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ACTION FOR FIRMS

Firms have been working to improve with-profits management for

some time, but in the judgement of the FSA, performance is still not
good enough. To avoid the risk of regulatory action, firms need to be
challenging in assessing their ability to evidence delivery of the FSA's

desired outcomes.

Key questions for management:

Governance

Are policyholders’ interests properly protected and taken into account
in decisions and actions taken by the company? Is this properly
recorded and documented?

Are the With-Profits Committee and With-Profits Actuary (or
equivalent) sufficiently independent and challenging of the Executive
Management and the Board, and do they influence and drive the
agenda for management of the with-profits fund? If there is no With-
Profits Committee, is this justified?

Do the With-Profits Committee and the company engage with
policyholders to explain decisions?

Does the With-Profits Committee receive adequate management
information?

Consumer Communication

Are current and prospective policyholders provided with
comprehensive, timely, and clear information to allow them to take a
view on the risk and reward balance of their policy?

Are the CFPPFM, Annual Report and other event driven

communications (e.g. statements, benefit notices, surrender

notices, pre-maturity information) useful and understandable for

policyholders?

- Are policyholders made aware of key items, including: investment
risk, changes of investment mix, the apportionment of charges
and expenses, strategic investments, the discretion given to
management and how they use this?

- Are customers reminded of key benefits of their policy, particularly
if they may be about to take action which would result in losing
benefits?

With-Profits Fund Operations

Are target ranges for payouts and smoothing strategies being set and
operated in a way that will deliver fair outcomes for all policyholders
in all reasonable scenarios?

Have clear benchmarks been established to assess whether costs to
manage the fund (and apportioned to it) are reasonable, and are there
regular and timely reviews of these? Are there adequate break-clauses
in long-term contracts for administration, fund management or other
services?

Does either new business in aggregate, or individual product lines,
have an adverse effect on the interests of existing policyholders?
Does investment strategy, particularly in relation to strategic
investments, risk unfairly constraining payouts?

Is the company'’s asset share methodology robust and accurate?

For mutual companies, are there implications from Project Chrysalis
that will impact the ability to run the with-profits fund as expected by
the FSA?

Closed Fund Specifics

Is there a coherent plan and financial and operational risk
management approach in place to ensure a fair distribution of assets
to all types and generation of policyholder? Are these plans and risks
regularly reviewed and updated, and is there a clear strategy for when
the business becomes sub-scale?

Is there sufficient communication to policyholders about progress of
the run-off and implications for them?

Reattribution

Are the rules for re-attribution fully understood and are mechanisms
in place to effectively manage conflicts of interest in ownership and
distribution of surplus funds?

Do plans allow the reattribution to be completed within a reasonable
timescale of announcement?

Are policyholders fully informed of their options in a timely and
understandable manner?
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HOW BDO CAN HELP

BDO can support companies respond to the FSA's concerns and to ensure
transparency and fairness in the management of with-profits business.

Our services include:

Gap Analysis: Assessing overall performance against the FSA's desired
outcomes for with-profits business, including COBS 20 and Principles 6,
7 and 8.

Governance Effectiveness Review: Reviewing the adequacy of
governance arrangements, including effectiveness of with-profits
committees and responsiveness of Executive Management and the Board.

Policyholder Communication Testing: Testing the quality of
policyholder communication, including outcomes testing with customers.

Reviews of Operational Management of the Fund: Reviewing key
aspects of operational management of the with-profits fund, including:
independent assessment of approaches to, and fairness of, target ranges,
smoothing strategies, and payouts; review of bases for apportioning costs
and overheads to with-profits policyholders and the with-profits fund;
and, the impact on existing policyholders of new business.

Implementation Support: Advice on how to implement FSA
requirements in a manner proportionate to the size of the business and
with-profits fund.

Independent Assurance: Independent quality assurance of internal
reviews and programmes to improve with-profits management, including
wind-down plans for closed funds and management of strategic
investments.

With-Profits Committee Support: Independent support to the With-
Profits Committee.

Reattribution: Support to ensure compliance with FSA rules and
legislation, negotiation with Policyholder Advocate and effective
management of conflicts of interest.

Independent Assessments and Skilled Persons Reviews: In the
unfortunate circumstances it is required, we are experienced at
conducting independent investigations and skilled persons reviews.
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THE BENEFITS OF

WORKING WITH BDO

The Benefits of BDO

We offer:

+ Focused understanding of FSA expectations and the requirements for
fair and effective customer experiences.

+ Direct access to a team with practical, senior-level experience of
managing with-profits business combined with regulatory, actuarial
and customer management expertise.

+ Business-focused and realistic interpretation of regulation,
identification of gaps, and practical plans to improve performance.

We aim to provide our clients with access to senior and
experienced teams. We understand how valuable it is that the
team you work with has practical experience and has dealt
directly with the FSA on with-profits management

Our Specialist With-Profits Team

Our team comprises senior individuals with unrivalled with-profits
experience gained in consulting and CEO and Board roles. Our combined
team's experience includes:

«  Chief Executive and Non-Executive Director roles of companies
managing with-profits funds.

+ Advising the FSA on its Treating Customers Fairly programme and
outcome-based approaches to regulation and assessing firms'
performance.

+ Advising senior management teams on customer-driven strategies
and improving customer experiences.

+ Assisting firms to successfully prepare for ARROW and other FSA
assessments, including in relation to with-profits management.

+ Adviser to the Policyholder Advocate on the Aviva reattribution.

+ Chairman of the Association of Mutual Insurers and the Annotated
Combined Code Steering Group.

+ Membership of ABI Life Insurance Committee and of Regulatory
Committee of Association of Financial Mutuals.

+ SYSC, COBS, DISP, TCF and Prudential regulation.

+ Section 166 Skilled Person reports.

Contact
For more information contact:

TIM KIRK

t: 0207893 2254

m: 07768 743 007

e: tim.kirk@bdo.co.uk

FIONA RAISTRICK
t: 0207893 2529
m: 07800 682 288
e: fiona.raistrick@bdo.co.uk
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