on Forms 13 to 16.
Form 13

Long-term
Insurance
Business

Other than
long-term
insurance
business

1996

1995

1996

1995

Equity shares

41

600

650

200

250

Cash at bank - deposits

81

700

300

100

105

Grand total of admissible assets

89

1300

950

300

355

Excess of admissibility limits

92

100

150

100

145

Total assets determined in accordance
with the shareholder accounts rules(1)

99

1400

1100

400

500
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(1)

This amount should not include long-term insurance business deferred
acquisition costs -see 5.4(20).
Form 14 (part)

1996

1995

Mathematical reserve
Balance of long term funds

11
13

507
193
700

404
156
560

Creditors etc.
Excess assets etc.
Total

49
51
59

150
450
1300

100
290
950

1996

1995

Form 15 (part)
Total liabilities

59

50

200

Provision for adverse changes

61

18

12

Total

69

68

212

Form 16 (part)

1996

1995

line 59 - retained profit

50

100

Form 10 should now be completed as follows.
1996

1995(5)

Form 10
Long term insurance business - assets
Long term insurance business - liabilities

11
12

1300
1300

950
950

Other than LTB - assets
Other than LTB - liabilities
Available assets

21
22
29

300
68
232

355
212
143

Paid up share capital
Balance of net assets

51
56
59

100
132
232

100
43
143

Balance of net assets - b/f
Retained profit(1)
Movement in asset valuation differences(2)
Increase in provision for adverse changes(3)
Other movements(4)
Balance of net assets - c/f

61
62
63
64
65
69

43
50
45
(6)
132

73
100
(90)
(40)
43
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1002 Reconciliation to shareholder accounts

1996
£'000

1995
£'000

400
(50)
350

500
200
300

Capital and reserves as per shareholder accounts

450

320

Difference due to assets retained in the long-term insurance
business fund in excess of the fund for future appropriations(6)

100

20

Net assets as per return
line 99 on Form 13 (OLTB)
line 59 on Form 15

Explanations of the above.
(1)
(2)
(3)
(4)
(5)
(6)

This is the retained profit as per Form 16.
This is the difference for lines 92 to 95 on Forms 13 between the comparative amounts,
(145) and the present year amounts (100).
This the increase in the provision for adverse changes as shown on Form 15 only.
This is the balancing figure, i.e. the differences not shown at the other lines.
The comparative amounts at lines 61 to 69 of Form 10 are illustrative only. They cannot be
derived from the other data given in this example.
This is taken from the Companies Act accounts as follows: value of assets in the long-term
insurance business fund (1400 + 40) less long-term insurance business technical provisions
(490) less long-term insurance business creditors (150) less fund for future appropriations
(700).

____________________________
ANNEX B TO PARAGRAPH 5
Examples of completion of Forms 13, 14, 15 and 17 in respect of
derivative holdings
5.B.1 Introduction to the examples
(1)

The examples introduced below illustrate the inter-relationship between
Forms 13, 14 (or 15) and 17. Some relate to illustrative examples described
in Guidance Note 4.2. The derivatives used in the examples are described in
section 5.B.2.

(2)

The examples can be summarised as follows.
Example 1 - Derivatives used to rebalance portfolio (much as example C in
Guidance Note 4.2 but reversed to illustrate treatment of assets). Initial
margin not accounted for on Form 17.
Example 2 - Treatment of simple derivative (option) which is a liability.
Illustration that, in accordance with instruction 4 to Form 17 (see 5.8(9)),
negative assets or liabilities can arise as a result of margining.
191

21 June 2001

Example 3 - Two equity futures and a currency forward (as example X in
Guidance Note 4.2).
Example 4 - Direct asset, derivative and both inadmissible asset and rule 5.3
items (as example SS in Guidance Note 4.2, amended slightly to allow
inadmissibility offset). Provision for adverse changes also required.
Example 5 - Range of direct assets and derivative with counterparty
inadmissibility. The asset inadmissibility has been ignored to avoid making
the example overly complex.
Example 6 - Sterling to DM interest rate swap. Illustrates provision for
adverse changes on uncovered swap.
5.B.2 Derivatives used in the examples
(1)

These are defined here so that the examples can refer to the instruments
involved in a more abbreviated form. The example defines whether the
derivative is bought or sold.
Futures

(2)

A traded long gilt futures contracts from 7/12/94 for settlement March 1995
at a price then of 101 15/32. This was valued at 31/12/94 at 100 23/32 (after
100 15/32 on 30/12/94) giving a liability per bought contract of £50,000
times 24/32ths or £375.
The initial margin was £1000 per contract and variation margin of £500 per
contract had been paid to date.

(3)

A currency forward for US dollars for settlement in March 1995. This was
valued at 31/12/94 at a 3 month rate of exchange of 0.6393 when the cash
market was 0.6391, taken (for simplicity of illustration) as a liability of
£(0.6393-0.6391) per $1,000,000 purchase or £200
Options

(4)

A traded BP call option at 420p from 7/12/94 for expiry by April 1995.
This was valued at 25p at 31/12/94 (after 26p at 30/12/94) and thus 25p x
1000 or £250 per contract. Initial margin as writer £1000 and variation
margin of £50 paid to date.

(5)

A traded BP put option at 420p from 7/12/94 for expiry by April 1995.
This was valued at 14p at 31/12/94 ( after 13p at 30/12/94) and thus 14p x
1000 or £140 per contract. Initial margin as writer £1000 and no variation
margin to date.

(6)

A traded FTSE 100 call option at 3100 from 7/12/94 for expiry by June
1995. This was valued at 143 at 31/12/94 (after 145 at 30/12/94) and thus
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143 x £10 or £1430 per contract. Initial margin as writer £1000 and variation
margin to date of £1450.
Contracts for differences
(7)

A traded FTSE 100 future from 7/12/94 for settlement March 1995 at a price
then of 3036. This was valued at 31/12/94 at 3092 (cash market 3065.5)
after 3077 on 30/12/94 and thus (3092-3036) x £25 or £1400 per contract.
The initial margin was £2000 per contract and variation margin of £1025 per
contract had been paid to date.

(8)

A traded S&P 500 future from 7/12/94 for settlement March 1995 at a price
then of 457.0. This was valued at 31/12/94 at 461.35 (cash market 459.27)
after 464.6 on 30/12/94 and thus (461.35-457.0) x $500 or $2175 per
contract. The maintenance margin was $1500 per contract and had been
topped up by $4000 per contract to date.

(9)

A swap of sterling to DM short interest rates on £30m of sterling, expiring
May 1995. This was valued at a liability of £500,000 at 31/12/94.

5.B.3 Example one: much as example C in Guidance Note 4.2
100 bought Traded FTSE 100 future contracts, total asset £140,000
150 sold Traded Long Gilt future contracts, total asset £56,250
Total margin £97,500 on FTSE 100 future with broker, £200,000 paid to broker as initial margin and
£102,500 received from broker as variation margin.
Total margin £75,000 on Long Gilt with broker, £150,000 paid to broker as initial margin and
£75,000 received from broker as variation margin.
Initial margin taken to line 56 of Form 13, receipt of variation margin assumed on deposit, thus line
54 of Form
13.
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FORM 14 (part)
Long-term insurance
business liabilities
and margins

FORM 17
As at the end
the financial
year

As at the end of
the financial year

Derivative Contracts

Assets
Other Creditors
Provision for
adverse changes

38
41

TOTAL

59

FORM 13 (part)
As at the
end of the
financial
year

Admissible
Assets

Equity shares
Rights under
Derivative
Contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
Investments Other

41
44

19

54

177

TOTAL

99

55
56

350

546

Fixed
Interest
Futures
Equity
Contracts
Shares
Land
Options
Currencies
Other
Fixed
Interest
Equity
Shares
Land
Currencies
Other
Fixed
Interest
Contracts
Equity
for
Shares
differences Land
Currencies
Other
Adjustment for margins

11

TOTAL (11 to 42)

Liabilities

56

12
13
14
15
21
22
23
24
25
31
32

140

33
34
35
41

(177)

51

19

5.B.4 Example two
100 sold Traded FTSE 100 call options contracts of liability £143,000
Total margin £245,000 on FTSE 100 option with broker, £100,000 paid to broker as initial and
£145,000 paid to broker as variation margin.
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FORM 14 (part)
Long-term insurance
business liabilities
and margins

As at the
end of the
financial year

FORM 17
Derivative
Contracts

As at the end of
the financial year
Assets

Other Creditors
Provision for
Adverse changes

38
41

(2)

TOTAL

59

(2)

FORM 13 (part)
As at the
end of the
financial
year

Admissible
Assets

Equity shares
Rights under
Derivative
Contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
Investments Other

41
44

TOTAL

99

54
55
56

100

100

Fixed
interest
Futures
Equity
Contracts
shares
Land
Currencies
Other
Fixed
interest
Options
Equity
shares
Land
Currencies
Other
Fixed
interest
Contracts
Equity
For
shares
Differences Land
Currencies
Other
Adjustment for margins
TOTAL (11 to 42)

11
12
13
14
15
21
22

143

23
24
25
31
32
33
34
35
41

(145)

51

(2)

5.B.5 Example three - as example X in Guidance Note 4.2
100 sold Traded FTSE 100 future contracts of total liability £140,000
Bought Currency Forward for US Dollar for £7,750,000 of total liability £2425
60 bought Traded S&P 500 future contracts valued at $130,500 or £83,403
All contracts due to complete in 3 months time
Total margin £302,500 on FTSE 100 future with broker, £200,000 paid to broker as initial,
and £102,500 paid to broker as variation margin.
No margin on currency forward.
Total margin $90,000 on S&P 500 future with broker, $90,000 paid to broker as initial only.
Value at 31/12/94 £57,519.
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FORM 14 (part)
Long-term insurance
business liabilities
and margins

As at the
end of the
financial
year

FORM 17
Derivative
Contracts

As at the end of the
financial year

Assets
Other Creditors
Provision for
Adverse changes

38
41

40

TOTAL

59

40

Futures
Contracts

FORM 13 (part)
As at the
end of the
financial
year

Admissible
Assets

Equity shares
Rights under
Derivative
Contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
Investments - other

TOTAL

41
44

Options

83

54
Contracts
For
Differences

55
76

99

258 (i.e.200
plus 58)

341
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Fixed
interest
Equity
shares
Land
Currencies
Other
Fixed
interest
Equity
shares
Land
Currencies
Other
Fixed
interest
Equity
shares
Land
Currencies

Liabilities

11
12
13
14
15
21

2

22
23
24
25
31
32

83

140

33
34

Other
Adjustment for margins

35
41

TOTAL (11 to 42)

51

(102)
83
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40

5.B.6 Example four - much as example SS in Guidance Note 4.2
400,000 holding of BP shares at 425.5p per share, total asset £1,702,000.
3000 written traded BP put option at 420p, valued at £420,000 liability.
Total margin £3,000,000 on traded option, all initial.
General insurance business Amount (GBA) £400m. 2.5% of GBA equals £10m and total exposure is
to 3.4m shares worth £14,467,000. Inadmissible asset is thus £4,467,000, with first offset to direct
equity holding and balance to line 87 of Form 13.
Rule 5.3 liability taken as say 50% fall in price i.e. (4.255x50%-4.20) x 1000 x 3000 thus
£6,217,500, less any rule 5.2 liability (i.e. £420,000), less any relief from inadmissibility that such a
fall would cause (£3,616,000 - see below) therefore £2,181,500 provision.
The inadmissibility offset and provision for adverse changes are calculated as follows

£000s

Year end 50% fall

Margin deposit
Direct shares
Put option
Inadmissibility deduction

3000
1702
(420)
(4467)

3000
851
(6218)
-

Total

(185)

(2367)
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FORM 15 (part)
Liabilities (other than
long-term insurance
business)

As at the
end of the
financial
year

FORM 17
Derivative
Contracts

As at the end of the
financial year

Assets
Other Creditors
Provision for
adverse changes

49
61

420
2182

TOTAL

69

2602

Futures
Contracts

FORM 13 (part)
As at the
end of the
Financial
Year

Admissible
assets

Equity shares

41

Rights under
derivative
contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
investments - other
Deduction for
inadmissible assets

44

TOTAL

Options

0 (i.e. 1702
less 1702)

Fixed
interest
Equity
shares
Land
Currencies
Other
Fixed
interest
Equity
shares
Land

56

3000

87

(2765)

Currencies
Other
Fixed
interest
Contracts
Equity
For
shares
Differences Land
Currencies
Other
Adjustment for margins

99

235

TOTAL (11 to 42)

54
55

Liabilities

11
12
13
14
15
21
22

420

23
24
25
31

51

32
33
34
35
41

420

5.B.7 Example five
£450,000 debt due from XYZ stockbrokers.
£1,200,000 deposit with XYZ Bank (an approved credit institution) on a 15 month fixed term.
£250,000 worth of shares in XYZ Holdings.
2000 BP traded call options at 420p with XYZ Market makers (an approved counterparty) worth
£500,000 but offset by £100,000 received from broker as variation margin and put on deposit with a
non XYZ bank.
General insurance business amount is £20,000,000.
Total inadmissible by counterparty limits is £300,000. (None of above exposures are via short-term
deposits, therefore 10% counterparty exposure limit applies.) Inadmissibility of exposure to BP
shares (via call options) ignored for simplicity.
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FORM 15 (part)
Liabilities (other than
long-term insurance
business)

As at the
end of the
financial
year

FORM 17
Derivative
Contracts

As at the end
of the
financial year
Assets

Other Creditors
Provision for
adverse changes

49
61

TOTAL

69

Equity shares
Rights under
derivative
contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
investments - other
Deduction for
counterparty
exposure

41
44

250
400

54

100

55

1200

56

450

87

(300)

Fixed
interest
Futures
Equity
Contracts
shares
Land
Currencies
Other
Fixed
interest
Options
Equity
shares
Land
Currencies
Other
Fixed
interest
Contracts
Equity
For
shares
Differences Land
Currencies
Other
Adjustment for margins

TOTAL

99

2100

TOTAL (11 to 42)

FORM 13 (part)
As at the
end of the
Financial
Year

Admissible
assets

11
12
13
14
15
21
22

500

23
24
25
31
32
33
34
35
41

(100)

51

400

5.B.8 Example six
£30m swap of sterling to DM short interest rates, total liability £500,000.
Provision for rule 5.3 taken as if interest rate margin between sterling and DM widens by
2%, as contract uncovered. Provision £250,000.
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Liabilities

FORM 14 (part)
Long-term insurance
business liabilities
and margins

As at the
end of the
financial
year

FORM 17
Derivative
Contracts

As at the end of
the financial year

Assets
Other Creditors
Provision for
adverse changes

38
41

500
250

TOTAL

59

750

FORM 13 (part)
As at the
end of the
financial
year

Admissible
assets

6.

Equity shares
Rights under
derivative
contracts
Deposits less
than 1 month
Deposits more
than 1 month
Other financial
investments other

41
44

TOTAL

99

54
55
56

Fixed
interest
Futures
Equity
Contracts
shares
Land
Currencies
Other
Fixed
interest
Options
Equity
shares
Land
Currencies
Other
Fixed
interest
Contracts
Equity
For
shares
Differences Land
Currencies
Other
Adjustment for margins
TOTAL (11 to 42)

11
12
13
14
15
21
22
23
24
25
31
32
33
34
35
41
51

500

500

THE RULE 9.29 STATEMENT: DERIVATIVES
Scope of the statement

6.1

(1)

(2)

Every insurer is required to make a rule 9.29 statement, whether or not it
used derivatives in the year in question. For this purpose, derivatives is
defined by the rule to include not only contracts which have the legal form of
a derivative contract but also the quasi-derivatives defined in rule 4.13 of the
Valuation of Assets Rules. The latter category includes a number of
instruments which are in common use and which have certain characteristics
of a derivative, such as partly-paid shares and convertible bonds. It is likely,
therefore, that many insurers will have something of substance to say in their
statement, even though they would not normally consider themselves to be
users of derivatives.
For those insurers whose policy and practice is to use neither derivatives nor
quasi-derivatives, a short statement to this effect is all that is necessary.
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Liabilities

Contents of the statement
6.2

(1)

Rule 9.29 calls for a brief description of certain details of the use of
derivatives. There is no subtlety about the use of the term brief description.
What is needed is a description which is just long enough to give the reader a
reasonable flavour of the use of derivatives, including certain key points
concerning use of derivatives to effect significant switches in the balance of
portfolio, or use of unusual or exotic derivatives. The detailed requirements
of the statement are set out in (2) to (4), referenced by the sub-paragraphs of
rule 9.29(1).

(2)

(a) any investment guidelines ... for the use of derivative contracts
The insurerÕs policy needs to be explained, even if that policy is not to use
derivatives. (In this context it is worth remembering that forward currency
derivatives are not derivatives for the purposes of the rules if they satisfy the
requirements of rule 4.1(9). A statement that derivatives are only used to
match policy liabilities is, however, too brief and a fuller description of the
criteria used must be given.

(3)

(b) ... guidelines ... for the use of contracts ... not ... reasonably likely to be
exercised
The insurer must state whether such contracts are allowable under its
guidelines. Thus the restriction of the use of derivatives to those bought and
sold to deal at prices close to the market price of the underlying asset at
outset would allow a negative reply to this question. Conversely, if the
guidelines allow the practice, for example, of selling options out of the
money, or purchasing barrier options, neither of which were expected to be
called, this would need detailing together with its purpose. Where such
contracts have been entered into in the year, or subsisted over the year, then a
brief description is required under (3) of the size (in economic exposure) of
the contracts and the approximate market movement that would trigger them.

(4)

(d) ... amounts recorded in Form 13
Insurers may find a LIFFE style report the most suitable to present the
changes to Form 13, i.e. a presentation of the current Form 13 by broad
asset class amended by the impact of futures on economic exposure. The
prudence required in the context of options is not the same as that when
considering the inadmissibility limits of rule 4.14 where the maximum
exposure to an asset is in question. Options that are currently expected to be
exercised should be assumed to be exercised. This would normally follow
the value of the option at the accounting date: if of high value then exercise
is likely but if close to valueless then exercise is unlikely. Further
information is required under (6) only if the impact of derivatives in
amending economic exposure has been materially different at other times of
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the year, not merely if the overall economic exposure of the insurer has been
different.
(5)

(e) ... to the maximum extent
Under (4) the expected changes to exposure should be stated. Under (5)
same information as (4) is required but assuming that derivatives are
exercised against the insurer, so as to create the largest changes in the
economic exposures of the insurer in its major asset classes. While
derivative positions that net out, or can be used to net out exposures, will not
contribute to this presentation, any other optional derivative positions should
be assumed to be exercised so as to create the most extreme exposures
potentially possible.

(6)

(f) how different .... other time of the financial year ... maximum extent
This requires the analysis of (4) and (5) to be tested for other points of the
year. Where a more significant position occurred other than at the financial
year end the position then needs to be described. As noted above for the test
under (4) the insurer must look for times when the use of derivatives to
amend economic exposure has been significantly different at other times of
the year, not when the direct exposure of the insurer has been different. For
the test under (5) the purpose is to gauge whether during the year the
insurerÕs use of more exotic or obscure derivatives has been greater than at
the financial year end. The description may thus need to refer to several
different times during the year where there was significant activity that was
different in nature.

(7)

(g) maximum loss:
The requirement for the maximum exposure to a counterparty failure at the
year end requires this to be tested as well in the event of other foreseeable
market conditions. This means a test of individual counterparty exposure
(not just the counterparty giving the maximum exposure at the accounting
date) under typical market movements and the current margining
arrangements. If this gives a higher figure (perhaps due to infrequent
margining) then this higher figure should be stated.

(8)

(h) ... does not fall within rule 4.12(2) .. or ... paragraph 15:
Structured products that fail the test in rule 4.13(4), and are thus valued
purely as unconditional debt under the terms of rule 4.13(5), should be
described under this section. (To save correspondence, the value assigned to
such assets in the relevant Form 13 should be stated). Other derivatives that
are not permitted (or admissible) derivatives held in the internal property
linked funds, the rest of the long-term insurance business fund, or the other
than long-term insurance business fund must also be described here.
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(9)

(i) ... fixed consideration:
A note is required of what fixed sums have been earned by the insurer (for
example, premiums received by the insurer for selling options), and a
summary of the contracts involved over the period of the returns (not merely
those in force at the year end).

7.
7.1

THE RULE 9.30 STATEMENT: SHAREHOLDER CONTROLLERS
(1)
(2)

8.

The rule 9.30 statement is required from every insurer with its Head Office
in the UK other than a pure reinsurer or a non-directive insurer.
Rule 9.30 imposes substantially the same requirements as SUP 16.4 and if a
statement under rule 9.30 is filed as part of an insurerÕs return, a separate
statement need not be filed under SUP 16.4.
ACCIDENT YEAR AND UNDERWRITING YEAR ACCOUNTING
The basic rule

8.1

(1)

The basic rule is that an insurer may choose whether to account for its
business on an accident year basis or an underwriting year basis. This choice
may be made separately for each accounting class and, indeed, separately for
any clearly definable part of an accounting class.

(2)

Where risks are accounted for on an accident year or underwriting year basis
the run-off of those risks should continue to be accounted for on the same
basis. The insurer remains free, however, to account for the renewals of
such business on either basis.

(3)

Run off of risks should be reported on the underwriting year basis. The run
off of risks previously reported on the annual accounting Forms (21 to 23)
should now be reported on the accident year basis.

(4)

In section 8.3 below it is explained that under the rules there is no direct link
between the basis of reporting (i.e. underwriting year or accident year) and
the method of profit recognition (i.e. annual or non-annual). As is explained
more fully below an insurer may change its basis of profit recognition, even
for risks previously reported, from non-annual to annual. However even
where it makes such a change it must continue to report the run-off of such
risks on an underwriting year basis.
Accounting for premiums, claims and expenses
The accounting rules

8.2

(1)

The amounts shown in the return for:
(a)

Ôgross premiums writtenÕ, Ôreinsurers' shareÕ, Ôearned premiumsÕ etc.;
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(b)

Ôclaims outstandingÕ, Ôclaims incurredÕ, Ôgross amountÕ, Ôreinsurers'
shareÕ etc;

(c)

Ôprovision for unearned premiumsÕ, Ôprovision for unexpired risksÕ,
Ôdeferred acquisition costsÕ; and

(d)

Ônet operating expensesÕ, Ôacquisition costsÕ, Ôadministrative
expensesÕ and Ôreinsurance commissions and profit participationsÕ

should be determined:
(e)

using the same rules as apply for the preparation of Companies Act
accounts (see rule 3(2)(b) which aligns definitions with those in
shareholder accounts rules, i.e. Schedule 9A of the Companies Act);
and

(f)

in accordance with generally accepted accounting practice (see, for
example, paragraph 26(1) of Appendix 9.2).

(2)

In particular contracts of financial (re)insurance whether inward or outward
should be classified for inclusion in the forms in accordance with Financial
Reporting Standard 5 ÔReporting the Substance of TransactionsÕ and the
statement ÔFRAG 35/94: The Application of FRS 5 to Non-Life Insurance
TransactionsÕ. Thus where the consideration receivable and payable for
transactions which have the legal form of contracts of insurance or
reinsurance would not be accounted for as premiums and claims in the
preparation of Companies Act accounts they should not be included as
premiums and claims in Forms 20 to 39. Instead they should be accounted
for in the return using the same principles as are applied in the preparation of
Companies Act accounts. (But see 5.3(7) and 5.3(11) for the different
treatment in Forms 11 and 12).

(3)

An exception to (1) (i.e. the alignment of definitions with those in Schedule
9A to the Companies Act) is that claims amounts shown in the forms should
exclude:
(a)

claims management costs, and

(b)

adjustments for discounting.

Some forms exclude these items altogether and other forms provide for their
separate disclosure. See paragraph 15 to Appendix 9.2 and the instructions
to the forms themselves.
(4)

Another exception is that the rules for Companies Act accounts analyse net
operating expenses into (i) acquisition costs; (ii) administrative expenses;
and (iii) reinsurers commissions and profit participations, whereas the forms
sub-analyse the first item into commissions and Ôother acquisition expensesÕ.
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(5)

Claims management costs are basically those overhead costs of the claims
department (or of the out-sourced provider of the claims management
function) which are required to be included in the amount for incurred claims
shown in the Companies Act accounts.

(6)

In Forms 20-39, (as in the technical account in the Companies Act accounts)
claims incurred include any reduction for salvage and subrogation
recoveries. (cf. the different treatment in the balance sheet - see 5.6(9)).

(7)

Paragraphs 9 to 14 of Appendix 9.2 lay down rules as to how premiums and
claims are to be allocated to accident years and underwriting years. These
paragraphs are explained in (8) to (11) and (12) to (13).
Accident year accounting

(8)

For accident year accounting, premium is allocated to accident years on the
basis of when it is earned and claims are allocated on the basis of when the
incident which gives rise to the claim occurred. Special rules apply for (i)
claims-made policies; and (ii) the reinsurance (or transfer under Part VIII of
the Act or equivalent transfer under the laws of another EEA State) of
policies covering incidents which had already occurred at the time of the
reinsurance (or transfer). These are explained below.

(9)

An incident giving rise to a loss under a claims-made policy is deemed to
occur on the earlier of date of notification or the last date of the period for
which cover is provided. The latter of the two alternative dates would
usually only be relevant if the claims-made policy is not renewed and if upon
non-renewal the policy allows a sunset period, (i.e. a period during which
claims relating to events which took place prior to the end of the cover
period may still be notified).

(10)

Where an insurer reinsures, (or receives by way of transfer under Part VII of
the Act or equivalent EEA transfer), policies covering incidents which had
already occurred prior to the date of the contract of reinsurance (or of the
transfer), all such incidents are deemed to occur at that date.

(11)

Net operating expenses should be allocated to accident years so as to match
the premium earned and claims incurred to which they relate. Usually this
will result in the bulk of administrative expenses being allocated to the
youngest accident year. Note that administrative expenses do not include the
overhead expenses of running the claims department. These are included in
claims management costs.
Underwriting year accounting

(12)

For underwriting year accounting premiums, and claims are allocated to
underwriting years on the basis of when policies incept. For these purposes:
205

21 June 2001

(13)

(a)

a policy providing continuous cover is deemed to incept on each
anniversary of the policy; and

(b)

policies received by way of a transfer under Part VII of the Act (or
equivalent transfer under the laws of another EEA State) are deemed
to incept on the date of the transfer.

Net operating expenses should be allocated to underwriting years so as to
match the premium earned and claims incurred to which they relate. Usually
this will result in the administrative expenses being allocated to the youngest
underwriting year except to the extent that it represents the adjustment for
under- or over-provisions of such expenses in the prior years. Note that
administrative expenses do not include the overhead expenses of running the
claims department. These are included in claims management costs.
The annual and non-annual methods

8.3

(1)

The annual and non-annual methods refer to the way in which profit is
recognised. Under the annual method the profit (and losses) on business
written during the financial year is recognised at the end of that financial
year by setting up provisions for outstanding claims, unearned premiums and
unexpired risk provisions and by deferring an appropriate portion of
acquisition costs.

(2)

Under the non-annual method (sometimes referred to as fund accounting) the
recognition of profits (but not losses) is deferred for one, two or three years
after the end of the financial year in which business incepts. During the
period of the deferral the technical provision for such business is the excess
of premiums written over claims and expenses (increased where necessary to
the extent of any losses expected to arise on such business). At the end of
the deferral period this technical provision is replaced by a technical
provision determined under the same rules as apply for the annual method,
(i.e. a technical provision which consists of provisions for outstanding
claims, unearned premiums and unexpired risk provisions), and by the
deferral of an appropriate portion of acquisition costs. The choice of the
deferral period should usually be consistent from year to year, but may differ
from one type of business to another.

(3)

The detailed rules for the non-annual method are to be found in paragraphs
51 and 52 of Schedule 9A of the Companies Act. Note: Schedule 9A
Companies Act as such strictly only applies to the preparation of Companies
Act accounts. However rule 5.4 requires that the insurance accounts rules on
the valuation of general insurance business liabilities should be followed for
FSA solvency purposes. Also of relevance is the ABI SORP in so far as it is
a statement of generally accepted accounting concepts, bases and policies, or
other generally accepted methods appropriate for insurers. See rule 5.2,
which requires such generally accepted concepts etc. to be followed for FSA
solvency purposes.
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The relationship between the reporting basis and method of profit
recognition
8.4

(1)

An insurer which wishes to apply the annual method may report that
business on either the accident year forms or the underwriting year forms.
However if it wishes to apply the non-annual method it must report such
business on the underwriting year forms. This relationship is summarised by
the table which follows below.

Reporting basis

Profit recognition method

Underwriting year basis

Annual method, or
Non-annual method

Accident year basis

Annual method

The non-annual method - ÔclosedÕ and ÔopenÕ years
8.5

(1)

Business to which the non-annual method of profit recognition is applied is
classified into open and closed underwriting years.

(2)

As already described in 8.3, under the non-annual basis a technical provision
is originally set up as the excess of premiums written over claims paid and
expenses (increased where necessary to the extent of any losses expected to
arise on such business). At the end of the deferral period this technical
provision is replaced by one determined on the same basis as applies under
the annual method. An underwriting year is termed closed with respect to
any business if the replacement of the technical provision has been made in
respect of that business, otherwise it is termed open.

(3)

Significantly less disclosure is required on the underwriting year forms for
open years than for closed years. See, for example, instruction 2 to Form
25. Business reported on the underwriting year forms, but to which the
annual method has been applied, are subject to the same level of disclosure
on those forms as applies for closed years business.

(4)

The technical provision for an open year for an accounting class is the fund
represented by:
+ premiums written (net)
- claims paid (net)
- expenses incurred
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(5)

Any excess, over the fund, of present and future liabilities from business
incepting in that year falling in that accounting class is termed a deficit. Any
excess of the fund, over the present and future liabilities from business
incepting in that year falling in that accounting class is termed a surplus.

(6)

A deficit on any open year for any accounting class must be dealt with by
either:

(7)

(a)

offsetting the deficit against surpluses arising on business falling in
other accounting classes which is managed together with the business
giving rise to the deficit; and/or

(b)

increasing the technical provision.

Business may only be regarded as managed together if it:
(a)

is accounted for on an underwriting year basis;

(b)

incepts in the same accounting year; and

(c)

may be regarded as managed together under generally accepted
accounting practice.

This definition of managed together is given in paragraph 25 of Appendix
9.2.
Conversion from the non-annual to the annual method
8.6

(1)

(2)

An insurer which has previously reported business on a non-annual basis (on
accounting year forms) which wishes to convert to an annual basis may do so
in one of two ways. It may either:
(a)

continue to report that business (including new business and
renewals) on the underwriting year forms, but close all underwriting
years including the youngest year; or

(b)

report new business and renewals on the accident year forms, but
continue to report old business (i.e. risks incepting prior to the current
year) on the underwriting year forms and close all underwriting years
on those forms.

An insurer may not transfer business previously reported on underwriting
year forms (as opposed to renewals of such business) to the accident year
forms. The basic rule is that when any risks are reported on either
underwriting year or accident year forms the run-off of those risks must
continue to be reported on the same forms.
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Supplementary note disclosure
8.7

(1)

Paragraph 24 of Appendix 9.2 requires that the following be stated by way
of supplementary note, [Code 2402], to F o r m 24 in respect of each
accounting class which (in whole or in part) is reported on the underwriting
year forms:
(a)

the reason for accounting for such business on an underwriting year
basis;

(b)

the basis for distinguishing such business and any other business
falling within the same accounting class accounted for on an accident
year basis; and

(c)

the accounting policy adopted for determining the provision for
claims outstanding (i.e. the annual method or the non-annual
method).

(2)

The above information need only be given in respect of risks incepted during
the financial year. However if the information differs from that which
applies for risks of a similar description incepting in the previous financial
year the difference should be described and the reason for it given.

(3)

If the non-annual method is disclosed as the accounting policy adopted the
following should also be stated in the supplementary note [Code 2402]:
(a)

the reason for using the non-annual method;

(b)

the basis for distinguishing between such business and other business
in the same accounting class reported on the underwriting year
forms; and

(c)

the normal period for which an underwriting year is left open, or if
that period differs for different types of business within an
accounting class:

(d)

(i)

the basis of distinguishing between different types of
business; and

(ii)

the normal period for each type; and

where an underwriting year is left open for longer than the normal
period the reason for not closing the year.
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9.

ACCOUNTING CLASSES, BUSINESS CATEGORIES AND RISK
GROUPS
An overview of the forms

9.1

(1)

Reporting of general insurance business in the return forms takes place
separately for business accounted for on an accident year basis and on an
underwriting year basis and for each at three levels of detail:
(a)

a summary level,

(b)

an accounting class level, and

(c)

a sub-accounting class level.

(2)

The sub-accounting class divisions of business are referred to as Ôrisk
groupsÕ for direct insurance business and facultative reinsurance business;
and as Ôbusiness categoriesÕ for treaty business.

(3)

The reporting of business within the return is summarised by the following
diagram:
Form 20 Ð overall
Summary
Form 20 - by
accounting class
Accident year accounting

Underwriting year accounting

Forms 21, 22 and
23 Ð accounting
class analysis

Forms 31 to 33 Ð risk
group analysis of
direct and facultative
business

Forms 26 and 27
business category
analysis of treaty
business

Forms 24 and 25accounting class
analysis

Forms 34 and 35 Ð
Risk group analysis
of direct and
facultative business

Forms 28 and 29 Ð
business category
analysis of treaty
business

For simplicity the equalisation reserve Forms (37 to 39), the discounting Form (30) and the
currency rates Form (36) have been omitted.
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Accounting classes
9.2

(1)

As already noted above the division of general insurance business in the
returns takes place in two stages. First business is divided into accounting
classes and then each accounting class is further sub-divided into either risk
groups (in respect of direct insurance and facultative reinsurance) or
business categories (in respect of treaty reinsurance business).

(2)

There are eight direct and facultative accounting classes and three treaty
accounting classes. The following table summarises the definition.

(3)

(4)

Accounting
classes
for
direct
insurance
and
facultative
reinsurance

1
2
3
4
5
6
7
8

accident and health
Motor
Aviation
Marine
Transport
Property
third party liability
Miscellaneous and pecuniary
Loss

Accounting
classes for
treaty reinsurance

9
10
11

non-proportional treaty
proportional treaty
marine, aviation and transport
(MAT) treaty

The accounting classes (other than the special case of accounting class 11
which is explained in (6) correspond closely to those used in the rules. The
only differences are that:
(a)

death or injury to passengers may now be included in either
accounting class 1 or split across accounting classes 2, 3 and 4 (see
(4)); and

(b)

inwards proportional retrocessions of non-proportional treaty
reinsurance should be included in accounting class 9.

There is some flexibility to include the following items in a different
accounting class from that which would be required by the above table:
(a)

hovercraft business;

(b)

liability for loss of, or damage to, goods in transit;
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(c)

death or injury to passengers.

(5)

Refer to paragraph 6 of Appendix 9.2 for the detailed rules. A
supplementary note to Form 20 is required is if this option is used. It should
state the nature of the business included in a different accounting class and
the reason for such inclusion. The nature of business included in a different
accounting class should be consistent from year to year.

(6)

Accounting class 11 calls for special comment. The basic rule is that all
treaty business should be included as either proportional (in accounting class
10) or non-proportional (in accounting class 9). No business is thus included
in accounting class 11. However because not all insurers were required
under the 1983 Regulations to split MAT business between proportional and
non-proportional, the FSA recognises that not all necessarily have the
accounting records to enable them to do so now as required by the basic rule.
In consequence the rules allow an alternative to the basic rule. An insurer
may choose to include (some or all) of its MAT treaty business in accounting
class 11, but if it does so it must state in a supplementary note the nature of
the business so included and the reason for the inclusion. The nature of
business included in accounting class 11 should (subject to comments in 9.3)
be consistent from year to year. An insurer should apply the basic rule
wherever its accounting records contain the necessary information to allow it
to do so. Where records only enable the basic rule to be used with effect
from a particular underwriting or accident year, it should be applied with
effect from that year rather than reporting all business in class 11.
Business categories

9.3

(1)

Rule 9.16 requires an insurer to allocate the business within each treaty
accounting class (i.e. 9, 10 and 11) into business categories. The following
table gives the eight standard business categories.
Standard business categories
(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)

accident and health
Motor
Aviation
Marine
Transport
Property
third party liability
Miscellaneous and pecuniary loss

Category (e) may be omitted and transport treaty business allocated instead
to categories (c) and (d), in which case these categories are renamed
respectively aviation and transport and marine and transport.
(2)

An insurer may adopt the standard business categories or its own bespoke
categories. However if it adopts its own bespoke categories these must be
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subdivisions of the standard categories. Each bespoke category must be
given a name which identifies the general nature of the business included
within it and distinguishes it from any other categories used (whether
bespoke or standard).
(3)

It should be noted that it is not possible for accounting class 11, if used, to
include any business other than that which falls within business categories
(c), (d) and (e).

(4)

Special rules apply for treaty reinsurances accepted which fall within more
than one business category. Amounts (i.e. premiums, claims etc.) in respect
of such a treaty should be either:
(a)

apportioned between business categories; or

(b)

allocated to the business category within which the greater part of the
business to which the treaty relates falls; and

an explanation must be given (in a supplementary note to Forms 26 to 29):
(c)

in case (a) of the method used in any such apportionment; and

(d)

in case (b) of the (nature) of the business allocated other than to the
business categories to which it strictly relates.

(5)

Once the apportionment or allocation in (4) has been made for a particular
reinsurance treaty, amounts reported in future returns in respect of that treaty
should be apportioned or allocated in the same manner, unless an explanation
for a different treatment is given (in a supplementary note to Forms 26 to
29).

(6)

Where a later treaty reinsurance is accepted which relates to risks which are
of a similar description to those to which the earlier treaty related, the method
of apportionment or allocation for the latter treaty should be the same as for
the earlier treaty unless an explanation for a different treatment is given (in a
supplementary note to Forms 26 to 29).
Risk groups
Overview

9.4

(1)

Rule 9.18 requires an insurer to classify its direct and facultative business
into risk groups. This must be done separately for each country in which
business is carried on with respect to each accounting class (i.e. classes 1 to
8). The classification of business into risk groups thus takes place in three
stages as follows:
(a)

first business is classified by country;
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(b)

then the business for each country is classified in the accounting
classes; and

(c)

finally each accounting class within each country is classified into
risk groups.

Each of these stages is subject to de minimis limits under (9).
(2)

The classification of business into risk groups takes place every year with
respect to business on-risk/incepted in that financial year, and once
classified the risk groups remain fixed for that financial year for reporting in
all subsequent the returns. Risk groups classified under the rules for financial
years ended before 23 December 1996 should continue to be used for
reporting business in those financial years.

(3)

Business classified into risk groups is reported (by country by accounting
class by risk group) on Forms 31 & 32 and Form 34 (respectively for
accident year and underwriting year accounting).
Classification by country
Carrying on insurance business

(4)

Business is classified by country according to where it is carried on.
Insurance business is defined as the `effecting or carrying out of contracts of
insurance etc.`. The country where business is carried on thus depends upon
where this activity takes place and not necessarily upon the location of the
risks covered by the insurance, (but see the comments below on home and
home foreign business). An insurer therefore usually only carries on
business in a country if it has a branch, agency or other establishment located
in that country.

(5)

For the purposes of classifying risk groups ÔhomeÕ and Ôhome foreignÕ are
treated as two separate countries. An example of where the risk commences
in the U.K. but primarily relates to outside the U.K. is an overseas
construction risk, where the contractor is a UK firm. Subject to these
exclusions, home foreign business includes business written on a services
basis (under the EEA single passport) into other EEA State.
The country-level de minimis limit

(6)

If gross premiums written for direct and facultative business carried on in a
country is less than 1% of the worldwide gross premiums written for all
business (i.e. direct and facultative and treaty) risk groups need not be
classified for that business.

(7)

The aggregate for all countries of such small country business is reported on
Forms 33 and 35 (respectively for accident year and underwriting year
accounting).
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Classification by accounting class within each country
(8)

The accounting classes have already been described in 9.2. However it
should be noted that only the accounting classes 1 to 8 are relevant.
Accounting classes 9 to 11 relate exclusively to treaty business.
The accounting class within a country de minimis limit

(9)

If the gross premium written for any accounting class within any country is
less than:
(a)

5% of the worldwide gross premiums written for all business (i.e.
direct and facultative and treaty); or

(b)

£500,000

the insurer may ignore the detailed rules under (10) to (17) for the
classification of the business in that accounting class within that country into
risk groups, but may instead classify all of that business as a single risk
group. This single risk group should be given the name ÔtotalÕ.
Classification into risk groups by accounting class within each country
(10)

These rules consist of two parts: a basic rule and a list of supplementary
requirements. The supplementary requirements (but not the basic rule) are
subject to a de minimis limit.
The basic rule

(11)

The basic rule is that each risk group should comprise risks which in the
opinion of the directors, are not significantly dissimilar, either:
(a)

by reference to the nature of the objects exposed to such risks; or

(b)

by reference to the nature of the cover given against such risks.

(12)

As an example of (11)(a), the FSA would normally not expect Marine Hull
risks and Marine Liability risks to be considered objects so similar in nature
as to be reported in the same risk group. As an example of (11)(b), the FSA
would normally not expect ground-up direct property risks and high-layer
facultative risks to be considered covers so similar in nature as to be reported
in the same risk group.

(13)

However, the FSA recognises that directors would have regard to the size
and relative size of business involved when considering any division into risk
groups. In the examples in (12), if the total Marine Liability element is very
small (either in absolute terms or relative to the class) or the total of the
higher-layer facultative risks is very small, the FSA would not expect a
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separate risk group. Similarly, a miscellaneous risk group could be
acceptable but only if it is small by comparison with the rest of the class.
(14)

As further instances, the FSA would not normally expect to see significant
amounts of: commercial and personal lines business appearing in the same
property risk group; professional indemnity / D&O and public / products
business appearing in the same liability risk group; domestic mortgage
indemnity and other guarantee business appearing in the same pecuniary loss
risk group. Overall, the FSA looks to directors to provide a sufficient but
sensible breakdown which allows the ordinary reader to understand the
nature of, and the analyst to review the details of, the insurerÕs business.
The supplementary requirements:

(15)

The supplementary requirements are as follows.
(a)

risks may not be included in the same risk group where, having
regard to the patterns of risk, claims incurrence and settlement
patterns, it is necessary to group them separately for the purposes of
applying statistical methods in calculating the provision for claims
outstanding in accordance with generally accepted accounting
practice. In effect this means that where two or more types of risk are
sufficiently dissimilar to require the data for each type to be
separately identified for the purposes of calculating the provision for
claims outstanding, each type should be classified in a separate risk
group;

(b)

claims-made policies may not be included in the same risk group as
non claims-made policies. A claims-made policy is defined basically
as a liability insurance policy which requires a loss incident to be
notified either during the policy period or up to three years thereafter;

(c)

policies for (i) credit and suretyship; (ii) legal expenses; (iii)
assistance; and (iv) miscellaneous should not be included in the same
risk group. These four categories make up accounting class 8;

(d)

private motor car risks should not be included in the same risk group
as other motor risks;

(e)

comprehensive private motor car risks should not be included in the
same risk group as non-comprehensive private motor car risks; and

(f)

policies transferred to the company (under Part VII of the Act, or
equivalent legislation of another EEA State) should not be included in
the same risk group as other policies.

The de minimis limit for the supplementary requirements
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(16)

(17)

10.

Two or more sets of risks/policies which would be required by any of the
supplementary requirements in (15) to be classified as separate risk groups
may be combined provided that either:
(a)

the gross premium written for all business (i.e. direct, facultative and
treaty) from the resulting risk group is less than 2.5% of total
worldwide gross premiums written or than £500,000; or

(b)

the gross premium written for all business (i.e. direct, facultative and
treaty) from each of the sets being combined (other than the largest) is
less than 0.5% of total worldwide gross premiums written or than
£100,000.

It should be noted that the above de minimis limit only applies to exempt
insurers from compliance with the supplementary requirements in (15) and
not the basic rule, in (11) to (14). The de minimis limit cannot, therefore, be
used to create a large miscellaneous risk group - see the comments in (3) to
(5).
FORMS 20 TO 36: THE GENERAL BUSINESS TECHNICAL
ACCOUNT
Form 20
Completion of the form

10.1 (1)

(2)

Form 20 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on) and also in
summary. The entry '99' should be inserted in the accounting class box for
the summary form.
Form 20 presents the ÔGeneral insurance business: technical accountÕ
(excluding equalisation provisions). It consists of four parts:
(a)

a technical account for this accident year (lines 11 to 19);

(b)

a technical account for prior accident years (lines 21 to 29);

(c)

the balance from underwriting year accounting (line 31 to 39); and

(d)

the investment return allocated to the technical account (line 51).

(3)

The two accident year technical accounts only relate to business accounted
for on an accident year basis. Form 24 presents the technical account for
underwriting year business and it is from this that the balance at line 31
derives.

(4)

The items in the two accident year technical accounts derive from Form 21
(earned premiums) and Form 22 (claims, expenses etc.). The only item
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which does not derive from other forms is 'Other technical income or
charges' (lines 16 and 25). If any amount is entered in these lines particulars
must be stated in a supplementary note [Code 2005].
(5)

Line 32 of the form accommodates other technical income and charges
arising from business accounted for on an underwriting year basis. NB. such
other income and charges should not be included on Form 24. As for lines
16 and 25 (see (4)) a supplementary note [Code 2006] is needed.

(6)

The allocated investment income (line 51) is linked to line 20 of Form 16.
The allocation, if any, should be the same as in the Companies Act accounts.
Supplementary notes

(7)

Six notes are specified:
(a)

where a insurer exercises any of the options (described in 9.2(4) to
(5)) to report business in a different accounting class it should state
(i) the nature of the business it has included in that different
accounting class; and (ii) the reason for such inclusion - see
paragraph 7 of Appendix 9.2. [Code 2001]

(b)

for each accounting class an insurer should state separately for
business accounted for on an accident year basis and on an
underwriting basis the split of (i) total gross premium written; and (ii)
reinsurers' share of gross premium written between business
attributable to the UK and to overseas business - see paragraph 16 of
Appendix 9.2. For these purposes direct and facultative business is
UK business if the contract was made in the UK and treaty
reinsurance is UK if the cedant has its head office in the UK or is a
member of the Society; [Code 2002]

(c)

if an insurer has effected no new contracts of insurance of any one or
more classes for which it is authorised during the financial year; it
should state the date on which the last new contract of each such class
was effected - see paragraph 21 of Appendix 9.2. A new contract is
any contract other than one effected in fulfilment of an obligation
under an already existing contract of insurance; [Code 2003]

(d)

as already explained in 8.2(2), both inwards and outward contracts of
(re)insurance should be classified for inclusion in the forms in
accordance with generally accepted accounting practice. Extensive
note disclosure is required where this leads to inwards or outwards
contracts of (re)insurance not being reported as such on the forms
(i.e. because although they fall within the legal definition of a
contract of insurance or reinsurance they do not fall within the
GAAP definition). See paragraph 26 of Appendix 9.2 for details of
the disclosure to be given; [Code 2004]
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(e)

particulars should be stated of any amounts included at lines 16 or 25
('accident year accounting - other technical income or charges') - see
the text on those lines of the form; and [Code 2005]

(f)

particulars should be stated of any amounts included in line 32
('underwriting year accounting - other technical income or charges') see the text of that line of the form. [Code 2006].

Form 21
Completion of the form
10.2

(1)

Form 21 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on). The form
presents an analysis of premiums for business accounted for on an accident
year basis.

(2)

Lines 13 to 15 of the Form 21 should include premiums actually received
prior to the financial year, but relating to risks incepted in the financial year
and exclude premiums received during the financial year, but relating to risks
incepting after the end of the financial year. In Forms 13 and 15 the
accounting treatment adopted for premiums received in respect of risks
incepting in future financial years should be the same as that adopted in the
shareholder accounts or, if there are no shareholder accounts, should be in
accordance with generally accepted accounting practice. If this results in
different amounts for the provision for unearned premium (either gross or the
reinsurersÕ share) being shown in Forms 13 or 15 as compared to Form 21,
the difference should be identified and explained in a supplementary note,
[Code 2103].
Supplementary notes

(3)

Three notes are specified:
(a)

the reason should be stated for any difference in the unearned
premiums brought forward and the corresponding amount carried
forward from the previous year (i.e. if 21.16.1 + 21.16.2 does not
equal 21.19.2 in the previous return or 21.16.3 + 21.16.4 does not
equal 21.19.4 in the previous return) - see paragraph 7 of Appendix
9.1; and [Code 2101]

(b)

the basis upon which the provision for unearned premium is
calculated and the reason for adopting that basis should be stated - see
paragraph 18 of Appendix 9.2. The reason stated should include an
explanation of any change in the basis from previous financial years.
[Code 2102]

(c)

the supplementary note referred to in 10.2(2). [Code 2103]
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Form 22
Completion of the form
10.3

(1)

Form 22 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on). The form
presents an analysis of claims, expenses and technical provisions for business
accounted for on an accident year basis.

(2)

The rules for the allocation of premiums, claims and expenses to accident
years are explained in section nine. Business which is shown as
reconciliation business on Form 23, see 10.4(5), should be also be split
between the prior financial years and this financial year headings in this
form. However where such amounts are not material it is acceptable to
include them in their entirety under Ôprior to this financial yearÕ.

(3)

The amount included for the provision for unexpired risks (at line 19) in the
Form 22 for any accounting class should be determined without taking into
account any surplus expected to arise on the unexpired risks falling within
other accounting classes.

(4)

However, in determining the total provision for unexpired risks (which is
disclosed in Form 15 at line 13 and in Form 13 at line 62), deficits and
surpluses in different accounting classes may be offset (to the extent
permitted by generally accepted accounting practice). Any surplus for an
accounting class thus offset against deficits in other accounting classes
should, to the extent it relates to business accounted for on an accident year
basis, be shown as a negative provision at line 19 on the Form 22 for that
accounting class.

(5)

Lines 41 and 42 show the split of operating expenses between prior financial
years and this financial year. Special care should be taken when completing
column 1 Ð Ôamount brought forward from previous financial yearsÕ. The
entry at column 1 for line 42 should equal the sum of the entries at column 3
in the previous yearsÕ return for lines 41 and 42. The entry at column 1 for
line 41 should ordinarily be nil, i.e. it should be left blank. This is because
the split at lines 41 and 42, column 4, is used (on Form 20) to match
expenses against earned premiums.
Supplementary notes

(6)

Six notes are specified:
(a)

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 Appendix 9.1; [Code 2201]

(b)

the basis for determining the claims management expenses payable
and carried forward should be stated - see paragraph 22(1) of
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Appendix 9.2. The the payable part of the disclosure, amongst other
items, should include an explanation of how overheads are allocated
as between claim management expenses and net operating expenses.
If there are no claims management expenses carried forward but there
are claims outstanding carried forward, the reason for believing these
outstanding claims can be run-off without incurring c l a i m s
management expenses should be stated - see paragraph 22(2) of
Appendix 9.2. If the insurer has, for any accounting class, ceased
during the financial year to effect new contracts, the basis uponÕ
which any additional costs (payable or carried forward) from such
cessation have been determined, or the reason for believing there are
no such additional costs should be stated - see paragraph 22(3) of
Appendix 9.2; [Code 2202]
(c)

where, for any accounting class, investment income has been taken
into account in determining the claims management costs carried
forward, an insurer should state for each such class (i) the rates of
interest used; and (ii) the average interval to the date at which the
carried forward costs are expected to be expended - see paragraph
22(4) of Appendix 9.2; [Code 2203]

(d)

the basis for determining acquisition expenses (other than
commission) payable and carried forward should be stated - see
paragraph 23 of Appendix 9.2. The payable part of the disclosure,
amongst other items, should include an explanation of how overheads
are allocated as between other acquisition expenses, and the other
components of net operating expenses especially administrative
expenses. The FSA expects the carried forward part of the disclosure
should include an explanation of how the appropriate proportion of
acquisition expenses (other than commission) to match the unearned
premium carried forward was determined; [Code 2204]

(e)

where, for any accounting class, the provision for unexpired risks has
been determined after taking investment income into account, an
insurer should state for each such class (i) the provision before taking
investment income into account; (ii) the rates of interest used; and
(iii) the average interval to the date at which claims are expected to be
settled in cash - see paragraph 20 of Appendix 9.2. This note should
be present even if, as a result of taking investment income into
account, the provision for unexpired risks is nil; and [Code 2205]

(f)

where, for any accounting class, the reinsurerÕs share of claims
incurred includes amounts expected to be recovered from reinsurers
more than 12 months after the payment of the underlying gross
claims, there should be stated for that class (i) the amount of such
recoveries; and (ii) the accounting treatment which has been adopted
in respect of discounting such recoveries - see paragraph 28 of
Appendix 9.2. [Code 2206]
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Form 23
Completion of the form
10.4

(1)

Form 23 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on). The form
presents an analysis of by accident year of net claims and premiums. It
consists of three parts:
(a)

the last ten accident years (lines 11 to 20);

(b)

the reconciliation business (line 22); and

(c)

the prior accident years (line 21).

(2)

The rules for the allocation of premiums, claims and expenses to accident
years are explained in chapter eight. Reconciliation business is not allocated
to accident years but shown at line 22.

(3)

The amount of earned premium shown at column 11 for each accident year
should be updated each financial year end to take account of over- or underestimates of premium for that accident year.

(4)

Reconciliation business is any business which falls below the country de
minimis limit in the classification of risk groups (see 9.4(7)) and any
business which was reported as reconciliation business under the 1983
Regulations. The reconciliation business should be reported at line 22 net of
the reinsurers' share.

(5)

Special rules apply for the re-conversion of the premiums and claims
amounts in columns 1, 2, 3 and 11 of Form 23. All amounts denominated in
a major currency should be reconverted into sterling using the exchange rate
ruling at the end of the current financial year. Amounts denominated in a
non-major currency need not be re-converted (although they may be if the
insurer wishes). Where a claim or premium amount is not reconverted it
should be reported at the exchange rate which ruled for the financial year in
which it first arose.

(6)

A major currency is:
(a)

for business carried on in any overseas country (i.e. by a branch,
agency or other establishment in that country), the currency of that
country; and

(b)

for all other business Euros, United States dollars, Canadian dollars
and any other currency the insurer wishes to treat as a major
currency.
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Supplementary notes
(7)

Two notes are specified:
(a)

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 Appendix 9.1; [Code 2301]

(b)

if during the financial year business is transferred (under Part VII of
the Act or under the equivalent legislation of another EEA State) to
the insurer, certain specified details of that business must be stated see paragraph 17 of Appendix 9.2. [Code 2302]

Form 24
Completion of the form
10.5 (1)

Form 24 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on). The form
reconciles the technical provisions brought forward to that carried forward
with premiums, claims, expenses and profits/losses as the reconciling items.

(2)

The column headings (between columns 29-29 and 99-99) should be
completed respectively from right to left with the dates of the end of this
financial year and of each of the nine preceding financial years.

(3)

A transitional concession applies for all accounting classes except 9 and 11.
Amounts for underwriting years ended before 23 December 1993 may be
included in the prior years column. (If this is done the end-date for such
years should not be entered in the column headings.) Insurers should only
take advantage of this concession to the extent that full completion of the
form is impracticable, (e.g. full completion of Form 24 for class 10 would
not be impracticable where business of that class was previously reported on
the Form 29).

(4)

Business reported as reconciliation business on Form 35 should be reported
on this form (net of the reinsurers' share) analysed by underwriting year.

(5)

All premium amounts at lines 11 and 12 should be shown gross of
commission.

(6)

Net operating expenses (lines 41 to 49) should not include the increase or
decrease in deferred acquisition costs, ('DAC'). Instead the DAC brought
forward and carried forward should be included respectively at lines 51/52
and 53/54. DAC is part of the fund - see line 24 on Form 25.

(7)

For an open underwriting year line 54 (ÔTechnical provisions - carried
forward - adjustment for discountingÕ) should show the extent to which
future investment Return has been taken into account in deciding whether
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and, if so, by how much to increase the fund (i.e. premiums written less
claims and expenses) to make it sufficient to meet all present and future
obligations attributable to the underwriting year, i.e. the amount shown at
line 53 (ÔTechnical provisions - carried forward Ð undiscountedÕ) should be
the fund augmented by the full amount needed to make it sufficient to meet
all such obligations without taking future investment return into account.
(8)

The amount shown at line 54 for an open year should be included as one of
the component items included in the balance shown at line 20 on Form 25,
even if that results in a negative amount at that line. Lines 16 to 18 on this
form should not include amounts for open underwriting years.
Supplementary notes

(9)

Six notes are specified:
(a)

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 Appendix 9.1; [Code 2401]

(b)

certain specified details of the reporting basis and basis of profit
recognition should be stated - see paragraph 24 of Appendix 9.2.
Guidance is given in 8.7; [Code 2402]

(c)

if during the financial year business is transferred (under Part VII of
the Act or under the equivalent legislation of another EEA State) to
the insurer, certain specified details of that business must be stated see paragraph 17 of Appendix 9.2; [Code 2403]

(d)

the basis for determining the claims management costs payable and
carried forward should be stated - see paragraph 22 of Appendix 9.2.
The payable part of the disclosure, amongst other items, should
include an explanation of how overheads are allocated as between
claims management costs and net operating expenses. If there are no
claims management costs carried forward but there are claims
outstanding carried forward, the reason for believing these
outstanding claims can be run-off without incurring claims
management costs should be stated. If the insurer has for any
accounting class ceased during the financial year to effect new
contracts, the basis upon which any additional costs (payable or
carried forward) from such cessation have been determined, or the
reason for believing there are no such additional costs, should be
stated; [Code 2404]

(e)

where, for any accounting class, investment income has been taken
into account in determining the claims management costs carried
forward, an insurer should state for each such class (i) the rates of
interest used; and (ii) the average interval to the date at which the
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carried forward costs are expected to be expended - see paragraph
22(4) of Appendix 9.2; [Code 2405]
(f)

the basis for determining acquisition expenses (other than
commission) payable and carried forward should be stated - see
paragraph 23 of Appendix 9.2. The payable part of the disclosure,
amongst other items, should include an explanation of how overheads
are allocated as between other acquisition expenses and the other
components of net operating expenses, especially administrative
expenses. The carried forward part of the disclosure should include
an explanation of how the appropriate proportion of acquisition
expenses (other than commission) to match the unearned premium
carried forward was determined. [Code 2406]

Form 25
Completion of the form
10.6

(1)

Form 25 should be prepared separately for each accounting class (where any
business falling in that accounting class has been carried on). The form
analyses the technical provisions carried forward.

(2)

The guidance given in 10.5 the completion of Form 24 also applies for this
form.

(3)

The extent to which the form is to be completed differs for open and closed
years - see instruction 2 to the form. For this purpose business accounted for
under the annual method should be regarded as closed year business. See
also 8.5 for further guidance. For open years, line 21 should equal line 29,
which should equal line 53 less line 54 on form 24. The balancing figure
required to achieve this should be entered at line 20.

(4)

Line 20 ÔBalance of fundÕ should not be confused with the undeclared profit
on an open year. It includes such profit (if any), but also includes all other
elements of the fund not shown separately for open years, i.e. the items listed
at lines 16 to 18 and 22 to 25 which are not used for open years.

(5)

Lines 13 and 14 refer for both open and closed years to Ôclaims incurred but
not reportedÕ. For closed years this does not include provisions for claims
not incurred, i.e. claims expected to be incurred after the end of the financial
year. For closed years such yet-to-be-incurred expected claims are provided
against by the provisions for unearned premiums and unexpired risks, (lines
23 and 24). For open years such yet-to-be-incurred expected claims may
either be included at lines 13 and 14 or included as one of the elements
represented by the balance of the fund, (line 20). For both open and closed
years lines 13 and 14 require the analysis of Ôclaims incurred but not
reportedÕ between the Ôgross amountÕ and ÔreinsurerÕs shareÕ. Where this
analysis is not provided, e.g. by reporting the net amount as if it were the
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gross amount, the form has not been properly prepared in accordance with
the rules.
(6)

the offset of surpluses and deficits on open years from business managed
together should be shown at line 19. A surplus on the underwriting year
which is to be offset against deficit(s) arising elsewhere should be shown as a
positive amount. A deficit on the underwriting year which is to be offset
against surplus(es) arising elsewhere is to be shown as a negative amount.
See 8.5 for further guidance.

(7)

For closed years, the amount included for the provision for unexpired risks
(at line 23) in the Form 25 for any accounting class should be determined
without taking into account any surplus expected to arise on the unexpired
risks falling within other accounting classes.

(8)

However, in determining the total provision for unexpired risks (which is
disclosed in Form 15 at line 13 and in Form 13 at line 62), deficits and
surpluses in different accounting classes may be offset (to the extent
permitted by generally accepted accounting practice). Any surplus for an
accounting class thus offset against deficits in other accounting classes
should, to the extent it relates to business accounted for on an underwriting
year basis, be shown as a negative provision at line 23 on the Form 25 for
that accounting class.
Supplementary notes

(9)

Five notes are specified:
(a)

the basis upon which the provision for unearned premium is
calculated and the reason for adopting that basis should be stated - see
paragraph 18 of Appendix 9.2. The reason stated should include an
explanation of any change in the basis from previous financial years;
[Code 2501]

(b)

where, for any accounting class, the provision for unexpired risks has
been determined after taking investment income into account, an
insurer should state for each such class (i) the provision before taking
investment income into account; (ii) the rates of interest used; and
(iii) the average interval to the date at which claims are expected to be
settled in cash. The note should be present even if as a result of
taking investment income into account the provision for unexpired
risks is nil - see paragraph 20 of Appendix 9.2.

(c)

where, for any accounting class, the reinsurers' share of claims
incurred includes amounts expected to be recovered from reinsurers
more than 12 months after the payment of the underlying gross
claims, there should be stated for that class (i) the amount of such
recoveries; and (ii) the accounting treatment which has been adopted
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in respect of discounting such recoveries - see paragraph 28 of
Appendix 9.2; [Code 2503]
(d)

(e)

where a surplus for offset is shown at line 19, the following should be
stated:
(i)

a description of the business in respect of which the
anticipated surplus and of the business in respect of which the
anticipated deficit to be offset arise (including identification of
the risk groups or business categories into which the business
falls); and

(ii)

the reason for treating the business as managed together. (See
paragraph 25(2) of Appendix 9.2; and [Code 2504]

particulars of any amounts included at lines 25 on Forms 25 should
be stated - see the face of Form 25. [Code 2505]

Forms 26 and 27
Completion of the forms
10.7

(1)

Forms 26 and 27 present an analysis by business category of the business
reported on Forms 23 for the treaty accounting classes 9 to 11. The format
of Forms 26 is identical to the format of Form 23 except for:
(a)

the inclusion in the heading of a business category and a currency
box; and

(b)

the use of a continuation sheet; and

the format of Form 27 is identical to that of Form 26 except that it is to be
completed gross of the reinsurers' share, whereas Form 26 is to be
completed net. The guidance given in 10.4 on the completion of Form 23
also applies to these forms Ð see 10.4(4) to 10.4(7).
(2)

Forms 26 and 27 should be completed separately for each business category
of each treaty accounting class (where any business is carried on in that
business category for that accounting class). The entries in any box on all
Form 26 for any accounting class should in aggregate (converted into
sterling where necessary) equal the corresponding entry on Form 23 for that
accounting class.

(3)

An insurer may prepare a single Forms 26 and 27 for business carried on in
all currencies (with all amounts converted into sterling). Alternatively it may
prepare separate forms in any one or more of:
(a)

sterling;
227

21 June 2001

(b)

United States dollars;

(c)

Canadian dollars;

(d)

Euros; or

(e)

any other currency where the gross premiums or claims incurred for
the business carried on in that currency exceeds 10% of the total for
all treaty business.

(4)

Business transacted in a currency for which no separate form is prepared
should be included in the sterling form (converted into sterling) unless the
insurer considers it more appropriate to include it in the form for another
currency (converted into that currency). The reporting of treaties on separate
currency forms should be consistent from year to year. See paragraph 5 of
Appendix 9.2.

(5)

The amount of earned premium shown at column 11 for each accident year
should be updated each financial year end to take account of over- or underestimates of premium for that accident year.

(6)

The category box in the heading should be completed with one of the letters a
to h according to the table in 9.3(1). If any of these standard categories is
divided into bespoke business categories (see 9.3(2)) these bespoke
categories should be distinguished by inserting the numbers 1, 2, 3 etc. after
this letter. (For example if the standard business category c is divided into
four bespoke categories, the heading entry for each of these should be
respectively c1, c2, c3 and c4). The currency box in the heading should be
completed with the country code for that currency, (see the Annex to this
paragraph for these codes).

(7)

The category names to be used in the title lines to the form are described in
9.3(1). A bespoke category should be given a name which:
(a)

describes the general nature of the business included; and

(b)

distinguishes it from other business categories.

Supplementary notes
(8)

Five notes are specified:
(a)

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 Appendix 9.1; [Code 2601]

(b)

the basis of allocating or apportioning reinsurance treaties accepted
which fall within more than one business categories should be statedsee rule 9.17(2). Further guidance is given in 9.3(5); [Code 2602]
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(c)

where the allocation or apportionment to business categories of any
reinsurance treaties accepted which have previously been reported
differs from that adopted previously, an explanation of the nature of
the change and the reasons for it should be given - see rule 9.17(3)(a).
Further guidance is given in 9.3(6) to 9.3(7) above; [Code 2603]

(d)

where the allocation or apportionment to business categories of any
reinsurance treaties accepted differs from that adopted previously for
reinsurance treaties relating to similar risks, an explanation of the
nature of the change and the reasons for it should be given - see rule
9.17(3)(a). Further guidance is given in 9.3(6) to 9.3(7); [Code 2604]

Forms 28 and 29
Completion of the forms
10.8

(1)

Forms 28 and 29 present an analysis by business category of the business
reported on Form 24 and 25 for the treaty accounting classes 9 to 11. The
formats of Forms 28 and 29 are identical respectively to the formats of
Forms 24 and 25 except for:
(a)

the inclusion in the heading of a business category and a currency
box, and

(b)

the use of a continuation sheet; and

the guidance given above on the completion of the headings of those forms also
applies to these forms - see 10.5(2).

(2)

Forms 28 and 29 should be completed separately for each business category
of each treaty accounting class (where any business is carried on in that
business category for that accounting class). The entries in any box on all
Forms 28 and 29 for any accounting class should in aggregate (converted
into sterling where necessary) equal the corresponding entry on Forms 24
and 25 for that accounting class.

(3)

The guidance given in 10.7(3) to (6) on the completion of Forms 26 and 27
also applies to these forms.

(4)

A transitional concession applies for proportional treaty business (accounting
class 10) which was not previously reported on the 1983 Regulations Form
29, either because it did not fall in the MAT business categories or because it
was not the subject of a direction under section 148 of the Act. Amounts for
underwriting years ended before 23 December 1993 may be included in the
prior years column and need not be analysed on the continuation sheet. (If
this is done only post-1993 year-end dates should be entered in the column
headings).
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(5)

All premium amounts at lines 11 and 12 should be shown gross of
commissions.

(6)

For an open underwriting year, line 54 of Form 28 (ÔTechnical provisions carried forward - adjustment for discountingÕ) should show the extent to
which future investment return has been taken into account in deciding
whether and, if so, by how much to increase the fund (i.e. premiums written
less claims and expenses) to make it sufficient to meet all present and future
obligations attributable to the underwriting year, i.e. the amount shown at
line 53 (ÔTechnical provisions - carried forward Ð undiscountedÕ) should be
the fund augmented by the full amount needed to make it sufficient to meet
all such obligations without taking future investment return into account.

(7)

The amount shown at line 54 for an open year should be included as one of
the component items in the balance shown at line 20 on Form 29, even if that
results in a negative amount at that line. Lines 16 to 18 on this form should
not include amounts for open underwriting years.
Supplementary notes

(8)

Six notes are specified:
(a)

the first five are the same as described in 10.7(8) for Forms 26 and
27, but are in respect of treaty business accounted for on an
underwriting basis; and [Codes 2801 to 2805]

(b)

where a surplus for offset is shown at line 19 of Form 29, the
following should be stated:
(i)

a description of the business in respect of which the
anticipated surplus and of the business in respect of which the
anticipated deficit to be offset arise (including identification of
the risk groups or business categories into which the business
falls); and

(ii)

the reason for treating the business as managed together. See
paragraph 25(2) of Appendix 9.2. [Code 2901]

Form 30
Completion of the form
10.9

(1)

Form 30 consists of two sheets. The form should be completed whenever an
amount for adjustment for discounting is included in any Form 22 or 25 - see
rule 9.15 and also paragraph 27 of Appendix 9.2. However de minimis rules
(explained) apply for the completion of sheet 2 and parts of sheet 1.

(2)

Sheet 1 calls for an analysis of assets and liabilities etc. by major currency.
A major currency is any currency in respect of which the Ôprovision for
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claims outstandingÕ (before deduction for discounting) is not less than 10%
of the total provision for claims outstanding (before deduction for
discounting). In terms of the form each major currency line should have a
column 6 entry which is not less than 10% of the column 6 total.
(3)

In sheet 1 of Form 30, assets and liabilities should be allocated to particular
currencies using, basically, the same rules as apply for the purpose of the
matching and localisation requirements. However, for the purpose of
completing Form 30 the rules should be applied to all the assets and
liabilities of the insurer, (including assets and liabilities in respect of business
to which the obligation to match and localise assets does not apply). Rules
7.1(5) and 7.3(2) to 7.3(5) apply.

(4)

Instructions 1 to 4 (and 6 & 10) respectively explain the entries to be made in
columns 1 to 4 of sheets 1 and 2. Two points will be noted here:

(5)

(a)

The reference in column 2 to hypothecated assets should not be read
as imposing any requirement on insurers to hypothecate particular
assets to particular liabilities. It merely allows insurers who have
chosen so to hypothecate to report this on the form. Insurers which do
not hypothecate should include all assets in column 2, (i.e. column 2
will equal column 1);

(b)

the expected income and yield to be shown at columns 3 and 4 are to
relate only to those assets included in column 2; and

(c)

the admissible assets shown at column 1 are the total admissible
assets, but excluding the reinsurersÕ share of technical provisions,
and deferred acquisition costs.

In sheet 1:
(a)

column 5 should show all technical provisions, i.e. including the
provisions for unearned premiums and unexpired risks;

(b)

columns 5 to 7 are to be completed net of reinsurance. Column 5
should include all technical provisions except the equalisation
reserve (as there is no rule by which the latter may be allocated across
currencies). Columns 6 and 7 (ÔProvision for claims outstanding
being discountedÕ) should include any provisions for claims
management costs which are being discounted;

(c)

column 8 should show the unwind of the discount in the next
financial year calculated in accordance with instruction 8; and

(d)

column 11 should show the average rate calculated in accordance
with instruction 11.
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(6)

An example of the calculation of the unwind of the discount in the next
financial year is given below:
An insurer has claims outstanding (including IBNR) of £250k at the end of
1996 which it estimates it will pay as follows 31.5.97

£150k

31.5.98

£100k

Its discount rate of interest is 5% and so in the 1996 return it presents the
following amounts in columns 6 and 7 of Form 30 Claims outstanding before deduction for discounting

£250k

deduction for discounting

£10k

where the latter figure is calculated as £9.7k = £250k - £150k/(1.05)5/12 + £100k/(1.05)(1+5/12).
The unwind of the discount in the next financial year is then calculated as
follows (a)

estimate the expected claims outstanding at the 1997 year end (using
the same
assumptions as are used to estimate the actual claims outstanding at
the 1996 year end) but only in respect of accident/underwriting years
1996 and prior.
Expected claims outstanding at 1997 in
respect of accident years 1996 and prior

(b)

=

£100k

estimate the deduction for discounting at the 1997 year end (using the
same assumptions as are used to estimate the actual deduction for
d i s c o u n t i n g at the 1996 year end) but only in respect of
accident/underwriting years 1996 and prior.
Expected deduction for discounting at 1997 in
respect of accident years 1996 and prior
= £100k - £100k/(1.05)5/12
= £2.0k

(c)

then subtract the expected deduction for discounting at 1997 (as
calculated in (b) above) from the actual deduction for discounting at
1996 as follows.
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'Unwind of discount in the
next financial year'

= £9.7k - £2.0k = £7.7k = £8k (rounded)

Supplementary note
(7)

Three supplementary notes are specified:
(a)

the methods and assumptions used in determining the yield in
accordance with instruction 4 to the form should be stated - see
instruction 5; [Code 3001]

(b)

the treatment of expected income payment (in arriving at the amounts
shown at columns 3 and 4) from any asset where such payment is in
default should be stated Ð see instruction 7; and [Code 3002]

(c)

a note should state the risk groups and business categories where an
adjustment for discounting has been made and, for each such risk
group or business category:
(i)

the method used in calculating the deduction for discounting;

(ii)

the rate of interest used;

(iv)

the expected average interval between the date of settlement
for claims being discounted and the end of the financial year;
and

(v)

the criteria adopted for estimating the period that will elapse
before claims are settled. See paragraph 27(5) of Appendix
9.2. [Code 3003]

Forms 31, 32 and 34
Completion of the forms
10.10 (1)

Forms 31, 32 and 34 provide the risk group analysis of the gross claims and
gross premiums information for the business (see the diagram in 9.1(3)).
Forms 31 and 32 are used for accident year business, whilst Form 34 is used
for underwriting year business.

(2)

Separate Forms 31, 32 and 34 are not needed for a UK branch return or EEA
branches returns where a global return including these forms is being
submitted.

(3)

Form 31 should be prepared separately for each risk group in each country
for all direct and facultative accounting classes (other than the direct and
facultative motor class 2). Form 32 should be prepared separately for each
risk group in each country for accounting class 2. Form 34 should be
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prepared separately for each risk group in each country for all direct and
facultative accounting classes. See rule 9.19.
(4)

The classification of business into risk groups is explained in 9.

(5)

The three forms are similar in format. Form 32 only differs from Form 31
by the inclusion of a column 12 (vehicle years) and column 13 (claims
frequency). Form 31 only differs from Form 34 by the inclusion of columns
1 and 2 (claims numbers). However instruction 7 to Form 31 provides that
claims numbers need not be reported for marine, aviation and transport
business reported on that form.

(6)

The claims numbers on Forms 31 and 32 only relate to reported claims
outstanding. Estimates of claims numbers for IBNR are not required.
Column 1 of Forms 31 and 32 show the cumulative claims numbers only for
claims settled at some cost and column 2 the claims numbers of reported
claims outstanding. Where a claim was previously reported as closed at some
cost but is subsequently reopened, it remains one claim. If necessary it should
be transferred from column 1 and included in the claims number in column 2.

(7)

The amounts shown for gross premium for each accident/underwriting year
in column 10 on Forms 31 and 32 and in column 8 on Form 34 should be
updated each financial year end to take account of over- or under- estimates
of premiums for that year.

(8)

The instructions to the forms also provide that:
(a)

all figures are to be shown gross of reinsurers' shares, before any
deduction for discounting and exclusive of any claims management
costs; and

(b)

all percentages are to be expressed to one place of decimals.

(9)

Instruction 6 to Form 32 explains how vehicle years are to be calculated.
The percentages shown in that form for the claims frequency, (column 13),
should be calculated as the ratio of (column 1 + column 2) to (1000 x column
12).

(10)

On all forms the accident/underwriting year end dates inserted at lines 11 to
20 should be the year end dates of the current financial year and the 9
previous financial years.

(11)

Forms 31 and 34 have continuation sheets. These are only to be used for
risk groups falling into accounting class 7 (third-party liability). The
continuation sheets analyse the amounts shown at line 21 (prior
accident/underwriting years) and should be prepared where any amount is
shown at this line.
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(12)

On all Forms 31, 32 and 34 the risk group name shown (in the titles lines to
the Forms) should include a description of the risks within the accounting
class included in that risk group - see paragraph 29(1) to Appendix 9.2. This
requires, amongst other things, that the description should be sufficient to
distinguish the risk group from other risk groups for the same country falling
in the same accounting class.
Supplementary notes

(13)

Two supplementary notes are specified:
(a)

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 Appendix 9.1; and [Code 3101, 3201 or
3401]

(b)

if for any risk group the name given to it (see 10.10(10)) is not
sufficient to identify, for the business included in that risk group, the
nature of the objects exposed to risks and the nature of the cover
provided against such risk, this information should be stated in a
supplementary note - see paragraph 29(2) of Appendix 9.2. [Code
3102, 3202 or 3402]

Forms 33 and 35
Completion of the forms
10.11 (1)

If the insurer has any reconciliation business then it should complete Form
33 (for accident years) and Form 35 (for underwriting years) - see rule 9.20.
Separate Forms 33 and 35 are not needed for a UK branch return or EEA
branches returns where a global return including these forms is being
submitted.

(2)

In (1), Reconciliation business is any direct and facultative business not
classified into risk groups and so not reported on Forms 31, 32 and 34. It
arises from two sources:
(a)

small country business - see 9.4(6) to (7); and

(b)

business which was reported on reconciliation forms under the 1983
Regulations.

(3)

Only one Form 33 and one Form 35 should to be prepared covering all
accounting classes.

(4)

The instructions to the forms also provide that all figures are to be shown
gross of reinsurers' shares, before any deduction for discounting and
exclusive of any claims management costs.
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Supplementary notes
(5)

Only one supplementary note is specified. 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 Appendix
9.1. [Code 3301 or 3501]
Form 36

10.12 (1)

Form 36 should be prepared whenever any of the business category Forms
(26 to 29) or the risk group Forms (31 to 35) is prepared in a foreign
currency. Form 36 reports the rates of exchange used for the conversion of
amounts reported on those forms in foreign currency for inclusion in other
forms in sterling. Where a different rate is used for premiums and claims
incurred/paid/ earned during the year than for claims outstanding at the year
end, the former rate should be stated. Where more than one such rate is used
during the year the average rate should be stated.

(2)

The country codes are listed in the Annex.

(3)

There are no supplementary notes specified to this form.
_________________________
ANNEX
COUNTRY

CODE

Afghanistan
Albania
Algeria
Andorra
Angola
Anguilla
Antigua And Barbuda
Argentina
Armenia
Aruba
Australia
Austria
Azerbaijan
Bahamas
Bahrain
Bangladesh
Barbados
Belarus
Belgium
Belize
Benin

QS
CE
KA
CG
MT
GY
GP
JA
RB
GM
EA
BL
RC
GD
PN
QA
GA
RD
BD
HH
LK
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Bermuda
Bhutan
Bolivia
Bosnia and Herzegovina
Botswana
Brazil
Brunei
Bulgaria
Burkina Faso
Burundi
Cambodia
Cameroon
Canada
Cape Verde
Central African Republic
Chad
Channel Islands
Chile
China (Taiwan)
China,Peoples Rep.Of
Colombia
Comoros
Conga, Democratic Republic of
Congo (Republic of)
Costa Rica
Croatia
Cuba
Curacao
Cyprus
Czech Republic
Denmark
Djibouti
Dominica
Dominican Republic
Ecuador
Egypt
El Salvador
England
Equatorial Guinea
Eritrea
Estonia
Ethiopia
European Currencies, Weighted Average Of
European Currency Unit
Fiji
Finland
France
French Guiana
Gabon
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GE
QX
JL
CH
MG
JC
QY
CD
LL
MW
QU
MV
FA
LM
MY
NA
BA
JB
QQ
QJ
JD
MX
MM
MU
HF
CJ
GJ
GL
DA
CP
BE
NB
GR
GF
JF
KE
HB
AC
NC
NK
RE
MP
CZ
CY
EC
BR
BF
JK
ND
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Gambia,The
Georgia
Germany
Ghana
Gibraltar
Grand Cayman Islands
Greece
Grenada
Guam
Guatemala
Guinea
Guinea-Bissau
Guyana
Haiti
Home Foreign-United Kingdom
Honduras
Hong Kong
Hungary
Iceland
India
Indonesia
Iran
Iraq
Irish Republic
Isle Of Man
Israel
Italy
Ivory Coast
Jamaica
Japan
Jordan
Kazakhstan
Kenya
Kiribati
Kirjhizia (alternate name for Kyrgystan)
Korea, South
Korea,North
Kuwait
Kyrgyzstan
Laos
Latvia
Lebanon
Lesotho
Liberia
Libya
Liechtenstein
Lithuania
Luxembourg
Macedonia
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LA
RF
BK
LB
DB
GW
BN
GQ
RW
HD
LN
LP
JH
GK
AB
HC
QE
CC
BU
QB
QM
PB
PJ
BC
BB
PC
BG
LH
GB
QK
PL
RG
MA
ED
RV
QR
QP
PD
RV
RT
RJ
PE
MH
LG
KD
CK
RK
BH
BZ
21 June 2001

Madagascar
Malawi
Malaysia
Maldives
Mali
Malta
Marshall Islands
Mauritania
Mauritius
Mexico
Micronesia
Moldova
Monaco
Mongolia
Monserrat
Morocco
Mozambique
Myanmar
Namibia
Nauru
Nepal
Netherlands
Netherlands Antilles
New Zealand
Nicaragua
Niger
Nigeria
Northern Ireland
Norway
Oman
Pakistan
Palau
Panama
Papua New Guinea
Paraguay
Peru
Philippines
Poland
Portugal
Puerto Rico
Qatar
Romania
Russia
Rwanda
San Marino
Sao Tome And Principle
Saudi Arabia
Scotland
Senegal

MS
MD
QF
RU
LE
DC
EM
LS
ML
HA
EN
RL
CF
RM
GS
KB
MR
QH
NE
EE
QT
BJ
GX
EB
HE
NF
LC
AF
BS
PP
QC
EP
HG
EF
JM
JG
QL
BV
BP
GG
PG
BW
RN
NG
CL
LQ
PF
AE
LJ
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Seychelles
Sierra Leone
Singapore
Slovakia
Slovenia
Solomon Islands
Somalia
South Africa
Spain
Sri Lanka
St Helena And Dependencies
St Kitts-Nevis
St Lucia
St Martin
St Vincent and The Grenadines
Sudan
Surinam
Swaziland
Sweden
Switzerland
Syria
Tahiti
Tajikistan
Tanzania
Thailand
Togo
Tonga
Trinidad And Tobago
Tunisia
Turkey
Turkmenistan
Turks & Caicos Islands
Tuvalu
Uganda
Ukraine
United Arab Emirates
United Kingdom
Uruguay
USA
Uzbekistan
Vanuatu
Vatican City
Venezuela
Vietnam
Virgin Islands
Wales
Western Samoa
Yemen,South
Yugoslavia
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NH
LD
QG
CQ
CM
EG
MQ
MK
BQ
QZ
NJ
GT
GV
GN
GU
MN
JJ
MJ
BT
BM
PK
QV
RP
MC
QN
LR
EH
GC
KC
PA
RQ
GZ
EJ
MB
RR
PH
AA
JN
FB
RS
EK
CN
JE
QW
GH
AD
EL
PM
BY
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Zambia
Zimbabwe
11.

ME
MF

FORMS 37 TO 39: EQUALISATION RESERVES
Introduction

11.1

(1)

The Equalisation Reserves Rules require insurers to keep two equalisation
reserves. One for credit business, and one for those writing property,
consequential loss, marine, aviation and nuclear business, referred to
collectively as Ôother than credit businessÕ.

(2)

This guidance seeks to explain the rules in areas that are thought likely to be
helpful to those responsible for the calculation and audit of equalisation
reserves.

(3)

This guidance does not deal with tax matters.

(4)

Each of Forms 37 to 39 is used for both types of equalisation reserves (i.e.
credit and other than credit), but since the rules for credit and other than
credit are different, the guidance is divided into two parts dealing with each
of them separately. Sections 11.2 to 11.3 cover the other than credit
equalisation reserves, and sections 11.4 to 11.5 cover the equalisation
reserves for credit business.

(5)

All the returns from insurers carrying on general insurance business in the
categories prescribed by the Equalisation Reserves Rules should include the
equalisation reserve forms, or a note explaining why they are not included.
The note should be prepared in accordance with instructions for
supplementary notes under 4.6(6).
Rules governing the Equalisation Reserves Rules: other than credit
insurance business
Application

11.2

(1)

The Equalisation Reserves Rules apply to every insurer:
(a)

whose head office is in the UK;

(b)

whose business in the UK is restricted to reinsurance; or

(c)

whose head office is not in an EEA State.

(2)

Assessable mutuals are excluded from the requirement.

(3)

Business carried on outside the United Kingdom by an insurer whose head
office is not in the United Kingdom (rule 6.5(2)(b) is also excluded from the
requirement.
241

21 June 2001

Coverage
(4)

This is detailed in rule 6.4(3). The business for which equalisation reserves
are required is set out in five sub-paragraphs. Rule 6.6 requires insurers to
classify this business into five business groups. These are set out in the table
in (10).

(5)

Business group A Ð ÔPropertyÕ should be straightforward. In most cases the
only business that will be needed to be removed from that reported for
accounting class 6 is any nuclear business. The direct and facultative
business should be that reported for accounting class 6 on Forms 21/22 or
24/25. The proportional treaty business should be that reported for
accounting class 10, business category (f), on Forms 26/27 or 28/29.

(6)

Business group B - Consequential loss is less straightforward in that it will
generally comprise only part of accounting class 8. Consequential loss risks
are defined in the interpretation section of the Equalisation Reserves Rules.
This covers the risks described at class 16 (a) of Annex 11.2 and it may also
be helpful to refer to this. Any nuclear business needs to be removed. The
direct and facultative business should be a part of that reported for
accounting class 8. The proportional treaty business should be part of
business category (h) that is reported on Form 26/27 or 28/29 as a break
down of class 10.

(7)

Business group C Ð ÔMarine and aviationÕ covers all relevant direct and
facultative and treaty business. The group does not include transport
business and any nuclear business should be removed. The direct and
facultative business should be that reported for accounting classes 3 and 4.
The treaty business will be derived from business categories (c) and (d) for
accounting classes 9, 10 and 11.

(8)

Business group D - The nuclear business group, includes both liability and
damage business that comes within the definitions in the interpretation
section of the Equalisation and Reserves Rules. The scope of the description
goes beyond the business written by the British Insurers (Atomic Energy)
Committee pool, but participants in that pool are expected to be able to
include all that business. Liability should be part of accounting class 7.
Damage should be mainly from accounting classes 6, 9 and 10. Some MAT
business may need to be included.

(9)

Business group E Ð ÔNon-proportional treatyÕ covers property and
consequential loss business except such nuclear business which should be
included in group D. The property business should be that reported on Form
26/2 7 or 28/2 9 for accounting class 9, business category (f). The
consequential loss business should be part of business category (h) that is
reported on Form 26/27 or 28/29 as a break down of accounting class 9.
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(10)

The guidance in (4) to (9) is summarised in the following table:
Business Group
Property

Description
Direct and facultative - accounting class 6.
Proportional treaty - accounting class 10, business category
(f) ÔpropertyÕ.

Consequential loss

Direct and facultative - part of accounting class 8
Proportional treaty Ð accounting class 10, part of business
category (h) 'miscellaneous and pecuniary loss'.

Marine and aviation

Direct and facultative - accounting classes 3 and 4.
Treaty Ð accounting classes 9, 10 and 11-business
categories (c) and (d)
NB Transport is excluded.

Nuclear

Nuclear risks
Both damage and liability business. Nuclear business needs
to be removed from the other business groups.

Non-proportional treaty
Treaty Ð accounting class 9, business categories (f) ÔpropertyÕ
property and consequential and part of (h) Ômiscellaneous and pecuniary lossÕ.
Loss
De minimis rules
(11)

De minimis rules apply in two sets of circumstances. First where an insurer
has never had an equalisation reserve. Secondly where an insurer has been
required to set up an equalisation reserve in previous years, but where the
level of business in the current year has dropped below the level where a
transfer in is required. The rules that apply in these circumstances are set out
in rules 6.5 and 6.10 of the Equalisation Reserves Rules.

(12)

Rule 6.5 provides that these rules do not apply to insurers who do not already
have an equalisation reserve if in respect of all other than credit business net
premiums written in a financial year are:
(a)

less than 1,500,000 Euros; or

(b)

less than 4% of all its general insurance business and less than
2,500,000 Euros.
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(13)

Rule 6.10 sets out rules where an insurer has an equalisation reserve to bring
forward, but where the net premiums written in the financial year being
reported on are less than the limits at 12(a) and (b). The calculation varies
according to the number of years an insurer has been writing the business.
Where a five year reference period is available, the number of years where
the insurer has been below the thresholds is used. Where less than five years
is available, the average net premium is used. In both cases financial years
may need to be adjusted to 365 day periods. These calculations will produce
a result indicating that either the reserve should be carried forward or be
reduced to zero.

(14)

If the rule 6.10 reserve calculations result in a reduction of the reserve to
zero, line 13 of Form 37 should be left blank. This will result in the carried
forward also being blank.
Treatment of business transfers

(15)

Rules 6.8 and 6.9 of the Equalisation Reserves Rules apply respectively to
the transferor and transferee of a transfer under Part VII of the Act.

(16)

Rule 6.8 requires that the transferor should not include any of the business
that has been transferred in business group maximum calculations, and that, if
all rights and obligations have been transferred, the business group maximum
at Form 37, line 13 should become zero.

(17)

Rules 6.9(1) to 6.9(5) apply to transferees at the end of the year in which the
transfer takes place. The prescribed treatment varies according to whether
such business is accounted for as an adjustment to premiums or claims.

(18)

Rules 6.9(6) to 6.9(8) provide guidance for subsequent years. Appropriate
amounts should be included in net premiums.
Completion of Forms 37 to 39 for other than credit insurance business
Form 37

11.3

(1)

Columns 1 to 6 of this form should be used for other than credit insurance
business.

(2)

Form 37 presents the net premiums written, the maximum size of the
reserve, the equalisation reserve brought and carried forward and transfers to
or from it. It consists of two parts:

(3)

(a)

calculation of the maximum provision; and

(b)

calculation of the transfer to/from the provision.

The net premium (i.e. the premium, net of reinsurance but gross of
commission) for each of the business groups, for which business has been
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written, should be entered in columns 1 to 5 of line 12 for the current year.
These figures include previously unbooked premiums adjustments relating to
risks incepted in prior financial years.
(4)

The total for the previous four years, or for such years as are available for
inclusion, (this applies to all companies during the first four years of the
rules, or where the company has recently commenced writing business in a
business group), should be entered in line 11. Financial years ending before
23 December 1996 should not be brought into the calculation. (See
Equalisation Reserves Rules, Appendix 6.1, Part II, paragraph 12(2)).

(5)

The maximum provision can be calculated as the sum of lines 11 and 12
divided by the number of years premiums these figures reflect and
multiplying by the percentages shown in the Equalisation Reserves Rules,
Appendix 6.1, Part III. The products of these calculations should be entered
in line 13 and then added together and the total entered in line 13 column 6.

(6)

The figure at line 21, column 6, should be available from the previous year's
return, unless it is the first year of the scheme or a insurer has newly
commenced writing business covered by the rules, in which case the line
should be left blank. Line 22, columns 1 to 5, can be calculated by
multiplying the figure in the same column at line 12 by the percentage
specified in the Equalisation Reserves Rules, Appendix 6.1, Part I. Line 22,
column 6, is the sum of columns 1 to 5.

(7)

Line 23, columns 1 to 5, derives from the same business groups at either
Form 38 line 19 or Form 39 line 19, according to whether accident year or
underwriting year accounting is being used, or possibly the sum of both.
Line 24, columns 1 to 5, will be the same as line 23, unless for a business
group considered in isolation the figure at line 23 is higher than that at line
13. If this is the case for any business group, the provisional transfer out will
be the maximum reserve figure at line 13. Columns 1 to 5 should be added
together and the sum entered in column 6.

(8)

The rest of the calculation only uses column 6. Lines 25 to 29 show the
transfer for the year and the equalisation reserve carried forward. Line 25
limits any transfer out to the sum available. Line 27 limits the equalisation
reserve carried forward to the maximum allowable reserve.

(9)

Line 29 should carry forward to Form 16, line 12 and line 28 to Form 15,
line 15. NB, the amounts in Form 16, line 12 and Form 15, line 15 may also
include any non-UK statutory equalisation reserves which the insurer has
been required by overseas law to set up in respect of its overseas operations.

(10)

Instructions 1 to 11 to the form provide guidance for its completion.
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Form 38: accident year accounting
(11)

Lines 11 to 19 should be used for other than credit business covered by the
Equalisation Reserves Rules. Separate calculations are made for each
business group.

(12)

The form presents the abnormal loss, if any, for business accounted for on an
accident year basis.

(13)

The coverage of the five business groups is explained in 11.4.

(14)

The net premium includes previously unbooked premium adjustments (i.e.
amounts at Form 21, line 11, column 5). It should be noted that claims
incurred excludes claims management costs i.e. those claims management
costs required by the shareholder accounts rules (note (4) to the profit and
loss account format) to be included in claims incurred other than those
which, whether or not incurred through the employment of the insurerÕs own
staff, are directly attributable to particular claims.

(15)

Lines 13 and 19 are simple arithmetical calculations explained in the
instructions to the form.

(16)

Care needs to be taken to comply with the rules for transferred business,
particularly in the year of transfer. See rules 6.8 and 6.9.

(17)

Instructions 1 to 5 on the reverse of the form provide guidance for its
completion.
Form 39: underwriting year accounting

(18)

Lines 11 to 19 should be used for other than credit insurance business
covered by the Equalisation Reserves Rules. Separate calculations should be
made for each business group.

(19)

The form presents the abnormal loss, if any, for business accounted for on an
underwriting year basis.

(20)

The coverage of the five business groups is explained in 11.2(4) to (10).

(21)

The net premium written derives from the total column on Form 24 (line 19)
and, therefore, includes previously unbooked premium adjustments from
prior underwriting years.

(22)

The amount shown for Ôclaims, net of reinsuranceÕ, line 12 instruction 3 in
Form 39, is derived from the amounts shown in Forms 2 4 & 2 5 , but
excluding claims management costs and deferred acquisition costs.

(23)

Lines 13 and 19 are simple arithmetical calculations explained in the
instructions to the form.
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(24)

Care needs to be taken to comply with the rules for transferred business,
particularly in the year of transfer. See rules 6.8 and 6.9 of the Equalisation
Reserves Rules.

(25)

Instructions 1 to 5 on the reverse of the form provide guidance for its
completion.
The Equalisation Reserves Rules: credit insurance business
Application

11.4

(1)

The Equalisation Reserves Rules for credit insurance business apply to:
(a)

every UK insurer which carries on credit insurance business; and

(b)

every non-EEA insurer which carries on credit insurance business in
the United Kingdom.

De minimis
(2)

Where net written premiums are less than 4% of total net premiums in a
financial year and less than 2,500,000 Euros a credit insurance equalisation
reserve need not be kept. See Part III of the Equalisation Reserves Rules.
Completion of Forms 37 to 39 for credit insurance business
Form 37

11.5

(1)

Column 7 of this form should be used for credit insurance business where
any non-reinsurance business falling within class 14, including mortgage
indemnity business, (above the limits noted in 11.4(3)), has been carried on.

(2)

Form 37 presents the net premiums written in the year, the maximum size of
the reserve, the equalisation reserve brought and carried forward and
transfers to or from it. It consists of two parts:
(a)

calculation of the maximum provision; and

(b)

calculation of the transfer to/from the provision.

(3)

The maximum provision cannot be calculated from the information on the
form. The rules require that this be 1_5 times the highest net premiums
written during the previous 5 years.

(4)

The figure at line 21 should be available from the previous year's return.
Lines 22 and 24 derive from either Form 38 or Form 39, according to
whether underwriting year or accident year accounting is being used, or just
possibly both. Two tests must be applied to the technical surplus brought
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forward to complete line 22. It must be limited to 75% of the surplus, or
12% of line 12, net premiums written for the year, whichever is the lower.
(5)

Lines 25 to 29 enable the presentation of the transfer for the year and the
equalisation reserve carried forward. These figures should carry forward to
Form 16, line 12 and Form 15, line 14.

(6)

Instructions 12 to 16 on the reverse of the form provide guidance for its
completion.
Form 38

(7)

Lines 21 to 29 should be used for credit insurance business.

(8)

Form 38 presents the technical surplus for credit insurance business that has
been accounted for on an accident year basis.

(9)

Equalisation Reserves Rules, Appendix 6.2, section 4 specifies that in
determining any technical surplus the calculation must be made before tax
and before any transfer to or from the credit insurance equalisation reserve.
Investment income should not be included in these calculations.

(10)

Where there are technical income or charges for items not specified on the
form, for example movements in the provision for unexpired risks, these
should be accommodated by adjusting line 24.

(11)

Instructions 6 to 9 on the reverse of the form provide guidance for its
completion.
Form 39

(12)

Lines 21 to 29 should be used for credit insurance business.

(13)

Form 39 presents the technical surplus for credit insurance business that has
been accounted for on an underwriting year basis.

(14)

Equalisation Reserves Rules, Appendix 6.2, section 4 specifies that in
determining any technical surplus the calculation is to be made before tax
and before any transfer to or from the credit insurance equalisation reserve.
Investment income must not be included in these calculations.

(15)

Where there are technical income or provisions for items not specified on the
form, these should be accommodated by adjusting line 24.

(16)

Instructions 6 to 9 on the reverse of the form provide guidance for its
completion.
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12.

THE RULE 9.25, 9.26 AND 9.27 STATEMENTS: MAJOR TREATY
REINSURERS, MAJOR FACULTATIVE REINSURERS AND
MAJOR CEDANTS
Major treaty reinsurers

12.1

(1)

Rule 9.25(1) requires every insurer which carries on general insurance
business to prepare a statement of its major treaty reinsurers. The items to
be included in that statement are listed in rule 9.25(1). The statement is
intended to inform the reader of the returns of the insurerÕs exposure to
particular treaty reinsurers where they are material.

(2)

Rule 9.25(2) lays down two tests for identifying major treaty reinsurers:
(a)

a premium ceded limit; and

(b)

a debt plus anticipated recoveries limit.

(3)

A major treaty reinsurer is any reinsurer which either exceeds the Ôpremium
cededÕ limit in the current or any of the five immediately preceding financial
years, or exceeds the 'debt plus anticipated recoveries' limit at the current
year end. The limits are applied in aggregate, (i.e. to the sum of all amounts
from all treaties ceded to that reinsurer), except that the Ôpremium cededÕ
limit is applied separately for, and differs for, proportional and nonproportional treaty aggregates.

(4)

The Ôpremium cededÕ limits are:

(5)

(a)

for proportional treaty reinsurance 2% of total worldwide gross
premiums written of the insurer or branch;

(b)

for non-proportional treaty reinsurance 5% of the total premium
payable in respect of all non-proportional reinsurance.

The Ôdebt plus anticipated recoveriesÕ limit is 5% of the insurerÕs general
insurance business amount. (Paragraph 5.49 of Guidance Note 4.1 explains
how the general insurance business amount is calculated.) The Ôdebt plus
anticipated recoveriesÕ which are compared with this limit should include the
amount of any debt due or reinsurance recovery anticipated from the
reinsurance in respect of treaty reinsurance ceded, but only to the extent that
they are taken into account in Form 13 (lines 61 and 75), i.e. net of any
specific bad or doubtful debt provision. Further the anticipated recoveries
need only be included to the extent they arise from the reinsurer's share of
the gross provision for:
(a)

notified outstanding claims; and
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(b)

claims incurred but not reported arising from specific occurrences to
which provisions have been allocated.

(6)

The latter category is intended to refer to situations where the insurer is
aware that a catastrophe event (e.g. hurricane, earthquake etc.) has occurred
and sets up a specific IBNR reserve for that catastrophe.

(7)

If two or more reinsurers are connected to each other, the Ôpremium cededÕ
and Ôdebt plus anticipated recoveriesÕ limits should be compared to their total
business. If either limit is exceeded all the connected reinsurers should be
considered major treaty reinsurers and the items referred to in rule 9.25(1)
listed separately for each.
Major facultative reinsurers

12.2

(1)

Rule 9.26 requires every insurer which carries on general insurance business
to prepare a statement of its major facultative reinsurers. The items to be
included in that statement are listed in rule 9.26(1). The statement is
intended to inform the reader of the returns of the insurerÕs exposure to
particular facultative reinsurers where they are material.

(2)

The definition of major facultative reinsurer and the items to be included in
the statement are similar to those in 12.1 for the major treaty reinsurers. The
differences are explained below.

(3)

The Ôpremium cededÕ and Ôdebt plus anticipated recoveriesÕ limits are applied
separately for each facultative reinsurance contract. The items to be stated
for the major facultative reinsurer need only be in respect of the major
facultative reinsurance contract (and, if there is more than one major
facultative reinsurance contract for that reinsurer, should be stated separately
for each). Other (smaller) facultative reinsurances of the same reinsurer
may be ignored.

(4)

The Ôpremium cededÕ limit is 0.5% of total gross premiums written. The
debt plus anticipated recoveries limit is 1% of the general insurance business
amount. A major facultative reinsurance is a facultative reinsurance which
exceeds either limit in the current financial year. Note unlike for treaty
reinsurance there is no reference back to the five preceding financial years in
applying the Ôpremium cededÕ limit. Nor are connected reinsurers
aggregated in applying either limit.
Major cedants

12.3

(1)

Rule 9.27 requires every insurer which carries on general insurance business
to prepare a statement of its major cedants. The items to be included in that
statement are listed in rule 9.27(1). The statement is intended to inform the
reader of the returns of the major sources of the insurerÕs inward treaty
reinsurance business.
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(2)

A major cedant is any insurer from which the gross premiums written in
respect of the total business accepted under treaty reinsurances exceeds the
greater of:
(a)

5% of the total gross premiums written under all treaty reinsurances
accepted; or

(b)

2% of gross premium written from all sources;

for the current or any of the three immediately preceding financial years.
(3)

If two or more cedants are connected to each other, the above limits should
be compared to their total business. If either limit is exceeded all the
connected cedants should be considered major cedants and the items referred
to in (1) separately listed for each.
Connected companies

12.4

(1)

(2)

Rule 9.28 defines when insurers should be regarded as connected for the
purposes of rules 9.25 to 9.27. The need to define ÔconnectedÕ arises in two
contexts:
(a)

firstly, as explained in 12.1 and 12.3, in identifying major treaty
reinsurers and major cedants, reinsurers connected to each other and
cedants connected to each other are respectively grouped; and

(b)

secondly, one of the items to be disclosed in respect of each major
treaty reinsurer, major facultative reinsurer and major cedant is
whether (and, if so, how) it is connected to the insurer.

The test of connectedness differs somewhat for uses in 12.4(1)(a) and (b). In
both uses a person (i.e. individual or body corporate) and a body corporate
are considered connected if the person is:
(a)

a subsidiary undertaking of the body corporate;

(b)

a parent undertaking of the body corporate; or

(c)
a subsidiary undertaking of a parent undertaking of the b o d y
corporate.
(3)

In the use in 12.4(1)(b), a person and body corporate would also be
considered connected if one of them is controlled by the other or they are
both controlled by the same person. For these purposes a special definition
of control applies - see rule 9.28(2) and (3) which define ÔcontrolÕ for these
purposes.
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(4)

Both the above definitions of ÔconnectedÕ are subject to the exception that a
person and a body corporate are not to be considered connected if the
reporting insurer:
(a)

does not know; and

(b)

could not upon reasonable enquiry be expected to find out that the
connection exists.

(5)

Other than in the exceptional circumstance, the reporting insurer should
know of any connections between its reinsurers (or cedants) and itself or
insurers with which it is connected. However, the insurer making the return
may not in all cases be aware of connections between its reinsurers (or
cedants) where they are not in turn connected to the insurer. In order to
comply with the requirement to make reasonable enquiry, it will suffice for
the insurer making the return to refer to the latest available published
accounts or recognised industry reference document (provided that, in all
cases, the source to which reference is made has been published within
twelve months of the end of the financial year to which the return relates).
Alternatively the insurer may request any or all of its reinsurers (or cedants)
to provide details of their connected insurers. If no information is available
from acceptable published material, or obtained in response to a specific
approach to a reinsurer (or cedant), in the usual case, the obligation to make
a reasonable enquiry will have been satisfied. However, possible breaches of
the rules will be considered case by case.

(6)

The rules covered by the guidance in (1) to (5) do not apply in respect of
reinsurers who are members of the Society. For the purposes of preparing
the rules 9.25, 9.26 and 9.27 statements, all members of Lloyd's are taken as a
whole.
Nil returns

12.5

13.

(1)

Where there are no disclosable major treaty reinsurers, major facultative
reinsurances or major cedants, statement under rules 9.25, 9.26 and 9.27
should state that this is the case.
THE RULE 9.32/APPENDIX 9.5 STATEMENT: BUSINESS CEDED
Overview

13.1

The statement required under Appendix 9.5 should be prepared by all
insurers which carry on general insurance business. The statement is
intended to give an overview of the insurerÕs outward non-facultative
reinsurance protections. Its minimum contents are prescribed in paragraphs
1 to 5 of Appendix 9.5, which provide as follows.
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Paragraphs 1 & 2
13.2

(1)

Paragraph 1 requires a description to be given for each outward nonfacultative reinsurance contract entered into, or modified, during the
financial year. The description includes:
(a)

type of business covered by reference to risk groups;

(b)

type of cover; and

(c)

policy limits.

(2)

Refer to the text of paragraph 1 in Appendix 9.5 for a fuller description of
the disclosure required.

(3)

A contract is modified when the terms of the original contract are altered by
mutual agreement of the parties. The exercise by one party to the contract of
an option (e.g. to extend cover) which the other party has no right to refuse is
not a modification. The existence of the option should be included, if
material to an understanding of the policy, in the Ôtype of coverÕ description
given at the time when the policy was originally effected.

(4)

Information on contracts modified during the financial year need only be
given if, and to the extent that, the modification renders the information
originally disclosed either inaccurate or materially incomplete.
Modifications of contracts originally entered into prior to the first financial
year covered by the new returns need not be reported.

(5)

The lay-out and presentation of the information required by Appendix 9.5,
paragraph 1 is at the discretion of the insurers provided that is fairly
presented (see rule 9.11), legible and complete. In particular the information
may be presented, wholly or in part, in the form of a table or chart. However,
information on reinsurances which cover the same type of business for
similar periods of cover should be laid out together.
Paragraph 3(a)

13.3

(1)

This sub-paragraph requires extra disclosure for outward reinsurance
contracts which are subject to no, or a finite number of, reinstatements.
Where it is anticipated that claims arising from incidents which occurred
during or prior to the financial year will fully exhaust the reinsurance
(including all reinstatements) this should be disclosed.

(2)

Any reinsurance reported under Appendix 9.5, paragraph 1, whether in the
present or previous returns should be disclosed. The disclosure need only be
given once, i.e. if a particular reinsurance is reported under paragraph 3(a) it
need not be so reported under that paragraph in subsequent returns.
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Paragraphs 3(b) & (c)
13.4

(1)

These sub-paragraphs require extra disclosure where reinsurers representing
a 10% or more participation in any reinsurance have ceased to pay claims to
their reinsureds in full. This refers to where a reinsurer ceases to pay claims
in full, as they fall due, to all or substantially all of its reinsureds. It does not
require that the reinsurer should have actually refused to pay (in full) the
particular insurer preparing the return. Nor does it include situations where
the reinsurer is refusing to pay that particular insurer (e.g. due to a dispute)
but is continuing to pay the general body of its reinsureds.

(2)

The cessation of claims payment in full, referred to in (1), would typically
arise where the reinsurer is in liquidation, provisional liquidation, or is
paying less than 100% of claims under the provisions of a scheme of
arrangement, (or is subject to similar insolvency processes under the laws of
foreign countries). However it would also include situations where the
reinsurer was operating a claims-moratorium outside the protection of a
formal insolvency legal process.

(3)

Under these sub-paragraphs of Appendix 9.5 any reinsurance reported under
Appendix 9.5 paragraph 1 whether in the present or previous returns should
be disclosed.

(4)

The disclosure in (3) should identify the reinsurance contract and state the
participation in that reinsurance represented by reinsurers which have ceased
to pay claims in full, but it is not necessary to name those reinsurers. Once
this disclosure has been made for a particular reinsurance contract it need not
be repeated in subsequent returns unless, due to further reinsurers ceasing to
pay claims in full, the percentage has increased by more than ten percentage
points.

(5)

The percentage to be disclosed is the full percentage participation for a
reinsurer even if that reinsurer is still making partial payments on claims.
For example if ABC Reinsurance Co. has a 10% line on a reinsurance policy
and ABC is now paying claims at 60 pence in the pound, the full 10% should
be disclosed. The fact that 60 pence on the pound on that 10% participation,
is still being paid may also be disclosed, but there is no requirement to do so.
Paragraph 4

13.5

(1)

(2)

This paragraph requires disclosure of the insurerÕs maximum probable loss
(net of reinsurance) from:
(a)

any one contract; and

(b)

all contracts taken together.

Sub-paragraph 4(2) in Appendix 9.5 defines Ômaximum net probable lossÕ
(MPL). It, amongst other things, refers to any one incident or series of
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incidents arising from the same originating cause. This wording is intended
to require the aggregation of losses from a single incident or series of
incidents for reporting of MPL's where they would have to be aggregated for
the purpose of making recoveries on the company's (higher layers)
reinsurance. It is self-evident that all contracts taken together MPL cannot
be less than the any one contract MPL. It is also self-evident that both must
be non-zero or both zero.
(3)

The disclosure is required separately for each risk group or business
category, or part thereof in respect of which separate non-facultative
reinsurance cover has been obtained. The disclosure is required for a risk
group or business category even if no reinsurance has been obtained for that
risk group or business category.

(4)

The practice (adopted by some companies for the 1997 returns) of showing a
separate MPL for every non-facultative reinsurance policy is not correct and
often led to nonsensical disclosures. One, and one only, MPL on each of the
bases any one contract effected by the company and all contracts taken
together, should be disclosed for each group, business category or part
thereof as described in (2). This MPL should be net of all reinsurance
protecting the risk group, business category or part thereof.

(5)

The MPL should not be confused with the deductible or retention on the
companyÕs lowest level of reinsurance protection. It may only equal that
amount where (i) the maximum probable gross loss is not expected to
exceed the reinsurance protection; (ii) the reinsurance protection is fully
placed, i.e. no co-reinsurance; and (iii) recovery from the reinsurance
protection does not result in liability for additional premiums.
Paragraph 5

13.6

This paragraph requires that the split of reinsurance premiums (as shown on
Forms 21 and 24) for each accounting class between facultative and nonfacultative reinsurance be disclosed.

14.

FORMS 40 TO 45: THE LONG TERM BUSINESS REVENUE
ACCOUNT
Form 40
Different types of Form 40

14.1

(1)

Form 40 presents a revenue account for long-term insurance business. It
should be prepared separately for each long-term insurance business fund
maintained by the insurer. If there is more than one such fund for either
ordinary or industrial long-term insurance business a summary Form 40 for
ordinary or industrial long-term insurance business (as the case may be)
should be prepared. See rule 9.14(b).
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(2)

The separate Forms 40 for different funds and for the summary are
distinguished by the entry in the heading box ÔNo. of Fund/SummaryÕ.
Paragraph 4(2) of Appendix 9.3 specifies how this is to be completed.

(3)

For each with-profits fund paragraph 13 of Appendix 9.4 requires that the
appointed actuary include in his/her valuation report:
(a)

a revenue account for each such sub-fund in the format of Form 40
with a supplementary note stating the amount, if any, of investment
income relating to linked assets included in line 12; and

(b)

a statement of liabilities and margins in the format of Form 14 with a
supplementary note stating the amount, if any, of the increase or
decrease, as the case may be, in the value of non-linked assets;

where this information is not provided elsewhere.
(3A)

where the amount of the increase or decrease in non-linked assets has yet to
be allocated, paragraph 13.(2) of Appendix 9.4 requires enhanced disclosure
in Form 14 and the notes to Form 14.

(4)

It has been the practice of some insurers to provide:
(a)

Forms 40 for each sub-fund; and

(b)

the description of principles etc. as a supplementary note to those
forms;

within the Appendix 9.3 part of the return, which is signed off by the
directors and is subject to audit. Where this is the case the insurer should
also prepare a Form 40 for the whole fund. The Forms 40 for the sub-funds
should be distinguished by the entry in the heading box ÔNo. of part of fundÕ.
Paragraph 4(2) of Appendix 9.3 specifies how this is to be completed.
Relationships with other forms and between different Forms 40
(5)

The amounts included in the form for earned premiums, claims incurred and
expenses payable are to be derived from Forms 4 1 and Form 42 in
accordance with instruction 1.

(6)

Where an insurer decides to allocate to the long-term insurance business the
whole or any part of investment income and/or net capital gains arising from
assets not attributable to its long-term insurance business, both the income
and any associated investment management charges, must first be included in
the non-technical account (Form 16), with the amount to be allocated to the
long-term insurance business shown as a transfer at line 13 of Form 16, line
26 of Form 40 and in Form 58. See instruction 3.
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(7)

The amount shown for transfers to the non-technical account (line 26) should
agree with the equivalent amount disclosed at line 47 on Form 58 - see
instruction 4. However, if there is a net transfer into the fund, the entry at
line 26 will be negative, and by virtue of instruction 3 to Form 58 there will
be a positive entry in line 34, lines 15 and 47 remaining blank.

(8)

The amount of any transfer to and from other funds should be included in the
Form 40 of the transferee and transferor funds respectively at line 15 and
line 25 - see instruction 4.
Completion of the form

(9)

The instructions to the form specify the rules for its completion. These rules
differ in several respects from those which are used in the preparation of the
Companies Act accounts. The following table identifies for each line in the
form the most closely corresponding items from long-term insurance
business technical account specified in the Companies Act and describes
some major differences between the accounting rules for those items and for
Form 40.

Line in Form 40 Item(s) in the technical
Account

Major points of difference in
accounting treatment

Line 11- Earned II.1 Earned premiums
premiums

In preparing the technical account the
company may choose whether or not to
include the change in the provision for
unearned premiums under this item.
In Form 40 only the latter treatment is
acceptable, i.e. the change in unearned
premiums must be excluded. This is
also by far the more commonly used of
the two permitted treatments in the
technical account.

Line 12 Ð
II.2 Investment income,
Investment
(but excluding items II.2.(c)
income
and (d) - see below).
receivable before
deduction of tax

The items II.2(c) and (d) under the
heading investment income in the
technical account refer to value
re-adjustments and realised gains on
investments. In Form 40 no amounts
for gains or loss on investments should
be included in investment income.
The treatment in the returns of
tax borne on franked investment income
should be consistent with guidance
issued for the Companies Act accounts
by the Accounting Standards Board
and the Association of British Insurers.
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Line in Form 40 Item(s) in the technical
account

Major points of difference in
accounting treatment

Line 13 Ð
Increase (decrease)
in the value of nonlinked assets,
brought into account
Line 14 Ð
increase (decrease)
in the value of
linked assets

(1) The technical account includes all
investment gains and losses (realised
and unrealised). In Form 40 such gains
and losses (other than in respect of
linked assets) are only included to the
extent they are brought into account.
Form 40 includes all gains and losses in
respect of linked assets.

Line 15 Ð Other
Income

II.2.(c) Investment income
- value readjustments on
investments
II.2(d) Investment income
- gains on realisation of
investments
II.3 Unrealised gains on
investments
II.9(b) Investment expenses
and charges - value
readjustments on
investments
II.9(c) Investment expenses
and charges Ð losses on
realisation of investments
II.10 Unrealised losses on
investments

(2) In Form 40 the increase/(decrease)
in value shown includes the changes in
the valuation differences shown at lines
92 to 95 of Form 13 (for long-term
insurance business assets).

II.4 Other technical income,
net of reinsurance

Line 21 - Claims II.5 Claims incurred, net of
incurred
reinsurance
II.7 Bonuses and rebates,
net of reinsurance but only
to the extent that they are
cash bonuses (which do not
therefore increase technical
reserves).
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(1) In the technical account claims
incurred includes claims management
costs. In Form 40 these are to be
included under expenses payable not
claims incurred.
(2) In the technical account claims
incurred includes the change in the
provision for claims outstanding. In
Form 40 this change (except to the
extent it relates that part of the provision
not included in mathematical reserves)
is not to be included as it is already
taken into account in the movement of
the fund shown at line 39. The
mathematical reserves take into account
outstanding claims except where they
have already fallen due at the valuation
date.
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Line in Form 40 Item(s) in the technical
account
Line 22 Ð
Expenses
payable

Major points of difference in
Accounting treatment

(1) In the technical account net
operating expenses are adjusted to take
account of the change in the amount
carried forward for deferred
acquisition costs. In Form 40 all
II.9(a) Investment
acquisition expenses incurred during
expenses and charges Ð
the year should be included at line 22
investment management
and no amounts should be carried
expenses, including interest forward.
Claims management
costs included in
item II.5 above.
II.8 Net operating expenses

(2) Any interest payable included
in net operating expenses in the
technical account should be included in
Form 40 at line 23 not line 22.
Line 23 - Interest Interest included in item
payable before
II.9(a) above.Interest
deduction of tax included in item II.8 above.
Line 24 Ð
Taxation

II.12 Tax attributable to
long-term insurance
business

Line 25 Ð
Other
Expenditure

II.11 Other technical
charges, net of reinsurance
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Line 26 Ð
Transfer to
(from)nontechnical
account

II.12 Allocated investment The main reasons for differences
return transferred to (from) between the amounts transferred to the
the non-technical account
non-technical account and the technical
account are typically II.13 Balance on the
technical account - long(1) the deferral in the technical account
term insurance business
of acquisition expenses;
(2) the transfer in the technical account
of amounts to or from the fund for
future appropriations;
(3) valuation differences as between
mathematical reserves in the return and
technical provisions in the technical
account; and
(4) investment gains not brought into
account in Form 40.

Line in Form 40 Item(s) in the technical
account

Major points of difference in
accounting treatment

Line 39 Ð
II.7 Bonuses and rebates, These items are not directly comparable
Increase in fund net of reinsurance but only as different valuation rules apply in the
returns and Companies Act accounts.
in financial year to the extent that they
increase the technical
provisions
II.6 Change in other
technical provisions, net of
reinsurance, not shown
under other headings
II.12a Transfers to or from
the fund for future
appropriations

Supplementary notes
(10)

Eight supplementary notes are specified to Form 40:
(a)

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 Appendix 9.1; [Code 4001]
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(b)

particulars of the amounts included at lines 15 and 25 for other
income and other expenditure should be stated - see instruction 2 to
the form; [Code 4002]

(c)

particulars of the amount of any investment income and/or net capital
gains allocation included at line 26 in Form 40 should be stated - see
instruction 3 to the form (and also 14.1(11)); [Code 4003]

(d)

a specification of any transfer of reserves associated with a transfer of
contracts from one fund to another should be stated - see instruction 4
to the form; [Code 4004]

(e)

unless already stated in a note to Form 16, the bases of conversion
adopted in respect of foreign currency for income and expenditure
should be stated - see paragraph 5(2) of Appendix 9.1; [Code 4005]

(f)

where a insurer maintains more than one long-term insurance
business fund, it should state the principles and methods applied to
apportioning the investment income, the increase or decrease in the
value of assets brought into account, expenses and taxation between
the different fund - see paragraph 4(1) of Appendix 9.3; [Code 4006]

(g)

[Deleted]

(i)

where arrangements have been in force during the financial year for
the provision either by or to the insurer of management services, this
fact should be stated together with the name of the other party (to
whom or from whom such services were provided or received) - see
paragraph 5 of Appendix 9.3. This statement is only needed where a
substantial part of the day-to-day administration of an insurer is
undertaken by another company or vice versa. Note that where the
arrangement is between two insurers, the directors will need to
consider very carefully the form of their certificate under Appendix
9.6, Part I paragraph 4(e). [Code 4008]

Forms 41 to 45
Completion of the forms
14.2

(1)

Forms 41 to 45 should be prepared separately for each fund and sub-fund for
which a Form 40 is prepared and also (except for Form 45) in summary
where a summary Form 40 is prepared - see rule 9.23. These forms
supplement Forms 4 0 . Form 41 provides an analysis of premiums and
expenses, Form 42 of claims, Form 43 a summarised balance sheet for
internal linked funds, Form 44 an aggregate revenue account for internal
linked funds and Form 45 supplementary information on internal linked
funds.
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(2)

Instruction 2 to Form 41 provides for the reporting of repeated or recurrent
single premium business as regular premium business. The purpose of this is
to differentiate business which may be expected to produce an ongoing
premium income for the insurer (regular premium) from business which is
one-off in nature (single premium). It is typical of regular premium business
that the office will issue a renewal notice for the expected amount of
premium, albeit that the policyholder may have a contractual right to pay a
different amount, or nothing at all. Another characteristic might be that
premium collection is by a direct debit or other payment order. Contracts set
up to receive minimum contributions from the Department of Social Security
should be treated as single premiums. This differentiation between single
and regular premiums used in Form 41 should also be used in Form 46 and
Form 47, and the total single premiums on Form 41 should equal that for
Form 47 - see 15.6(2).

(3)

The instructions to the forms provide, amongst other items, for:

(4)

(a)

the reporting of industrial assurance claims incurred on survival in
respect of periodical benefits as surrenders (Form 42);

(b)

the reporting of derivative contracts (Form 43);

(c)

the elimination of cross-investment between internal linked funds
(Form 44);

(d)

the separate disclosure of gross units created and gross units cancelled
in internal linked funds (Form 44) so that turnover can be monitored.
Each dayÕs movements may be netted or recorded as two separate
entries, one positive and one negative, as is administratively
convenient; the total net positive and negative movements will be
recorded on lines 11 or 21 as appropriate; and

(e)

the method of disclosure of the provision for capital gains tax on
unrealised and realised capital gains in internal linked funds and of
the valuation price of units in internal linked funds (Form 45).

In addition to the above the following points should be noted:
(a)

the differentiation between UK contracts and overseas contracts
(Forms 41 and 42) must be in accordance with paragraph 3 to
Appendix 9.3. The definition does not correspond with the
definitions of overseas life assurance business for Inland Revenue
purposes;

(b)

the earned premiums shown in Form 41 should include that part of
the premium which was or will be recoverable from the Inland
Revenue;
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(c)

the expenses shown in Form 41 should be those which relate only to
the company's long-term insurance business. Those relating to the
company's other business cannot, by virtue of rule 3.2(1)(a) (subject
to the exception in rule 3.2(1)(b), be paid out of the long term funds
and must therefore be shown in the general insurance business
technical account (Form 20) or the non-technical account (Form 16);

(d)

In dividing management expenses between lines 43, 44 and 45 of
Form 41:
(i)

costs of a non-recurring nature, such as those incurred in
developing new systems, new premises, or the costs of
corporate restructuring, should normally be reported in line
45;

(ii)

the costs incurred in writing new business (or in obtaining
incremental (but not indexed) premiums on existing business),
such as underwriting, policy issue, setting up (or amending)
records and the maintenance and development of the sales and
marketing organisation should be reported at line 43; and

(iii)

the balancing item will be expenses related to the ongoing
costs throughout the year of maintaining the business in force
(including any investment management costs) and should be
reported in line 44; and

(e)

commission payable to employees of the insurer whose job is to sell
policies should be included under management expenses (lines 43 and
44 of Form 41). On the other hand any commission payable to
employees who sell policies on a casual basis should be included
under Commission (lines 41 and 42) along with that paid to other
intermediaries and to cedants;

(f)

all assets held within internal linked funds must be included in Form
43, even if their value exceeds the amount at the unit liability, cf.
paragraph 3.6 of Guidance Note 4.4. Note: the Valuation of Assets
Rules apply in full to these excess assets (see rule 4.1(2));

(g)

The figures shown in column 2 of Form 45 shall be those appropriate
at the end of the financial year, net of any indexation allowances.
Each percentage shown in column 3 shall be the appropriate figure
shown in column 5 of Form 43 expressed as a percentage of the
appropriate figure in column 2 of Form 45; and

(h)

The figures shown in column 4 of F o r m 45 shall be the total
deductions made from each fund for the financial year in respect of
tax on realised capital gains (as included in line 24 of Form 44)
expressed as a percentage of the taxable net realised capital gains
arising in the period.
263

21 June 2001

Supplementary notes
(5)

(6)

15.

Three supplementary notes to Form 43 are specified:
(a)

the basis on which assets have been valued should be stated - see
instruction 1; [Code 4301]

(b)

the aggregate value of rights and liabilities, both gross and net of
variation margin, under derivative contracts should be stated - see
instruction 2; and [Code 4302]

(c)

certain specified details on the netting of the liability to repay
variation margin on derivative contracts (and contracts having the
effect of derivative contracts) should be stated - see instruction 3.
[Code 4303]

Two supplementary notes to Form 44 are specified:
(a)

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 Appendix 9.1; and [Code 4401]

(b)

particulars of items reported as other income or other expenditure on
Form 44 should be stated - see instruction 2. [Code 4402]

FORMS 46 TO 61: THE ABSTRACT OF THE ACTUARIAL
VALUATION
Overview

15.1

(1)

Appendix 9.4 prescribes the format of the abstract of the report of the
appointed actuary on his investigation into the financial condition of the
long-term insurance business, required under rule 9.4.

(2)

The preamble to Appendix 9.4 provides for certain provisions to be applied
to the report from Appendix 9.1 and Appendix 9.3. These include the
requirement that supplementary notes to forms shall be separate statements
and not footnotes, the method for completing the identification boxes on the
forms, the treatment of currencies other than sterling, negative numbers
within round brackets, dealing with differences between brought forward
numbers and last yearÕs return, and the definition of UK and overseas
contracts. More information on these can be found in the notes relating to the
relevant appendix. The appointed actuary should note that throughout the
appendix and in these notes, references to ÔsurrenderÕ should be taken to
include all similar expressions, including transfer as applied to pension
contracts. The preamble also requires that the answers provided by the
appointed actuary be numbered to accord with the numbers of the
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corresponding paragraphs. This instructions is also intended to apply to the
numbering of the sub-paragraphs.
(3)

Paragraph 3 of Appendix 9.4 refers to the requirement that the valuation is
conducted so that the liabilities conform to rule 5.6. Sufficient information
should be provided within the report to enable the FSA to form a view, and in
particular that the reserves meet each of the minimum standards required
under rules 5.7 to 5.17 of those rules. It is not normally necessary to supply
detailed supporting information, except where otherwise stated in these notes
or in the rules.

(4)

The preamble to Appendix 9.4 also defines the report period in terms of the
period since the last investigation under rule 9.4. Paragraph 2 also requires
the date of this last investigation to be given. This relates to any investigation
under the section, which includes any interim valuation for publication or
distribution of profits which has been fully dealt with under the requirements,
but does not apply to any informal valuation, nor normally to one produced
pursuant to an actuarial investigation required by the FSA under its own
initiative powers.

(5)

Certain paragraphs of Appendix 9.4 relate exclusively to non-linked
contracts (e.g. paragraph 4), some are related exclusively to linked contracts
(e.g. paragraph 5), while others relate to both types of contract. The
definition of a linked contract includes any contract under which linked
benefits as defined rule 2.3(4) are provided. This includes a number of types
of contract not traditionally regarded as linked (e.g. RPI-linked annuities) see Guidance Note 4.4 for further guidance. Except where there are specific
requirements to do otherwise, a contract with both linked and non linked
benefits is to be treated as a linked contract.
Paragraph 4 - non-linked contracts

15.2

(1)

Paragraph 4 of Appendix 9.4 requires specific information to be given in
respect of two types of non linked contract. Accumulating with profits
policies which are to be reported under sub-paragraph (1)(a) of Appendix
9.4. Broadly speaking these are policies of the type sometimes known as
unitised with-profits, but the definition is slightly broader. First, it is not
necessary that the benefits are in any way ÔunitisedÕ for the definition to
apply. In particular, any with profits deposit administration contract would
normally fall within this definition. Further, most recurrent single premium
with profits contracts are also likely to fall within this definition. It is not
considered that a traditional single premium with profits policy falls within
this definition where the guaranteed benefit is fully expressed in terms of the
amount payable at maturity if that sum is not explicitly related to the
premiums, and more importantly to any additional premiums which may be
allowed under the contract. Contracts where there is doubt should be
reported under this heading.
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(2)

Sub-paragraph 4(1)(a)(i) of Appendix 9.4 requires the description of all
deductions from the current benefit used in determining values under the
policy. This will include all charges fixed under the policy, as well as any
discretionary charges permitted. In particular, where there is a provision for a
Ômarket value adjustmentÕ or a similar deduction, this should be disclosed in
terms of when it might apply. This does not refer to when it is in practice
being applied.

(3)

Sub-paragraph 4(1)(a)(ii) of Appendix 9.4 requires the description of how
any discretionary adjustments such as are covered in (i) have been applied if
the determination of the mathematical reserves (excluding any reserves
under rule 5.17 including a resilience reserve) has taken credit for these
adjustments. Where there are powers to vary an adjustment which is laid
down in the policy (as may be the case with initial or capital units), but the
insurer has not exercised its discretion to vary these adjustments from the
levels prescribed in the policy, this need not be considered as triggering this
sub-paragraph. Where any discretion has been exercised in respect of a
charge taken credit for in the valuation, or where the charge is provided for
but no level is specified in the policy, then it is necessary to describe all such
discretionary charges levied in the report period.

(4)

Paragraph 4 of Appendix 9.4 also requires specific information in respect of
a further class under sub-paragraph (1)(b) of Appendix 9.4 which is intended
to include policies of the type known as deposit administration, unless they
are with profits policies, which should be included under (a). Sub-paragraph
(1)(c) of Appendix 9.4 covers any other types of non linked policy not
covered under (a) or (b) which require amplification of the entry in Form 51.
This will include any contracts which have any supplementary guarantees or
options which the appointed actuary considers to be significant.

(5)

All sections of paragraph 4 of Appendix 9.4 require information to be
supplied on any material options. ÔOptionsÕ should be interpreted widely,
though it is for the appointed actuary to decide what is material. An option
to surrender on guaranteed terms, or to convert on guaranteed terms to
another form of benefit, or to increase benefits without evidence of health,
should generally be considered material. Guarantees on interest rates include
both fixed guarantees and guarantees which may be related to some external
reference rate. Guaranteed surrender values may similarly be guaranteed by
amount or by reference to some formula.

(6)

Sub-paragraph (2) of Appendix 9.4 provides an exemption from the
disclosure requirements of sub-paragraph (1) but only where both of
conditions (a) and (b) are satisfied.
Paragraph 5 - linked contracts

15.3

(1)

Paragraph 5 of Appendix 9.4 provides for information to be supplied on
linked contracts. Similar considerations to those described in 15.2, and in
particular15.2(5), in relation to paragraph 8 of Appendix 9.4 apply also to
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this paragraph. Paragraph 5.2 of Appendix 9.4 requires any with profits
option to be reported as under paragraph 4(1)(a) of Appendix 9.4.
(2)

Paragraph 5(4) of Appendix 9.4 requires the disclosure of the methods used
in creating and cancelling units and in their allocation to and de-allocation
from policies. This requirement should include information on the basis of
valuation of assets and how it is selected (for example, offer basis for net
creations of units and bid basis for net cancellations), including the timing of
the asset valuation used in respect of such operations in relation to the time at
which both the operation is decided upon and effected. When at any one time
different pricing bases may apply to different policies, then details of the
circumstances which give rise to the difference should be provided. Where
assets are units in collective investment schemes or similar assets, particular
reference should be made to precisely what price is used, and the relationship
between the last opportunity to deal at that price and the time of the
valuation. In summary, the FSA should be provided with sufficient
information to demonstrate that incoming, outgoing and continuing
policyholders are treated equitably. It will be acceptable for reference to be
made to compliance with published guidance to the extent that such guidance
covers the above issues.

(3)

The information under paragraph 5(5) of Appendix 9.4 should include the
treatment of any tax on notional realisations where provision for these is
made under the Taxes Acts. In particular, reference should be made to
whether the liability for such tax, when it falls due, is retained within an
internal fund, or has been transferred out of that fund in exchange for a tax
deduction. The rate of such tax deduction should be stated.
Paragraphs 6 to 12 - bases, principles, methods etc.

15.4

(1)

(2)

When providing the information on the general principles and methods
adopted in the valuation under paragraph 6 of Appendix 9.4, the appointed
actuary should provide sufficient explanation to enable the FSA to take a
view, in relation to the issues specifically referred to in paragraph 6(1), on
the adequacy of the reserving basis in relation to rules 5.6 to 5.17. Where the
appointed actuary has not undertaken any specific tests implicit in the points
raised in paragraph 6, as he considers the margins in his basis are already
sufficiently large to meet each of the minimum requirements of rules 5.7 to
5.17 and of rule 5.6, he should indicate this either directly or indirectly; he
should, however, justify his basis if it is not self-evident that there are
sufficient margins. The appointed actuary should include broad details of
the type of investigations he has conducted to meet the requirements of
professional guidance in respect of sub-paragraph (1)(b) of Appendix 9.4.
Rule 5.17 requires the appointed actuary to take into account the nature and
term of the assets and the value at which these have been brought into
account when determining the appropriate provision against the effects of
possible future changes in the value of the assets on their adequacy to meet
the liabilities. If the assets in Appendix 9.4 are brought in at book values
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below the values in accordance with Form 13, and in determining the
provision under this rule the appointed actuary has had regard to this fact,
paragraph 6(2) of Appendix 9.4 requires a statement to this effect. This
applies also when the basis of the provision made for any prospective
liability for tax on unrealised capital gains is determined in the context of
assets taken at their book value rather than their Form 13 value.
(3)

Paragraph 7(3) of Appendix 9.4 requires reference to how the tables of
mortality and morbidity assumed have regard to the State of commitment.
This is a reflection of the requirements of the Third Life Directive, and if the
appointed actuary has determined that the degree of variation of mortality or
morbidity between states does not give rise to a material effect in the
valuation, it is sufficient for this to be stated.

(4)

Paragraph 7(4) of Appendix 9.4 requires details of any allowance made for
future reductions in the rates of mortality in tables used in valuing annuities.
Many such tables have a built-in allowance, and it is not necessary for the
appointed actuary to give explicit details of this allowance if the table is in
common usage in the United Kingdom. To the extent that the appointed
actuary has determined to make additional allowance to that intrinsic to such
a table, he should give details. This includes the making of an adjustment to
the table which is intended to allow for future reductions, but does not
include any adjustment made in respect of reductions already evidenced at
the relevant date.

(5)

Paragraph 7(5) of Appendix 9.4 will include any allowance made for the
effects of the Human Immuno-Deficiency Viruses, but is not necessarily
limited to those viruses. It does not require the appointed actuary to make an
allowance for any particular change, but to disclose any allowance he may
have made.

(6)

Paragraphs 7(6), (7) and (8) of Appendix 9.4 cover the requirements of rule
5.17. Paragraph 7(6) requires only a description of the various scenarios
tested and identification of the most onerous of those scenarios. It does not
require the results of such scenarios to be stated. It should be noted that
currency variations are included in this requirement.

(7)

It is not always straight-forward to divide the reserve under rule 5.17(a) from
that under rule 5.17(b). Reserves under rule 5.17(b) will often exceed those
under rule 5.17(a), particularly where there is a significant volume of withprofits business, and in this case, if the conditions giving rise to the
envisaged change in the value of assets embrace those tested under rule
5.17(a), it is sufficient to state this in paragraph 7(7) of Appendix 9.4.
However, it is not necessarily the case that the most onerous conditions under
rule 5.17(b) allow for all the effects under rule 5.17(a), and the response to
paragraph 7(7) of Appendix 9.4 must make clear to what extent the reserve
under rule 5.17(b) is taken into account.
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(8)

The information required under paragraph 7(8) of Appendix 9.4 is only in
respect of that scenario tested which gives rise to the greatest requirement,
but it applies even if the reserve required is zero. If no scenario gives rise to
an additional reserve, the most onerous scenario is that which allows the
smallest reduction in reserves, whilst the basis remains consistent with the
rules. Sub-paragraph (8)(a) of Appendix 9.4 requires any changes in
assumptions, excepting only the interest rate, to be described. This includes,
for example, the introduction of a zillmer adjustment within that permitted in
the rules, the application of any adjustment to accumulating with profits
policies reserves to reflect discretionary charges on surrender, the reduction
of bonuses allowed for in the valuation, or any other change in assumptions
whether explicit or implicit. Sub-paragraph (8)(b) requires a description of
the method used in determining the requirement. This should only to be
sufficiently detailed to enable the FSA to understand the techniques
employed, any changes in the hypothecation of assets to liabilities, assumed
changes in the exercise of discretion, and other changes outside the valuation
basis or otherwise.

(9)

The additional information to be provided in paragraph 8(d) of Appendix 9.4
(where the contracts do not fall within the circumstances of the proviso) must
be sufficient to constitute the required demonstration. The information could
take several different forms. For example the requirement would usually be
met if the results of a net premium valuation for each of the relevant main
categories of contract in the format of Form 51 or 52 were given, specifying
the valuation rates of interest and mortality used, the zillmer adjustment and
any other relevant information. Where a full net premium valuation has not
been made, the requirement could be met by a comparison of specimen
reserves for each of the main categories of contracts for various ages and
durations on the basis used by the appointed actuary in his report and on an
appropriate net premium basis (specifying particulars of the basis as above)
together with information about the distribution of the business in the form of
appropriate weightings. In principle a method of demonstration which
involved sampling could also be acceptable.

(10)

The information to be supplied in paragraph 9 of Appendix 9.4 should
normally include the expenses of administration per policy for each policy
type, the rate of future inflation, and the rate of unit price growth (both gross
and net of any relevant taxation, but before management charges) assumed in
the valuation/test and the extent to which account has been taken of any
increases in management charges, including those increasing with reference
to a published index, which are allowed under the terms of the policy. Other
parameters will normally include the mortality and morbidity rates and the
rate of interest earned on sterling reserves assumed in the valuation/test.

(11)

Paragraph 10 of Appendix 9.4 is intended to identify the contribution
towards future management expenses derived from the assumptions made by
the appointed actuary in the valuation basis for meeting future expenses. It
is a request for statements of the actual results of applying the valuation
basis. Thus sub-paragraph (1) requires a description of the rates of inflation
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assumed and how inflation is allowed for in the valuation. Sub-paragraph (2)
calls for the aggregate amount of expense contributions over the first year,
with a general description of the sources, whether they be differences
between net premiums and office premiums, or explicit allowances in the
basis. Where with profits business valued on a net premium basis is
concerned, it is not necessary to determine a precise split between the amount
set aside for expenses and that for future bonuses. It is sufficient for the
appointed actuary to describe the amount he considers appropriate to set
aside for expenses on the basis of information readily available at the time.
There should be a correlation between the amount disclosed by the appointed
actuary and the figure included in line 44 of Form 41.
(12)

Sub-paragraph 10(3), of Appendix 9.4 requires a description of the method
and details of the basis used to calculate whether there is a need for a reserve
in respect of continuing to write new business. This will require general
statements as to the levels of business assumed for this purpose (perhaps in
relation to that written the previous year), and broad assumptions as to costs
(such as stating that he has assumed the continuation of the previous yearÕs
costs plus inflation, or by stating that he has used company budgets), product
terms (such as stating the appointed actuary has assumed the continuation of
the products on offer at the relevant date, or that he has reflected changes
made after the relevant date but before the date of the certificate) etc. It does
not require identification of explicit items in monetary terms, nor details of
the precise assumptions. This is similarly true of sub-paragraph 10(4), where
for example the appointed actuary might disclose that redundancy costs
have been taken into account, if such be the case, or the costs of terminating
management agreements, but not the amount of such costs.

(13)

Paragraph 11 of Appendix 9.4 is a requirement to identify the extent of
currency matching. The requirement is driven from the liabilities, and
requires the liabilities included within the actuarial certificate (which
includes liabilities in respect of deposits received from reinsurers), but
excluding property-linked liabilities, to be analysed by currency. The assets
reported as matching these liabilities, which should correspond with those
reported for the same liabilities in other matching schedules within the
returns, are similarly to be analysed by currency. The de minimis exemption
for 2% of the liabilities is intended to avoid unnecessary detail for small
exposures, but the degree of mismatching still needs to be given. This
mismatching should be taken as the sum of all liabilities reported in the other
currencies heading matched by assets in other currencies divided by the total
liabilities under that heading. This figure should be given as a percentage and
to the nearest whole number.

(14)

The information on reinsurance required under paragraph 12 of Appendix
9.4 is largely self explanatory. It is acceptable for the appointed actuary to
aggregate arrangements with a single reinsurer that are similar in nature. The
requirements under paragraph 12(3) relate to both facultative and treaty
reinsurance. The definition of a financing arrangement is intended to be
wide and may include arrangements with non-insurance companies. It is
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likely that many original terms reinsurances with advanced commissions will
constitute financing arrangements. Financing arrangements cease to be such
once all elements of the financing have been repaid, earned or otherwise
reduced to zero. The appointed actuary should exercise reasonable
discretion in reporting under this heading, particularly in relation to
facultative business. It is acceptable where the financing arises from
facultative reinsurances under a common overall agreement as to the general
terms, for a grouped figure to be provided for the agreement, rather than for
each contract.
Paragraphs 13 to 16 - profit distribution
15.5

(1)

Where, in accordance with paragraph 13 of Appendix 9.4, a revenue account
for a particular part of a long-term insurance business fund is included in the
abstract of the appointed actuary's report, analyses of premiums, expenses
and claims in the format of Forms 41 and 42 are not required. The appointed
actuary should provide information on the principles and methods applied in
apportioning various items in any such revenue account included in
Appendix 9.4, and in any revenue account of a with-profit sub-fund which is
given in Appendix 9.3 where the principles and methods of apportionment
are not disclosed in that Appendix.

(2)

Paragraph 14 of Appendix 9.4 is intended to supply sufficient information to
enable the FSA to understand the criteria used in setting bonus rates. Subparagraph 14(1) is a widened version of the previous requirement. It is
important the information which is derived from each of the sources is
identified, and if the various sources differ in any respect, the information
must be identified by source. In this context 'advertisement' has a wide
meaning, and should include any sales and marketing literature. The
references to policies issued by the insurer, and to advertisements, should be
taken to mean any policy still in force, or any advertisement issued in a
period from which with profits policies are still in force. It is not necessary to
refer to policies which no longer exist. Sub-paragraphs 14(2) and (3) are
intended to describe in broad terms how the bonus scales are arrived at.
Although an answer that the distributions are based upon asset shares might
be acceptable, it is necessary to indicate the approach to smoothing which it
is intended to apply, the particular application to deaths and maturities, and
the extent to which any ÔchargesÕ on asset shares are applied to maintain
equity between classes or generations. The descriptions of the method should
include any items excluded from or charged to any asset shares if that is the
basic method.
Paragraphs 17 to 19 - Forms 46 to 49

15.6

(1)

In Forms 46, 46A, 47 and 47A, the term Ôannual premiumsÕ refers to the
total amount of premium payable, under the terms of the contract, each year.
In Forms 46 and 47 any contract which consists of a combination of
different types of insurance (as defined by instruction 5 to Form 47) is to be
treated as a number of separate contracts each dealing with one of the
271

21 June 2001

different types of business so combined. The amounts by which the total
number of contracts shown on each of the forms exceed the total number of
contracts to which the forms relate should be stated by way of a
supplementary note. In determining whether or not a contract consists of a
combination of different types of business, the appointed actuary should
exercise his discretion in interpreting differences in the same way as for
Forms 51 to 54. Where the information given in Forms 51 to 54, together
with any additional information required by Instruction 10 regarding the
number of contracts does not enable a reconciliation to be made with the
information supplied in Form 46, an explanation should be given. The
instruction in respect of hybrid linked contracts should be interpreted in
accordance with the definition in rule 10.1. In Form 47, any contract which
falls within more than one of the categories described in instruction 6 shall be
shown only once, in the most appropriate category.
(2)

Attention is drawn to the instructions to Forms 46 and 47 in respect of
regular premium and recurrent single premium contracts, and in respect of
increases to existing contracts. It is essential that consistent treatment of
individual contracts is adopted between Forms 46 and 47, and that all new
business is reported under some heading within Form 47. Contracts set up to
receive minimum contributions from the Department of Social Security
should be treated as single premium business. Additional single premiums
paid in respect of existing individual contracts should be shown separately
from new business in Form 47. In Form 47, a single premium contract
where there is a likelihood that there will be future premiums, but which do
not meet the definition of regular premium contracts because their level of
premiums is not defined, should be considered as not having an expectation
of continuing premiums at regular intervals, and therefore be included within
the single premium categories. (See also 14.2(2)).

(3)

In Forms 48 and 49 the element of accrued interest or income in respect of
any asset is required to be allocated to that asset class. Thus any accrued
income on a government stock shall be reported under approved securities,
and not under other assets. The yields required should be calculated with the
value of the stock including this accrued interest or income element, but with
full credit for the whole interest payment being taken in the expected
receipts. Separate forms should be produced if and only if funds have assets
separately appropriated. The treatment of tax borne on franked investment
income should be consistent with guidance issued by the Accounting
Standards Board and the Association of British Insurers. A supplementary
note to the forms is needed where for any asset the payment of interest is in
arrears. It should state the treatment of expected income from any such asset
and the amount of the interest involved. See paragraph 6 to Form 48.

(4)

The required statements in respect of derivatives under paragraph 19 of
Appendix 9.4 the appointed actuary should follow the same principles as are
described in 6 in respect of asset values. It is not generally necessary to
quantify the changes in yields on Form 48 which would arise. A broad
description would normally suffice, unless the options concerned have the
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effect of locking in particular yields not immediately identifiable from the
description. Where, and to the extent that, the information provided by the
insurer under rule 9.29 is sufficiently complete to answer this requirement, it
is sufficient for the appointed actuary to refer to that information in the
return.
Paragraph 20 - Forms 51 to 56
15.7

(1)

The aggregate of the amounts standing to the credit of policy holders'
accounts should be shown in column 5 of Form 51 for non-linked, non profit
deposit administration schemes, and should be distinguished from any other
measures of benefit shown in that column for such contracts.

(2)

In Forms 51 to 54, wherever different rates of interest are used, the results
should be shown separately.

(3)

In Forms 53 and 54, if discounting applies to any type of contract, then
columns 11 and 12 must be completed for all contracts. Column 12 may be
left blank only if there is no discounting at all for that valuation summary. In
Form 53, details of units which are discounted at different rates of interest
(e.g. capital and accumulation units) should be shown separately.

(4)

Where a linked contract includes non-linked benefits except where there are
accumulating with profits benefits, these should be shown separately on
whichever of Forms 5 3 or 54 includes the linked benefits. Where
accumulating with profits benefits are included, the treatment should follow
instruction 12, and other non linked benefits may be included with either the
linked or accumulating with profits benefits, provided the treatment is
disclosed in the note required under instruction 12.

(5)

Within Forms 51 to 54 it is required to report separately under instruction 10
combinations of different types of insurance. The Appointed actuary is
required to determine when such different types of insurance are present in
one contract. If he considers that such separate reporting would be
misleading, or would not materially alter the amounts reported under each
type of insurance, due to the trivial nature of one or more types of insurance
in a contract, this would be an indication that there may not, in practice, be
more than one type of insurance present. This is not likely to be the case,
however, where supplementary benefits of a different class of business under
Annex 10.1 to Chapter 10 of the rules are concerned. For this purpose, it
should be noted that non linked benefits under a linked contract still fall
within class III.

(6)

Risk premium reinsurance may be aggregated, separately for, and shown as a
separate class in Forms 51, 52, 53 and 54 respectively. Where risk premium
reinsurance applies to a contract which is split between forms, the risk
premium reinsurance should be reported on the same form as the benefits to
which it applies. Where it is not possible to do this, the reason shall be given
in a supplementary note, and the treatment shall be described.
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(7)

Note the proviso to instruction 6 to Forms 51-54, which allows duplicate
data on reassurance ceded to be aggregated. A similar easing of reporting
requirements is provided by instruction 7 to Form 55 in respect of unit
liabilities wholly reinsured. However in this case paragraph 20(3) requires a
statement that rule 7.2 has been complied with.

(8)

Valuation summaries for sub-funds for which surpluses are required to be
determined under rule 9.4, and valuation summaries for non-linked,
accumulating with profits, property linked and index linked business should
be treated as separate for the purpose of Instruction 15 for the completion of
Forms 51 to 54.

(9)

The relationships between Forms 55 and 56 and the related items in
Appendices 9.1 and 9.3 are important. Considering first Form 55 (property
linked), Form 13 line 59 which shows assets matching linked liabilities does
not necessarily include the assets backing the surplus units in Form 55. See
5.4(15). Where the reconciliation between the amounts shown in Form 55
and line 59 of Form 13 is not readily apparent it should be described in a
supplementary note to Form 55. Also, Form 55 should, where appropriate,
correspond with the assets in Form 43, which includes all assets in an
internal fund, and reconciliation with that form should be readily apparent.

(10)

Similarly for Form 56 (index-linked) the assets shown do not necessarily
correspond with those shown in line 58 of Form 13. See 5.4(15). Where the
reconciliation between the amounts shown in Form 56 and line 58 of Form
13 is not readily apparent it should be described in a supplementary note.
Note, also, that Form 56 represents holdings of assets, not liabilities, and that
the long-term liability represented by the mathematical reserve on Form 54
should not be entered on the form. Form 56 recognises that index-linked
liabilities will often be matched by derivative or quasi-derivative instruments,
the nature of which may contain elements both of asset and of liability and
this is reflected in the heading to the form and in column 2.

(11)

For both Forms 55 and 56 the appointed actuary should include a note of
any circumstances which make the natural relationships break down (e.g.
particular tax treatments).

(12)

Where unit liabilities are reassured and deposited back with the ceding
insurer, the amounts deposited back are to be treated in accordance with
paragraph 20(2) of Appendix 9.4 in all respects as though they are unit
liabilities.
Paragraph 21 - Form 57

15.8

(1)

Paragraph 21 of Appendix 9.4 refers to Form 57 and requires the forms
submitted to cover all long term liabilities except unit liabilities in respect of
property and index-linked benefits, CGT reserves and unit liabilities
deposited back for linked contracts. The intention of the form is to identify
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suitable blocks of assets which can notionally be allocated to cover each
block of liabilities. Note that there is no provision that the form must include
all of the non-linked assets in Form 13. However, the assets covering any
resilience or mis-matching reserve (rule 6.17) should be included, generally
on the balance form provided under instruction 6. For each form completed,
the total assets for the valuation entered at line 29, column 1 should be equal
to the liability entered at line 33, column 1.
(2)

An analysis of the same assets and liabilities in (1) is also required under the
most onerous scenario identified by the appointed actuary in sub-paragraph
7(6) of Appendix 9.4. Column 3 re-values the assets included in column 1
on the assumptions of the resilience scenario; column 4 shows the value of
any assets notionally re-allocated to the block of liabilities in order that they
are still covered under the resilience scenario; and columns 5 and 6 show the
new re-allocation in total. For each form completed, the total assets for the
valuation entered at line 29, column 5 should be equal to or greater than the
liability entered at line 33, column 5. In most circumstances, one would
expect the assets allocated to the resilience reserve and included on the
balance form under the valuation to be re-allocated so that this liability and
its matching assets disappear from the balance form under the resilience
scenario.

(3)

The instructions to Form 57 require separate forms to be prepared among
other reasons for each rate of interest used in the valuation. However, in
respect of Instruction 5, where a contract or group of contracts is valued at a
lower rate of interest to reflect an implicit margin for expenses described in
the abstract, or to reflect an implicit provision for future bonuses, then they
may be amalgamated with contracts valued at the higher rate without such
implicit margins, and reported as if valued at the higher rate. Where this has
been done, a supplementary note should record this. Instruction 5 also
provides for contracts valued at a lower rate of interest to be grouped
together with those at a higher rate, provided that the rationale for doing so is
explained in a note. Note, however, that it is not acceptable to combine the
separate forms required by instructions 2 and 3. Where more than one form is
provided for a particular rate of interest, a supplementary note should identify
the contracts included in each form. The totals under the resilience scenario
recorded in column 5 shall be those under the scenario which is most onerous
and is the subject of paragraph 7(8) (see 15.4(6)).

(4)

In relation to the risk adjustments disclosed in answering paragraph 21 of
Appendix 9.4, it is not necessary to disclose these for individual assets, nor
to provide any individual justifications for the adjustment. The appointed
actuary should supply such justification to the FSA if it is not clear the basis
upon which the adjustment was determined.
Paragraph 22 - Form 58

15.9

(1)

When an insurer records a transfer to the non-technical account or to another
fund or part of the fund in a revenue account (Form 40) for a particular
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period, the amount of which has been derived from a valuation completed at
the end of that period, that transfer should be shown in 58.13 or 58.14 as
appropriate so that the true surplus appears in 58.29.
(2)

Where an insurer decides to allocate to the long-term insurance business the
whole or any part of the investment income and/or net capital gains arising
from assets not attributable to its long-term insurance business, the allocation
should be included in Form 58 as a transfer from the non-technical account
(see 14.1(6)). This transfer should be included in either lines 13 and 15, or 32
and 34, depending on whether there is an overall net transfer out of or into
the fund (or part of the fund) respectively (see Instruction 3 for the
completion of Form 58).

(3)

Where, under rule 9.4(2)(b) a surplus is determined for a part of a fund where
the rights of any policyholders to participate in profits relates to that subfund, paragraph 22 of Appendix 9.4 requires a company to provide a Form
58 both in respect of the sub-fund and the fund of which it is a part.

(4)

In general, line 61 of Form 58 corresponds to the proportion which has to
satisfy the criteria laid down in rule 3.3 but this will not always be so. For
example, where the with-profits policyholders are entitled to, say, 90% of the
profits from the with-profit business but are also eligible to share in the
profits arising on the non-profit business on a discretionary basis, line 61
would be relevant for the purpose of rule 3.3 (which relates to 'eligibility')
only in the Form 58 for the long term fund as a whole and not in the Form
58 for the sub-fund.

(5)

The surplus shown in Form 58, in keeping with the definition, represents the
excess of the amount of the fund over the liabilities, but the wording in lines
29 and 49 is intended to make it clear that the surplus is not to be regarded as
synonymous with disposable profits. The solvency margin requirements
implementing the First Life Directive make it imperative for a clear
distinction to be drawn between the liabilities and the margins available to
count towards an insurerÕs solvency margin. The surplus should not include
any part of the mathematical reserves which the appointed actuary considers
are required to constitute the proper provision envisaged by rule 5.6 (these
should be included in Forms 51 to 54 as appropriate), but it may include
contingency and other reserves held which count towards the solvency
margin.
Paragraph 23 - Forms 60 to 61

15.10

(1)

Forms 60 and 61 set out the calculation of the required minimum margin
(i.e. the greater of the required margin of solvency and the minimum
guarantee fund) for long-term insurance business. The legislation provides
for a solvency margin in respect of an insurerÕs long-term insurance business
as a whole and where more than one long-term insurance business fund is
maintained the information in Forms 60 and 61 will relate to all funds
combined, including industrial business where this is transacted. Provision is
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made for the mathematical reserves and the calculation of the solvency
margin to be shown separately for the main classes of long-term insurance
business and, for the purposes of reconciliation, mathematical reserves
attracting a nil rate of solvency margin are to be included. Class III includes
contracts where the benefits are partially linked to investment funds or
indices and any reserves for non-linked benefits under such contracts,
including those relating to accumulating with profits benefits, should be
included under Class III business in the appropriate column in Form 60. The
presence of non-linked benefits, including accumulating with-profits
benefits, does not generally alter the appropriate column for linked benefits.
(2)

In Form 60, line 51 should equal the figure in line 59 of Form 61, together
with any class V margin included in the note under instruction 6.

(3)

Where cash bonuses have been allocated to policyholders and are due to be
paid, they are in the nature a current liability. As such they should not be
included in the amount of mathematical reserves included in Form 60. No
factor need to be applied to cash bonuses in calculating the required margin
of solvency.

16.
16.1

THE RULE 9.36 STATEMENT: INFORMATION ON THE
APPOINTED ACTUARY
(1)

Rule 9.36 calls for a statement of the information specified in rule 9.36(1)(a)
to (d). The insurer is required to make a further statement that it has asked
the appointed actuary to provide it with the particulars set out in the subparagraphs and to identify in the statement the information which has been so
provided. The insurer must supplement these particulars if there is further
information of which it is aware additional to that provided by the appointed
actuary.

(2)

Rule 9.36 (1)(a) and (b) refer to ÔparticularsÕ but this word is not defined in
the rule. In the case of investments, the particulars should include at least a
general description of the investments, the name of the holder of the
investment, the nominal or principal amount outstanding and, where
applicable, the rate of interest and terms of repayment. In the case of a life
policy or policies, it will usually be sufficient to show total annual premiums.
In the case of transactions of a minor character falling under rule 9.36(1)(b),
a general description should be given and full particulars are not required.

(3)

As a result of rule 9.36(3)(a) the particulars which have to be given apply not
only to the interests of or amounts paid to the actuary but also to other person
specified in that rule. It is worth noting, however, that rule 9.36(4) provides
for the reporting insurer and other insurers within the same group to be
treated as one for the purpose of rule 9.36(3)(a). The effect of the words in
parenthesis in rule 9.36(3)(a)(iii) and (iv), taken with rule 9.36(4), is that
payments made to the reporting insurer and to companies related to it will be
excluded from the disclosure requirement.
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(4)

Rule 9.36(3)(b) and (c) set out the circumstances in which a person shall be
deemed to have an interest or benefit for the purpose of the rule. Rule
9.36(5) describes the circumstances in which a person shall be taken to
control a body corporate for the purpose of rule 9.36(3).

(5)

The information required by rule 9.36 should be given in respect of each
person who was the appointed actuary at any time during the financial year.
Also it is good practice to give the information in respect of the person who
prepared the Appendix 9.4 report for the financial year, even if he or she
was only appointed as actuary after the year end. It is also good practice to
name each appointed actuary especially if more than one is referred to in the
rule 9.36 disclosure.

17.

CERTIFICATES BY DIRECTORS AND ACTUARY AND REPORT
OF AUDITORS
Certificate by the directors etc.

17.1

(1)

Part I of Appendix 9.6 specifies the statements to be included in the
directors' certificate. These vary according to the type of insurer and the
types of business which it writes.

(2)

Where in the opinion of those signing the certificate, the circumstances are
such that any of the statements required by paragraphs 1 to 6 of Appendix
9.6 cannot truthfully be made, the relevant statements shall be omitted, (see
paragraph 7(1) of Appendix 9.6). Where any statements have been omitted,
this fact shall be stated in a note, (see paragraph 7(2) of Appendix 9.6) and
reasons given.

(3)

For insurers which fall within the circumstances of the first half of paragraph
4(e) of Part I of Appendix 9.6, the directors will need to consider carefully
whether the returns are distorted by any management services agreements for example, where a parent insurer subsidises its subsidiary in its infancy.

(4)

Paragraph 5 of Part 1 of Appendix 9.6 covers directors' certificates in
respect of two types of published guidance - systems of control and
preparation of returns guidance. The FSA will circulate from time to time a
list of the published guidance which it considers relevant for this purpose.

(5)

In order to certify compliance with systems of control guidance, it is
necessary for the directors to be satisfied that the control system was in place
at the end of the financial year in question and that it was reasonable to
believe that the systems continued to be in place after that date and will
continue to be in place for the foreseeable future. In this instance the beliefs
which the directors hold at the time of signature of the returns are the
relevant ones. For example, if the system was believed to be in place at the
end of the financial year in question, had clearly - but unexpectedly - failed
shortly afterwards and was once again believed to be in place at the time of
signature of the returns, the certificate could not properly be given.
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(6)

As to the standard of compliance required, the FSA recognises that absolute
assurance is most unlikely to be achieved. By way of illustration, an isolated
human error would not of itself be considered a failure of the system
provided that the system is capable of recognising and rectifying the error
swiftly. Frequent or repeated errors would however cast doubts on the
integrity of the system.

(7)

A list of the guidance complied with is sufficient. Where only part of a
published guidance note is complied with, it is acceptable to claim
compliance with that part. Where directors do not know or cannot satisfy
themselves whether guidance has been complied with, such guidance should
be omitted from the list. It is not necessary to state which guidance has not
been complied with except in rare cases when no published guidance has
been complied with (in which case the negative disclosure referred to in (2)
comes into play).
The actuary's certificate

17.2

(1)

Part II of Appendix 9.6 sets out the statements to be included in the
appointed actuary's certificate.

(2)

The rule in SUP 4.3.9 lays down that an actuary must be a Fellow of the
Institute of Actuaries or the Faculty of Actuaries and have the required skill
and experience to perform his functions under the regulatory system.

(3)

Where an overseas insurer wishes to appoint an actuary with an overseas
actuarial qualification, the FSA will consider the issue of a direction under
section 148 of the Act permitting this in appropriate cases.

(4)

If an insurer appoints a firm of consulting actuaries, each of the partners in
the firm must possess the prescribed qualifications. Where an individual
member of a firm is appointed only that individual need be qualified.
The auditors' report

17.3

(1)

Rule 9.35 specifies the scope of the audit. The contents of the auditors'
report are set out in Part III of Appendix 9.6. The rules on auditorsÕ
qualifications are found in SUP 3.4.

(2)

The Auditing Practices Board issues separate guidance notes specifically for
auditors of insurers and auditors should refer to these.

(3)

The parts of the return which are subject to audit are:
(a)

Forms 9 to 17, and 20 to 45;

(b)

the statements furnished under rules 9.25, 9.26, 9.27 and 9.29.
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(4)

The unaudited parts of the return are:
(a)

the statements furnished under rules 9.30, 9.31 and 9.36;

(b)

the information provided in accordance with Appendix 9.4 (including
Forms 46 to 61);

(c)

the certificate of the appointed actuary prepared under Part II of
Appendix 9.6.

(5)

The auditors are also required to report on whether the directors' certificate
except for paragraph 4(d) of the certificate and, in so far it relates to
published guidance which relates to controls with respect to money
laundering, except for paragraph 5 of the certificate. The auditorÕs report
must state whether the certificate has been properly prepared in accordance
with the rules and whether or not it was unreasonable for the persons giving
that certificate to have made the statements contained in it. Paragraph 11
provides that to the extent the information and explanations the auditors have
received do not allow them to express this opinion they should add to their
report such qualification, amplification or explanation as may be appropriate.

(6)

It is appropriate for compliance with most, but not necessarily all, relevant
published guidance to be subject to the audit opinion described above.
When, periodically, a list of relevant published guidance is circulated (see
17.1), the FSA will make clear whether or not it would normally expect an
audit opinion in respect of compliance with that guidance. Where audit of
compliance with a guidance note is inappropriate (or has not been carried out
for some reason), the auditor would be expected to invoke paragraph 11 of
Appendix 9.6 to record the fact.

(7)

Paragraph 10(c) of Appendix 9.6 provides for the auditors to state the extent
to which, in giving their opinion, they have relied on the appointed actuary's
certificate with respect to the mathematical reserves and required minimum
margins and on a direction by the FSA under section 148 of the Act for the
identity and value of any implicit items which are admitted.

(8)

Forms 31 and 34 relating to years of origin prior to 1981 will contain figures
which include information about claims notified and payments made prior to
the 1980 Regulations coming into force. Such information was not subject to
audit under those rules and the relevant figures are excluded from audit under
the 1983 Regulations and this exemption was carried forward in the 1996
Regulations and subsequently the Interim Prudential Sourcebook by rule
9.35(2)(a). This is now only relevant to Forms 31 and 34 for accounting
class 7, as these forms for the other accounting classes have a ten-year cut
off.

(9)

Paragraph 12 of Appendix 9.6 provides that where the auditors refer in their
report or in any note attached thereto to any uncertainty, the report shall also
state whether in the auditor's opinion that uncertainty is material to
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determining whether the insurer has available assets over the appropriate
solvency margin. This paragraph should not be read as requiring the auditors
to refer to an uncertainty. It merely provides that if they do so an additional
opinion is required. An uncertainty should be treated as material for these
purposes if, upon the crystallisation of so much of the uncertainty as is not
remote, the required level of available assets would not be met.
18.

STATISTICAL RETURNS: FORMS 91 TO 94
Background

18.1

(1)

Forms 91 to 94 do not form part of the returns but constitute a separate
return which must be deposited with the FSA, (Ôthe statistical returnÕ).

(2)

The statistical return reports insurance business transacted by a UK insurer
in other EEA States either through a branch in that country or on a services
basis into that country from an establishment in the UK or another EEA State.

(3)

U K insurers who wish to establish a branch in or provide services into
another EEA State must make the requisite notification to the FSA under
AUTH.
The requirement to deposit Forms 91 to 94

18.2

(1)

The requirement to prepare and deposit Forms 91 to 94 is set out in rule
9.37.

(2)

A UK insurer which in any calendar year:
(a)

carries on general insurance business in an EEA State (other than the
UK) through a branch in that state should prepare Form 91;

(b)

provides general insurance in an EEA State (other than the UK)
through an establishment in the UK or in another EEA State should
prepare Form 92;

(c)

carries on long-term insurance business in an EEA State (other than
the UK) through a branch in that state should prepare Form 93; or

(d)

provides long term insurance in an EEA State (other than the UK)
through an establishment in the UK or in another EEA State should
prepare Form 94.

(3)

The forms in (1) should be prepared separately in respect of each EEA State
in which the insurer carries on business or provides insurance.

(4)

The forms in (1) relate to calendar years not necessarily financial years.
Three copies of each form (where required) should be deposited with FSA
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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 insurer.
(5)

Where the insurer has made a notification of its intention to establish a
branch in an EEA State or to provide insurance in an EEA State (see 18.1(3))
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 FSA
within nine months of the end of each calendar year signed by a director,
chief executive or secretary of the insurer.

(6)

Forms 91 to 94 are not subject to audit.

(7)

No direction under section 148 of the Act may be granted modifying or
exempting insurers from the requirement to deposit Forms 91 to 94.
Inaccurate or incomplete returns

18.3

(1)

Rule 9.37 requires the FSA to consider the Forms 91 to 94 or notification
deposited under that rule and, if any such document appears to it 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 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.
Conventions for completing the Forms

18.4

(1)

The conventions described in 4 for the return forms should also be applied to
the preparation of these forms, (other than in respect of signature of the
returns for which see 18.2(4)).

(2)

The box in the heading entitled ÔEEA State in which branch is situatedÕ or
ÔEEA State in which risk is situatedÕ should be completed with the country
code of that EEA State to which the form relates. See the A n n e x to
paragraph 10 for these codes.
Accounting rules

18.5

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.
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19.

TREATMENT OF INDIVIDUAL SAVINGS ACCOUNT (ÔISAÕ)
BUSINESS

19.1

Forms 41 and 42
Earned premiums and claims arising from ISA business should be included
under ÔOther contractsÕ in Forms 41 and 42 respectively. The extent to
which an entry under ÔOther contractsÕ is attributable to ISA business should
be disclosed separately by way of a supplementary note. [Codes 4101 and
4201]

19.2

Forms 46, 47, 51 to 54 and 57
ISA business should be included under ÔOther businessÕ in Forms 46, 47, 51
to 54 and 57. The extent to which an entry under ÔOther businessÕ is
attributable to ISA business should be disclosed separately by way of a
supplementary note.
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GUIDANCE NOTE 9.2 (rule 9.3)
ACCOUNTS AND STATEMENTS FOR A MARINE MUTUAL COMPANY
(FORMS M1 TO M5)
________________________
[Deleted]
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GUIDANCE: FSA ÔDEAR DIRECTORÕ LETTERS
DD1
USE OF DERIVATIVES - LINKED PRODUCTS
_________________________

The following is the text of a letter dated 3 July 1998 from Martin Roberts, Director,
Insurance to all companies authorised by the Treasury to carry on long-term business.
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1 Victoria Street
London SW1H OET
Enquiries
Fax

0171-270 4558
0171-215 0244

Direct line

The Managing Director
All companies authorised by the Treasury
to carry on long-term business

Our ref
Your ref

3 July, 1998

Dear Managing Director
USE OF DERIVATIVES - LINKED PRODUCTS
I am writing to remind you of the position of current legislation and guidance notes on
the use of derivatives by insurance companies, and to set out the Treasury's view in
respect of linked insurance (usually single premium) products backed by these
instruments. If your company offers, or is intending to offer, such products then the
issues covered in this letter will need your personal attention or that of one of your
senior board colleagues; but, in any case, please pass a copy to the Appointed Actuary
and to the auditors of the company.
Derivatives and the Legislation
Current UK legislation requires that for a derivative to be given an admissible value or
to be a permitted link in the case of index-linked or property-linked business
respectively it must be possible to demonstrate that, amongst other things, it is being
used in connection with a contract or asset for the purposes of " efficient portfolio
management" or "reduction of investment risks". The main guidance note on the use of
derivatives, Prudential Note 1995/3, provides guidance and illustrative examples on
how these conditions are to be interpreted in practice and, in particular, makes clear
that an investment strategy using derivatives will not satisfy the efficient portfolio
management or reduction in risk criteria if it gives rise to a significant increase in risk to
the policyholder. The test of how this should be assessed is introduced in Section 4.5
of the Note and expanded upon in Section 10.10 et seq., namely that the derivative
strategy
must be "benchmarked" against a broadly comparable non-derivative investment
strategy.
This guidance is still in place and it is the Treasury's view that the above test remains
fundamental. It follows, therefore, that we consider where a non derivative strategy that
has broadly the same economic effect cannot be identified it will not be possible to
demonstrate that the derivative strategy has met the criteria of efficient portfolio
management. Similarly, it will not be possible to satisfy the reduction in risks test where
there is no non-derivative strategy against which changes in risk can be assessed. A
derivative used under such a scenario to back an index-linked product could therefore
be given no admissible value (bar that which may be possible under Regulation 48 of
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the Insurance Companies Regulations 1994, as amended), and in a property-linked
product would be illegal.
The Case of Multi-Index Bonds
The appropriate comparison with what constitutes a broadly equivalent non-derivative
strategy can be a complex issue, and may not always be straightforward to implement
in practice. Nevertheless the task must be done, and it is a cause of concern to us that
in the development of the recent generations of what are usually termed guaranteed
equity or income bonds, where policyholder benefits are determined by the
performance of two or more equity indices and which are backed by derivatives, the
above test does not appear to have been given the prominence it requires when
determining whether the regulatory criteria have been met.
As set out in the examples contained in Prudential Note 1995/3, the test in the case of
products based upon a single stockmarket index involves a comparison of the
derivative strategy with the, transparently similar, non-derivative alternative of direct
investment in the assets underlying that index. However this transparency fails away in
the case of multi-index bonds, and the Treasury are unable to see how for such
products a comparable non-derivative strategy having broadly the same economic effect
can either be identified, or used to demonstrate an insignificant under performance by
the derivative strategy. This latter point is of particular relevance to products where the
benefits are linked to " the worse performance" of two or more indices. It is germane to
this view that we do not consider it feasible to seek to satisfy the regulatory
requirements through comparison with a non-derivative strategy that would, in practice,
mimic a derivatives strategy. It should be noted that the above concerns do not extend
to bonds where the benefits reflect simple weighted averages of two or more indices
which clearly could be replicated by similarly weighted direct holdings in the underlying
assets.
As I have already stressed, failure to meet the criteria of efficient portfolio management
or reduction in risks renders the use of a derivative non-compliant with the Regulations.
Companies which are holding derivatives to back the above multi-index linked products
should therefore contact their normal supervisor without delay to discuss how the
position is to be regularised.
Yours sincerely

Martin Roberts
Director, Insurance
Room 5.C. 19
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OTHER MATERIAL: ÔDEAR APPOINTED ACTUARYÕ LETTERS
DAA8
RECOMMENDED AIDS RESERVING POLICY AND RESILIENCE TEST
______________________________

The following is the text of a letter dated 29 October 1996 from the Government Actuary to
Appointed Actuaries.

_______________________________
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GOVERNMENT
ACTUARYÕS

29 October 1996

DEPARTMENT

22 KINGSWAY
LONDON WC2B 6LE
FAX (GTN) +44 (0) 171 211 2650
SWITCHBOARD +44 (0) 971 211 2600
DIRECT (GTN) +44 (0) 171 211 2620
E MAIL 100071.766@cornpuserve.com
FROM THE
GOVERNMENT ACTUARY
CHRIS DAYKIN
CB Hon DSc MA FIA F55 ASA

Dear Appointed Actuary
RECOMMENDED AIDS RESERVING POLICY
Emerging experience has shown the AIDS epidemic to be of less significance for mortality in
the UK than had originally been feared. Nonetheless, it remains the case that there are still a
material number of deaths occurring as a result of infection by HIV, and that this number is
expected to continue to rise over the next few years. The insured population has seen lower
levels of AIDS-related mortality than the general population, but it is not necessarily the case
that deaths in future years will be as concentrated in groups which are underrepresented in
the insured population.
Taking these factors into account, and bearing in mind that actuaries are required to provide
on a prudent basis for adverse deviations in mortality experience in their normal mortality
assumptions, it now seems appropriate to revise the advice previously issued to Appointed
Actuaries.
For traditional with-profits business, and for those types of unit-linked or accumulating withprofits policy where mortality charges can be varied within a relatively short timescale (say
less than two years), it will often be sufficient to allow for the possible impact of AIDS
within the actuary's margin for adverse deviations, and not to hold an explicit reserve. This
may also be true for classes where an explicit allowance is unnecessary due to insensitivity of
the reserves to the mortality assumption.
For classes where mortality or morbidity risk is of more critical importance, it still seems
appropriate to make an explicit provision in the reserving basis. It is likely that for most
companies an allowance for deaths from HIV and AIDS at a level of about one-third of basis
R6A of Bulletin No 5 of the AIDS Working Party will be sufficient (or about one-sixth of
basis R). GAD will normally expect to see evidence of reserving for AIDS mortality at this
level, but will not insist on maintenance of the additional mortality at the peak level in years
after it has been reached.
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RESILIENCE TEST
There has been some doubt expressed as to the intended treatment of property under the
resilience test. For the avoidance of doubt, I would confirm that the GAD expect the assumed
fall in property values to be 20% in those scenarios where equities are assumed to fall by
25%, and a fall of 10% in the scenario where equities fall by 10%.
Where a life insurance company has material holdings of index-linked gilts, the existing
three tests should be modified to include a component for changes in real yields on
index-linked gilts as follows:
In test (1) a fall in real yields on indexed gilts of 25% (e.g. from 4% to 3%)
In test (2) a rise in real yields on indexed gilts of 10% (e.g. from 4% to 4.4%)
In test (3) a rise in real yields on indexed gilts of 25% (e.g. from 4% to 5%)
Yours sincerely

C D DAYKIN
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OTHER MATERIAL: DEAR APPOINTED ACTUARY LETTERS
DAA9
PENSIONS REVIEW: RESERVING FOR GUARANTEES
______________________________

The following is the text of a letter dated 29 May 1997 from the Government Actuary to
Appointed Actuaries.

_________________________________
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GOVERNMENT
ACTUARYÕS

29 May 1997

DEPARTMENT

22 KINGSWAY
LONDON WC2B 6LE
FAX (GTN) +44 (0) 171 211 2650
SWITCHBOARD +44 (0) 971 211 2600
DIRECT (GTN) +44 (0) 171 211 2620
E MAIL 100071.766@cornpuserve.com
FROM THE
GOVERNMENT ACTUARY
CHRIS DAYKIN
CB Hon DSc MA FIA F55 ASA

Dear Appointed Actuary
Pensions Review: Reserving for Guarantees
Several insurance companies have indicated that they would like to consider guaranteeing
pension benefits linked to individuals' salaries, in the event that they will not be able to
secure reinstatement of service within the relevant occupational pension scheme. I
understand that S113/PIA will require such a guarantee to incorporate an undertaking to
pursue reinstatement where it is possible, along the lines set out in the SIB Guidance of
October 1994 and November 1996. For those investors whose scheme will not allow
reinstatement, the guarantees could be structured in several different ways, from replicating
the benefits forgone to broad financial correspondence for the key benefits.
The Securities and Investments Board have published criteria which proposals have to meet
in order to satisfy the regulators that investors' interests are being adequately and fairly
addressed. They require that guarantees should provide pension and other benefits
corresponding in value to the benefits of the occupational pension scheme. Approval to the
provision of guarantees must be given by the appropriate regulator. In addition reserves for
any guarantees must. meet the required insurance company solvency requirements. If.
approval is given, the result will be the creation of. longterm insurance liabilities to the
Third Life Directive and the relevant UK legislation, with the particular requirement to
establish prudential reserves. Accordingly, the result may be considerably higher than the
cash equivalent of pension benefits on a GN 11 basis. As these liabilities will not have fallen
due, they must be valued by the Appointed Actuary within the mathematical reserves. The
annex to this letter sets out the views of the GAD on the required reserving standard for
these salary-linked guarantees, issued as a response to the need to compensate for mis-sold
personal pensions. Similar considerations, omitting only the allowances for salary
progression, -apply where the guarantees are linked to national average earnings.
Guarantees linked to RPI or LPI raise no new issues for life office reserving and are not
covered in the annex.
Initially, the full information required to set up reserves on an individual basis may not be
readily available. In addition, it may take considerable time to obtain and verify that
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information. The SIB and PIA consider that, if issuing an offer to guarantee equivalent
benefits is, accepted as a satisfactory precursor to seeking reinstatement. then the process of
making an offer need not be delayed on an individual basis.until the quote for reinstatement
is available. Where reinstatement is discovered not to be available, the guarantee to provide
corresponding benefits, if accepted, remains in effect. However, where companies accept
that investors have been disadvantaged, even in advance of performing a loss assessment,
the issuing of offers to guarantee benefit will be seen as a way to overcoming delays in
making offers of redress caused by data collection, as well as delays caused by seeking
reinstatement.
The Third Life Directive permits reserving on an aggregate basis, providing that the total
reserves are at least equal to the total of the individual reserves. If the individual reserves
cannot be calculated because the required information is not available, it is incumbent on the
Appointed Actuary to make prudent assumptions about the missing information. That would
be in addition to the level of prudence normally required. Appointed Actuaries should keep
the GAD informed of their approach to these additional reserves.
Further, because some measure of current salary is such a key parameter in these
arrangements, no insurance company should be committed to an offer to guarantee a benefit
unless that information has been obtained from the investor.
Insurance companies must continue to seek missing information. As relevant information is
received, the Appointed Actuary will be able to review the level of the additional reserves.
In order to monitor the development of the reserves throughout the duration of the
guarantee, the Appointed Actuary will need information about any relevant changes which
will affect the level of guarantee (e.g. salary rises). If such information, or any other
information required by the Actuary, is not obtained, the Actuary must once again make
prudent assumptions. It is understood that SIB/PIA require that once a guarantee has been
given to an individual, such guarantee would not lapse if continuing information were not
forthcoming.
Please note that these guidelines are relevant only to the special situation wising from the
pensions review. They do not indicate any change of view on the inappropriateness of
insurance companies entering into contracts linked to salary, earnings or indices thereof.
Yours sincerely

C D Daykin
0597-09
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Reserving For Guarantees Arising From Mis-selling of Personal Pensions
1

This note `should be read in conjunction with the Dear Appointed Actuary letter of
29 May 1997.

2.

Assumptions of a Continuing PP Policy
Whenever there is a guarantee there will also be a continuation of the insurance
policy previously entered into. The conversion of the existing policy into one which
mirrors the pension scheme exactly is not an acceptable option. The SIB require that
the guarantee must be in the form of a legally binding and enforceable contract
between the life office and the investor. The DTI considers that this contract will
either be separate and additional to, or possibly an amendment of the PP contract,
which will in any case remain in force. DTI need to see the form of the additional
contract although the responsibility for ensuring that it meets the needs of investor
protection lies with the financial services regulator.
The life office should take steps to avoid the personal pension being invested in very
volatile unit-linked funds, and as far as possible require it to be switched to with
profits, or at least a less volatile unit-linked fund. Otherwise there will be very
significant mismatching and resilience issues to address, including a perverse
incentive for the policyholder to take exceptional risks, secure in the knowledge that
the downside is met by the guarantee.

3.

Proposed Reserving Principles

3.1

General Basis
It should be assumed that salary inflation (excluding increases arising from
promotion, performance or scale increases) will be at 2% a year above the inflation
rate as measured by increases in the RPI.

3.2

Deriving the Value of Liabilities - Method 1

3.2.1

Implicit allowance for inflation as measured by increases in the RPI should be made
by using a net discount rate, determined according to paragraph 3.2.3 below.
Explicit allowance for salary inflation in excess of increases in the RPI should be
made according to paragraphs 3.2.2 and 3.5

3.2.2

The liabilities would be determined assuming an effective salary inflation rate of
22% (being the 2% differential in paragraph 3.1 above plus an allowance for
possible underperformance of assets and for prudence) together with a further
allowance for salary progression (discussed in paragraph 3.5 below). The liabilities
would be discounted at the modified net interest rate derived in paragraph 3.2.3.
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3.2.3

3.3

It should be assumed that:-.
(a)

The RPI remains constant for the purposes of determining regulation 69
yields on RPI linked assets - as provided in paragraph (6) to that regulation.

(b)

Equity shares, and those land assets where such an assumption is appropriate,
are assumed to be linked to RPI for the most of this exercise only.

(c)

The effective yield on fixed interest investments, or on any other investments
which do not carry a prospect of capital appreciation related to inflation,
should be reduced by an implicit inflation rate so calculated as a mismatching
adjustment. The required implicit rate of RPI increase is to be taken as the
difference between the yield on the FTSE Actuaries 15 year medium coupon
gilt index and the FTSE Actuaries over 5 year (inflation 5% per annum)
index-linked gilt yield.

(d)

Risk adjustments would then be made in the normal way, and the yield
reduced by 22% in accordance with regulation 69(2).

Deriving The Value of Liabilities - Method 2

3.3.1 The Appointed Actuary may elect to use the full yield determined in accordance with
regulation 69, in which case the salary inflation rate would need to be assumed to be
the implicit inflation rate derived in paragraph 3.2.3(c) above, plus at least 3%, being
the 2% differential in paragraph 3.1 above plus a 1% allowance for possible
underperformance of assets. It would still be necessary to allow for salary
progression as set out in paragraph 3.5.
3.4

Resilience Test
Resilience tests, whether Method 1 or 2 is adopted, would be carried out in a
standard way by applying the scenario to the assets prior to carrying out the chosen
steps. The implicit inflation rate in paragraph 12.3(c) would be recalculated by
adjusting the indices in a natural manner consistent with the assumptions for assets.
In particular this will allow for mismatching approaching retirement.

3.5

Allowing for salary progression

3.5.1

The Future
Appropriate allowance should be made for future salary increases arising from
promotion, performance or scale increases. The assumptions should have regard to
any relevant and available published scales, and to age and occupation. The
Appointed Actuary may assume that. the basic salary assumption contains a
sufficient margin for prudence to cover this area as well, and therefore adopt a "best"
estimate approach for this element of the basis.
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3.5.2

Data
To ensure the reasonableness of the reserve, the Appointed Actuary should obtain
data, normally annually if possible (although triennial data adjusted for inflation is
acceptable), to update current salaries and nature of employment

3.6

Other points

3.6.1

Future interest rates
Assumptions about future interest rates, including any implicit in future annuity rate
assumptions, must accord with regulation 69(8/9). Where an assumption as to the
future yield on index-linked gilts is required, this should not exceed 3% a real.
Resilience tests should incorporate changes in the regulation 69(8/9) yield.

3.6.2

Marital status
For prudence, all persons should be assumed to have a qualifying spouse at the date
of death if before retirement. It should also be assumed that all members are married
at the date of retirement, but that no re-marriage will take place after the later death
of a spouse.

3.6.3

Leaving service
No assumptions should be made in respect of savings from future withdrawals from
service.

3.6.4

Mortality
Mortality assumptions need to make prudent allowance for future improvements.

3.6.5. Expenses
When setting overall expense reserves, the Appointed Actuary will need to take into
account the additional costs of administering these guarantees.
3.6.6. Unit-linked business
For unit-linked business the reserve for the guaranteed pension benefit (and
associated expenses) should be determined along the lines described above, with the
assets underlying the relevant unit fund(s) determining the yield for discounting in
accordance with paragraph 3.2.3 or 3.3.1. Allowance for a resilience test should be
made in accordance with 3.4, again based on the assets underlying the unit fund(s).
In order to be consistent with the rest of the basis, allowance for inflation of renewal
expenses should be made at the rate of 2% pa., rather than at the rate used when
assessing the standard non-unit reserve.
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The above calculations will produce a reserve for the guaranteed benefits. There will
also be a unit and non-unit reserve calculated for the contract in the normal way. The
additional reserve required is the difference between the reserve for the guaranteed
benefit and the sum of the standard unit and non-unit reserves, subject to a minimum
of zero.
3.6.7

Resilience effects on the associated personal pension
When assessing the liabilities, particular care is required to ensure that the effect of
resilience scenarios on the associated personal pension liability, are taken into
account. The may mean that, in a resilience scenario, two 'hits' are suffered. The
assets backing* the guarantee fall in value, but also the cost of the guarantee rises
from the diminution of the value of the personal pension policy, whether this is
unit-linked or with profit.

3.6.8

Special benefit rules
Some schemes have special features, which can increase the liability, or make
identification of a closed-off liability difficult. These include the public sector
schemes which allow re-entrants to restore their preserved rights based upon current
salary, and others which provide a boost to pensions after a given number of years'
reckonable service.

3.6.9

Negative Reserves
In accordance with regulation 73, the reserve for the guarantee must be nonnegative.

Government Actuary's Department 27 May 1997

0597-09
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OTHER MATERIAL: ÔDEAR APPOINTED ACTUARYÕ LETTERS
DAA11
RESERVING FOR GUARANTEED ANNUITY OPTIONS
The following is the text of a letter dated 13 January 1999 from the Government Actuary to
Appointed Actuaries.
_________________________________
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GOVERNMENT
ACTUARYÕS
DEPARTMENT

Your reference
Our reference
22 KINGSWAY
LONDON WC2B 6LE
FAX (GTN) +44 (0) 171 211 2650
SWITCHBOARD +44 (0) 971 211 2600
DIRECT (GTN) +44 (0) 171 211 2620
E MAIL 100071.766@cornpuserve.com
FROM THE
GOVERNMENT ACTUARY
CHRIS DAYKIN
CB Hon DSc MA FIA F55 ASA

13 January, 1999

The Appointed Actuary
All insurance companies authorised to
carry on long-term business

Dear Appointed Actuary
RESERVING FOR GUARANTEED ANNUITY OPTIONS
Further to Martin Roberts' letter of 18 December regarding the costs of guaranteed annuity
options in the context of policyholders' reasonable expectations, he has agreed that it would
be helpful if 1 were to provide some guidance to Appointed Actuaries of companies on the
advice I have given him on the application of the existing reserving requirements in respect
of contracts containing a guaranteed annuity.
2.
I consider that Part IX of the Insurance Companies Regulations 1994 (ICR 1994)
requires a life office to calculate its liabilities (and hence to reserve) on the basis of all the
benefits offered under the contract. Regulation 64 of the Regulations requires long-term
liabilities to be determined "on actuarial principles", and to "make proper provision for all
liabilities on prudent assumptions". Regulation 64(2) makes clear that the determination
must "take account of all prospective liabilities as determined by the policy conditions".
3.

Contracts providing for a guaranteed annuity typically take two main forms either:
•

a contract to provide an annuity with an option to secure a cash fund; or
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•

a contract to provide a. cash fund with the option to convert the benefits into an
annuity at a guaranteed rate.

4.
I would expect the reserving requirements to be very similar (if not identical)
irrespective of whether the guaranteed annuity is the principal benefit under the contract or
only an option. This is on the basis that in substance a policyholder will be entitled to the
same choice of benefits irrespective of which is the principal benefit and which is the
option.
5.
In my view it is clear that, where a contract provides for a guaranteed level of
annuity, then the effect of Part IX of the ICR 1994 is to require the company to reserve fully
for its liabilities to provide annuity benefits to the value guaranteed under the contract. In
addition it will be necessary to reserve fully in respect of any facility for policyholders to
select an alternative form of benefits.
6.
In assessing the extent of these liabilities, the company will need to make a prudent
assessment of the extent to which any options are likely to be exercised. In this context I
consider that, where the cost of meeting the guaranteed annuity benefits at maturity is
significantly greater than the value of any alternative benefits, prudence will require the
company to reserve for the contract at a level close to the full value of the guaranteed
annuity. In general it would not in my view be prudent to assume that policyholders will
choose a benefit form that is of significantly lower nominal value to them, although some
limited allowance (of a few percentage points of the reserve) could in some cases be made
for a reduction in the liability on the grounds of the additional flexibility or other perceived
advantages to policyholders of any alternative benefits.
7.
Where the levels of terminal bonus are to be adjusted with the aim of bringing the
value of the guaranteed annuity option closer to the value of the alternative benefits, there
might at first sight appear to be some room for argument that it was not necessary to reserve
on the assumption that almost all policyholders will take the guaranteed annuity benefit.
However, it needs to be remembered that, although the benefits formally "guaranteed" under
the alternative form of benefit may be lower than those under the guaranteed annuity option,
the company's discretion in setting the value of terminal bonus applied to the alternative
benefit is limited as a result of the existence of the guaranteed annuity. It is likely that close
to 100% of policyholders will exercise the annuity guarantee unless the company maintains
terminal bonus at a level which ensures that the value to the policyholder of the alternative
benefit is at least equal to the value of the guaranteed annuity. Accordingly, this constraint
will need to be reflected in the valuation assumptions made about either the proportion of
policyholders opting for the alternative benefit or the value of that alternative benefit.
Consequently any reduction in the reserves held by the insurer by more than a few
percentage points below the full value of the guaranteed annuity for this reason would
require very careful justification by the actuary.
8.
I am aware that many policyholders have in the past exercised their right to take up
to 25% of the benefits of their pension policy in the form of a tax free lump sum. However, I
would not consider it prudent to use past experience alone in this regard as a basis for
reducing the percentage of benefits assumed to be taken in guaranteed annuity form. In my
view there is a significant risk that there may be a marked change in policyholder practice if
policyholders and their advisers view annuity guarantees as valuable and something that
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should be utilised to the full. For instance, there is the possibility that in future individuals
with more than one pension policy will seek to maximise their benefits by exercising in full
any guaranteed annuity option and only taking cash from those policies that do not carry a
guarantee. In addition any further increase in the value of the annuity benefits relative to
cash has the potential to lead to a significantly greater take up of annuity guarantees. As a
result I would only consider it prudent to make significant allowance for a proportion of
available policy proceeds to be taken as cash, to the extent that policyholders are obliged to
take some of the benefits as cash. Where policyholders are not obliged to take some benefits
in cash, then the principles described in the above two paragraphs of this letter would apply.
9.
In addition to holding mathematical reserves to cover their liabilities for annuity
guarantees, companies will need to assess the extent to which a resilience reserve is
required. I expect companies to apply the recommended resilience tests and other general
advice in my letter (DAA6) of 30 September 1993 (as amended slightly in my letter of 24
November 1998 - DAM0) in determining the need for a resilience reserve. The need to hold
substantial mathematical reserves to cover guaranteed annuity options would not in my view
be a sound argument for reducing the stringency of the resilience test applied.
10.
The level of reserves established for guaranteed annuity options is likely to be one of
the features of companies' 1998 annual returns which FSA and GAD will want to review
particularly closely. It should be remembered that Schedule 4 of the Insurance Companies
(Accounts and Statements) Regulations 1996 requires the actuary's report in the annual
returns to include detailed information about the contracts written.
11.
In particular, paragraphs 4(1) and 5(1) of the Schedule require the provision of a
description of the benefits of the contracts written, including any material options. I would
expect such a description to provide an indication of the form of any annuity guarantee
offered. In addition, in accordance with paragraph 6(1)(h), actuaries should provide a
description of the way in which reserves for any annuity guarantees and options have been
determined (including an indication of the interest rate and mortality assumptions used). I
would also expect that, in accordance with Instruction 9 to forms 51-54, categories of
contracts containing annuity guarantees would be shown separately in those forms.
12.
The annual returns should include sufficient information for the FSA and GAD to
make an assessment of the extent of the guarantees offered, the reserving basis adopted by
the company and hence the scope for guaranteed annuity options to impact on the financial
position of the company.
13.
The above is my considered view and is without prejudice to any decision of
the courts which may affect it.
Yours sincerely

C D Daykin
Government Actuary
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OTHER MATERIAL: ÔDEAR APPOINTED ACTUARYÕ LETTERS
DAA13
RESERVING FOR GUARANTEED ANNUITY OPTIONS
The following is the text of a letter dated 22 December 1999 from the Government Actuary
to Appointed Actuaries.

____________________________
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GOVERNMENT
ACTUARYÕS
DEPARTMENT

Your reference
Our reference
22 KINGSWAY
LONDON WC2B 6LE
FAX (GTN) +44 (0) 171 211 2650
SWITCHBOARD +44 (0) 971 211 2600
DIRECT (GTN) +44 (0) 171 211 2620
E MAIL 100071.766@cornpuserve.com
FROM THE
GOVERNMENT ACTUARY
CHRIS DAYKIN
CB Hon DSc MA FIA F55 ASA

22 December 1999
Dear Appointed Actuary
RESERVING FOR GUARANTEED ANNUITY OPTIONS
As you will recall, I wrote to you and other Appointed Actuaries on 13January this year
regarding the application of the reserving requirements in Part IX of the Insurance
Companies Regulations 1994 in respect of contracts containing a guaranteed deferred
annuity and a cash or other alternative.
Having now reviewed, at least provisionally, the majority of companies' 1998 annual
returns, it is apparent that some aspects of this guidance have been interpreted in a variety of
ways. It is clearly important that there should be consistency in the approach taken, and
therefore the FSA has concluded that it would be helpful if 1 were to provide some further
clarification on the reserving standards that would normally be expected to be seen in future
HNITIFSA returns.
In my view, in determining the reserve for a contract containing a guaranteed annuity it
would not generally be prudent to assume that policyholders will choose a benefit form that
is of significantly lower nominal value to them than the guaranteed annuity. I indicated
previously that I would expect any allowance for the reduction in the liability on the basis of
policyholders making such choices to be limited to "a few percentage points" of the reserve.
I would like to clarify that I was referring here to the total aggregate allowance that might
prudently be made for all other benefit forms (whether cash or other forms of annuity) and
that in my view an allowance in excess of 5% would not be considered to represent "a few
percentage points".
There may be considered to be a stronger case for making an allowance for policyholders
choosing to take a proportion of their benefits in the form of a tax free cash lump sum.
However, I would not consider it prudent to assume that more than 20% of policyholders
exercised the option to take the maximum cash lump sum permitted under the terms of the
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contract. In the case of most pension contracts, such an assumption would equate with a 5%
reduction in reserve, the maximum aggregate allowance indicated above as likely to be
accepted as prudent.
I am also reviewing the level of disclosure made by each company in their 1998 annual
returns regarding the assumptions made to determine the level of reserve for contracts
containing a guaranteed annuity. For the avoidance of any doubt, we would expect to see
full disclosure of the proportions of policyholders assumed to take any available guaranteed
annuity, along with the underlying mortality and interest rate assumptions. I should also add
in this context that we would expect to see prudent allowance made for future mortality
improvement both before and after the assumed retirement date, taking proper account of
the recommendations in the latest CMI reports.
Yours sincerely

C D DAYKIN
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OTHER MATERIAL: ÔDEAR APPOINTED ACTUARYÕ LETTERS
DAA14
RESILIENCE TEST

The following is the text of a letter dated 15 May 2000 from the Government Actuary to
Appointed Actuaries.
________________________________
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Other Material: ÔDear Appointed ActuaryÕ Letter DAA14 on Resilience Testing
(replacing DAA6 and DAA12) issued by the Government Actuary
Your reference:
Our reference: DAA14
15 May 2000
Dear Appointed Actuary
Resilience Test
The revisions to the Insurance Companies Regulations 1994 made by HM Treasury recently
include a revised formula for determining the yield on investment made more than three
years in the future, with consequent effects on shorter term assumptions. This reintroduces a
prudent margin on future investment assumptions, but has the effect of making the linkage
of the future investment assumption to current yields more dynamic than applied in the past.
Three scenarios were originally promulgated in my letter of 30 September 1993 and were
amended most recently in DAA12 dated 30 September 1999. Two of these, in the context of
the new regulation, now appear unnecessarily severe in their effects, given that the new
regulations do allow for the effect of a sustained reduction in long-term interest rates.
I have, therefore, discussed with the Financial Services Authority revisions to the resilience
test which FSA and GAD consider appropriate for current conditions. These revisions will
apply from the date of coming into force of the amendment regulations.
For with profits offices, and others where it might be appropriate to do so, we consider the
three scenarios which should constitute our benchmark to be:
(1)

(iii)

a combination of
(i)

a fall in the value of equities of 10%;

(ii)

for fixed interest securities
(a)

of less than five years outstanding term to redemption, and for short
term deposits, a fall in the risk free yield of 20%

(b)

for fixed interest securities of fifteen or more years outstanding term
to redemption, a fall in the risk free yield of 10%

(c)

for fixed interest securities of more than five but less than fifteen
years outstanding term to redemption, a fall in the risk free yield of
(25-{outstanding term in years and part years})%

a fall in property values of 10%
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(iv)

a fall in the real yields on indexed gilts of 25% (e.g. from 2% to 1.5%)

(2)

a combination of
(i)

(ii)

(3)

a fall in the value of equities of the greater of
(a)

25%, subject to the fall being restricted to such as would not produce
a P/E ratio on the FTSE Actuaries All Share Index lower than 75% of
the inverse of the long term gilt yield (as defined in regulation 69(9))
before the assumed fall in paragraph (ii), and

(b)

10%

for fixed interest securities
(a)

a fall in the yields on risk free securities of less than five years
outstanding term to redemption and on short-term deposits to the
level which is calculated under regulation 69(9) for future
investments (or remain constant if already at or below this level),

(b)

the yields on risk free securities of at least fifteen years duration
remaining constant,

(c)

a fall in the yields on risk free securities of more than five but less
than fifteen years outstanding term to redemption to levels obtained
by interpolating between the figures given by (a) above and the 15
year gilt index yield (or remain constant if already at or below this
level),

(iii)

a fall in property values of 20%, and

(iv)

a rise in the real yields on indexed gilts of 10% (e.g. from 2% to 2.2%)

a combination of
(i)

a fall in the value of equities of 25%,

(ii)

a rise in the risk free fixed interest yields of 3 percentage points,

(iii)

a fall in property values of 20%, and

(iv)

a rise in the real yields on indexed gilts of 1 percentage point.

For those fixed interest securities which are not risk free, we would expect actuaries to
assume the yield differential to risk free does not reduce in a resilience test.
As mentioned in my 1993 letter, appointed actuaries should also consider the possibility of
more extreme financial conditions in the future, and the extent to which the solvency margin
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would be sufficient to enable the office to meet its liabilities in such circumstances. Cash
flow analyses should also be carried out on prudent assumptions.
The tests can be appropriately modified for other situations, in a similar way to that in my
1993 letter. As I indicated in my letters of November 1998 and September 1999, I do not
consider it is appropriate to include in the test any component which, taken overall, serves to
reduce the prudential effect of the test. For example, the actuary to an office which has only
unit linked business, some of which carries a guaranteed annuity rate, should not necessarily
assume equity values fall in applying tests for lower interest rates. Indeed actuaries to such
offices should consider their resilience to a rise in equity values combined with falling
interest rates.
In arriving at these benchmarks, we have been mindful of the existence of the current
professional working party, and have endeavoured not to anticipate their possible
recommendations. This has led us to maintain for the time being the core features of the
previous tests, whilst introducing appropriate modifications in the context of the revised
regulation.
Yours sincerely

Chris Daykin
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