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Summary

Under the UK solvency regime, insurers such as National Deposit Friendly Society Ltd (“National
Friendly” or “the Society”) are required to publish their annual Solvency and Financial Condition
Report (“SFCR”). This is made available through the Society’s website and provides information under
prescribed headings on the risks faced by the Society, the system of internal controls and governance
framework, the financial position and how capital is managed.

2023 overview

Undoubtedly, the environment in which our Society operates has been challenging. Over the past
three years, we have witnessed unpredictable events, including conflicts in Europe and the Middle
East, interest rate rises, inflationary costs for essentials, and the impacts of COVID-19 alongside the
ongoing pressures on the NHS. Despite these challenges, we are proud of how National Friendly has
navigated these events.

We have continued to deliver on our strategy amidst significant change, grounded in our mutuality
and commitment to creating and protecting value for our members. We are carefully transforming
our Society to ensure that we continue to support you, anticipating and adapting to your evolving
needs and expectations. This includes enhancing our product offerings, expanding accessibility to
family protection to those traditionally underserved by insurers, and fulfilling our responsibilities as a
socially responsible organisation within the wider community.

Our success is borne out by key metrics:
e Asustained increase in membership (50,722 in 2023; 42,553 in 2022)
e Growth in Own Funds, a fundamental measure of value creation (£22.7m in 2023; £17.6m in
2022)
e Rising levels of gross written premium income (£31.2m in 2023; £26.1m in 2022)
e Strengthened SCR coverage (148% at YE2023; 142% at YE2022)

Externally, our achievements have been recognised through multiple industry award nominations,
reflecting our commitment to excellence in customer service, innovation, and supporting our staff.

While challenges persist, our outlook remains positive. The societal need for the insurance protection
we offer, coupled with our mutual structure, free from conflicting shareholder demands, positions us
for continued success in serving the best interests of our members, current and future.

Financial position

The table below summarises the Society’s capital position under the solvency regime at the end of
2023. The Society applies the Standard Formula for the calculation of its SCR.

Please note, the numbers in the below tables are rounded to the nearest £°000 and match the figures
within the relevant QRT templates which are input to the penny. As such, there may be small rounding
differences between the individual line items and the totals.
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Solvency Balance Sheet (£'000) 2023 2022
Assets 53,084 65,020
Best Estimate Liabilities! 23,348 40,888
Other Liabilities 4,095 1,503
Risk Margin 2,966 5,014
Total Liabilities 30,409 47,404
Eligible Own Funds to cover capital requirements 22,675 17,615
Solvency Capital Requirement 15,364 12,408
Excess Own Funds 7,311 5,207
SCR Coverage Ratio 148% 142%

The Society’s capital position is assessed in accordance with the PRA Rulebook and the Society
manages its business on this basis. This is a risk-based approach to the assessment of capital
requirements whereby Technical Provisions are calculated as the sum of the best estimate of liabilities
plus a risk margin.

Own Funds are the regulatory measure of the Society’s net assets after liabilities, on a solvency basis.
It represents the long-term value attributable to its members and allows the Board to establish the
impact of management activity over the long term.

The Society’s Own Funds have increased by £5.1m during the year, driven mainly by the writing of
profitable new business.

The SCR coverage ratio is a measure of how many times the surplus capital covers the SCR. The SCR
is the capital that an insurer is required to hold to withstand a set of events covering market,
underwriting, counterparty and operational risks such that the resulting level of capital would only be
breached during a 1-in-200 year event. The SCR is calculated using the prescribed Standard Formula
set out in the regulations. The regulatory requirement is for the SCR coverage ratio to exceed 100%,
on top of which the Society has a Solvency Risk Appetite which is set on a Red-Amber-Green scale in
order to provide additional security to members.

Over 2023 the Society’s SCR coverage ratio increased, from 142% to 148%. This movement was the
net impact of a range of underlying factors, the most material of which are set out in section E.1.

11n 2017 the Prudential Regulation Authority (“PRA”) approved the Society’s application for use of Transitional
Measures on Interest Rates (“TMIR”). This allows the Society to continue to use the discount rate from the
previous regulatory regime for the existing policies and gradually transition to the current solvency regime over
a 16-year period as these policies mature. As at the end of 2023 the amount of TMIR was quantified as being
immaterial, therefore zero TMIR has been included as at that date. This was also the case at the end of 2022.
Given that neither the current year nor prior year figures include TMIR, we have not shown separate “With
TMIR” and “No TMIR” results in this report.
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A. Business and Performance

A.l1 Business

National Deposit Friendly Society (“the Society”) is a mutual friendly society founded in 1868 and
incorporated under the Friendly Societies Act 1992.

The Society’s registered office and operating address is:
11-12 Queen Square
Bristol
BS1 4NT

The Society’s Friendly Society number is 369F.

The Society is authorised by the Prudential Regulation Authority (PRA) and regulated by the Financial
Conduct Authority (FCA) and the Prudential Regulation Authority (FRN 110008) whose contact details
are shown below:

Prudential Regulation Authority Financial Conduct Authority
Bank of England 12 Endeavour Square
Threadneedle Street London

London E20 1JN

EC2R 8AH

The Society’s external auditor is:
Ernst & Young LLP
The Paragon
32 Counterslip
Bristol
BS1 6BX

The Society forms part of a Group which consists of National Deposit Friendly Society Limited and two
wholly owned subsidiaries; National Friendly Financial Solutions Limited and National Friendly
Software Solutions Limited.

This Solvency and Financial Conduct Report (“SFCR”) covers National Deposit Friendly Society Limited
on a solo basis as well as the Society plus its wholly owned subsidiaries consolidated on a group basis.

National Deposit Friendly Society Limited is regulated as a solo insurance entity and is the only
insurance company within the Group.

The Society writes and administers contracts of insurance as follows:
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e With-profits life and pension contracts, including bonds; these are the Society’s with-profits
business

e Non-profit life contracts; the Society’s guaranteed life assurance product

e Non-profit annuity contracts; comprising immediate care plans which fund the provision of
long-term care for the balance of the member’s life

e Non-profit healthcare contracts; the Society’s private medical insurance product

e Non-profit income protection contracts; comprising full and accident only income protection
plans

e Unit-linked contracts

All business is written in the United Kingdom.

A.2 Underwriting Performance

The Society is authorised to write long term insurance business. Premiums received in 2023 comprise
regular premiums on existing policies and premiums on new contracts of insurance written in the year.

Reinsurance is used for certain products to limit the overall risk exposure and reduce the volatility of
claims, particularly in respect of new healthcare policies. The Society reinsures most of its Private
Medical Insurance products with Gen Re and reinsures the Immediate and Deferred Care Plans with
Hannover Re. For partially underwritten Guaranteed Life Assurance contracts, the Society has a mass
lapse reinsurance treaty in place, with Axis Re. In addition, for MyPMI Level 2 policies, an excess of
loss reinsurance treaty is in place.

The Society prepares its financial statements in accordance with UK Accounting Standards including
Financial Reporting Standard 102 (“FRS 102”). As such, the underwriting performance detailed in this
section is in compliance with FRS 102.

The table below shows the Society’s premiums, claims and expenses split by the prescribed lines of
business for the period ended 31 December 2023.

2023 2022
£000 Health  With-  Unit- Other Total Total
Profit Linked Life
Gross Premiums 7,870 451 22 22,410 30,753 26,092
Reinsurers’ share of premiums (2,446) - - (5,406) (7,853) (5,477)
Gross Claims (8,564) (4,460) (83) (9,861) (22,968) (18,560)
Reinsurers’ share of claims 2,699 - - 5,004 7,703 5,706

Expenses (acquisition & administration)  (3,325) (953) (66) (15,126) (19,470) (15,395)

A.3 Investment Performance

The Society holds two categories of asset; unit linked, and non-unit linked. The assets held to match
the unit-linked liabilities are managed in a separate investment fund which is ear-marked to cover the
unit linked liabilities. All non-unit linked assets of the Society are included within the single long-term
business fund.
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The Society has an Investment & Liquidity Policy which sets out the principles and guidelines for the
operation of the Society’s investments and liquidity including the framework within which the
Society’s assets will be invested. This complies with the requirements under the Prudent Person
Principle as set out in the PRA Handbook, the Society’s risk appetite and the Principles & Practices of
Financial Management (“PPFM”) relating to with-profits policies. The PPFM outlines broad ranges for
asset backing for various liabilities which have been considered in this policy.

The investment strategy of the long-term business fund is to maximise the returns to with-profits
policy holders, whilst maintaining adequate solvency and providing adequate liquidity to meet the

Society’s day to day needs.

As of 31 December 2023, the Society’s investment portfolio comprised the following assets:

2023 2022

Type of Assets Amount % of Amount % of

(Em) portfolio (€m) portfolio
Property (other than for own use) 4.3 9.4% 8.5 14.8%
Holdings in related undertakings 0.5 1.1% 0.6 1.0%
Government bonds 26.8 58.6% 35.0 61.0%
Corporate bonds 9.8 21.4% 9.7 16.9%
Collateralised securities 0.0 0.0% 0.5 0.9%
Collective investment undertakings 1.5 3.3% 1.3 2.3%
Deposits other than cash equivalents 1.9 4.2% 1.7 3.0%
Loans and mortgages to individuals 0.9 2.0% 0.1 0.2%
Total 45.7 100.0% 57.4 100.0%

e Note that values above are taken from QRTs and include accrued interest therefore do not
reconcile neatly to the financial accounts.

The Society’s investment assets are held in government bonds, corporate bonds, equities, commercial
property and bank deposits.

In 2023, the total investment asset value decreased from £57.4m to £45.7m, driven on the one hand
by the writing of new regular premium business (with bond assets being sold to fund acquisition costs,
offset by negative BEL generated on the resulting new business) and by the decision to dispose of two
commercial properties (in Norwich and Poole) and largely matched by a corresponding reduction in
the value of liabilities.

Investment income: 2023 2022
£000 £000
Income from land and buildings 1,033 624
Fixed interest stocks 2,004 1,338
Ordinary shares 27 40
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Investment income: 2023 2022
£000 £000
Income from listed investments: 2,031 1,378
Bank interest 158 27
Mortgages 2 2
Income from other investments: 160 29
Income from investments 3,224 2,031
Net losses on realisation of land and buildings (84) (17)
Net losses on realisation of listed investments at fair value through (689) (11,367)

profit and loss

Net gains/(losses) on realisation of investments (773) (11,384)
Investment income/(loss) 2,451 (9,353)
Net unrealised gains/(losses) on investments

- Land and buildings 853 (660)

- Listed investments at fair value through profit and loss 7,164 (9,729)

- Assets held to cover linked liabilities at fair value through 136 (244)
profit and loss

8,153 (10,633)

Total investment return 10,604 (19,986)
Investment Expenses

Investment management expenses 182 222

Investment property direct costs 314 455

496 677

A.4 Other Information

The Society has no other material information regarding its business and performance to report.



National Deposit Friendly Society Limited Solvency and Financial Condition Report 2023

B. System of Governance

B.1 Governance Structure

Board of Directors

The Society’s Board of Directors has responsibility for the oversight of the Society’s business and sets
its strategy and risk appetite. The Board has established a number of Board delegated Committees to
oversee certain key functions under its overarching authority, reporting their activities and making
recommendations to the Board. Each committee is chaired by a Non-Executive Director. All Non-
Executive Directors are considered to have appropriate skills and expertise to undertake their role
within the Board and Committees. All Non-Executive Directors are members of all Board delegated
Committees.

The Board is the main decision making body for the Society. It determines the strategic direction and
has responsibility for the overall management of the Society’s business affairs. The Board sets the
Society’s values and standards and has overall responsibility for ensuring that obligations to members
and other stakeholders are met.

The Board monitors and oversees the Society’s operations with the purpose of maintaining competent
management, sound planning, robust and prudent risk and capital management, an effective internal
control environment, a culture of risk awareness and ethical behaviour and compliance with statutory
and regulatory obligations.

The Board consists of such number of individuals as the Board may determine from time to time but
no more than 50% shall be Executive Directors. As at 31 December 2023, the Board comprised four
Non-Executive Directors and two Executive Directors:

e  Geoff Brown (Chairman & Non-Executive Director)

e Mark Searles (Senior Independent Non-Executive Director)
e Simon Thomas (Non-Executive Director)

e Victoria Wentworth (Non-Executive Director)

e Graham Singleton (Executive Director)

e Julian Ellacott (Executive Director)

Ratification of the appointment of Simon Thomas and Victoria Wentworth will be sought and obtained
at the Society AGM in 2024.

Audit Committee

The role of the Audit Committee is to consider and assist the Board in fulfilling its oversight
responsibilities with regards to the integrity and effectiveness of the systems of internal control,
financial processes, financial statements and performance of the internal audit function. The Audit
Committee and Risk and Compliance Committee work together effectively to cover all relevant issues
and ensure that any pertinent areas of overlap are appropriately addressed.

10
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Members of the Audit Committee are appointed by the Board and comprise all Non-Executive
Directors. Throughout 2023, the Chair of the Board was a member of the Audit Committee. Whilst
this is not in compliance with the AFM Governance Code, the Board decided that it was important for
the Audit Committee to benefit from the Chair's experience of the Society and his actuarial skills and
qualifications. Membership of all Board Committees is reviewed at least annually and the Chair's
ongoing membership of the Audit Committee will be reviewed again in 2024.

The primary responsibilities of the Audit Committee are to:

e Review the Society’s financial statements and critical accounting policies, judgements and
estimates including the assumptions to be used in respect of morbidity, mortality, persistency
and expenses.

e QOversee the annual external audit of the financial statements, considering the planning, scope
and findings of the external auditor.

e Provide advice to the Board on whether the Annual Report and Accounts, taken as a whole,
are fair, balanced and comprehensible and provide the information necessary for members to
understand the Society’s position and prospects, including performance, business model and
strategy.

e Review the adequacy and effectiveness of the Society’s internal financial controls and internal
control and risk management systems in conjunction with reviewing reports produced by the
Society’s internal and external auditors.

e Review and monitor the independence of the external auditors, in particular the
appropriateness of the provision of non-audit services.

e Consider the appointment, performance and remuneration of the external and internal
auditors.

Risk and Compliance Committee

The Risk and Compliance Committee assists the Board in its leadership and oversight of risk. This
includes the understanding and, where appropriate, optimisation of current and future risk strategy,
overall risk appetite and tolerance, risk management including risk policies, process and controls and
the promotion of a risk awareness culture throughout the Society. It is also responsible for the
oversight of regulatory compliance including conduct risk and the policies and procedures within the
Society.

The Committee consists of all Non-Executive and Executive Directors.

The primary responsibilities of the Risk and Compliance Committee are to:

e Review, monitor and challenge the Society’s risk management framework, including the
capability to identify, mitigate and manage emerging and new risks in conjunction with the
Audit Committee.

e Oversee the Society’s ongoing compliance with statutory and regulatory requirements and
ability to identify emerging regulatory trends.

e Review and oversight of strategic risks when there is significant change to the Society’s
strategic business plan.

e QOversee and provide input and challenge to the production of the Society’s Own Risk Solvency
Assessment and related stress tests and make recommendations.

11
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e Make recommendations concerning the Society’s overall risk appetite, tolerances and
strategy.

e Review any material breaches of risk appetite and risk tolerance together with the adequacy
and implementation of proposed actions, ensuring that all matters are reported appropriately
to the Board.

e Monitor and review the Society’s management of the risks of climate change.

e Review, update and test operational resilience, including the Society’s business continuity
plans on a regular basis.

e Review the Society’s procedures for the prevention and detection of bribery and corruption;
oversee anti-money laundering and financial crime systems and controls.

Investment Committee

The Investment Committee monitors compliance with the terms of the PPFM and Investment &
Liquidity Policy in relation to the management of the Society’s investments and with consideration of
the needs of both with-profit and non with-profit policyholders.

The Committee consists of all Non-Executive and Executive Directors.

The primary responsibilities of the Investment Committee are to:

e Set the Investment & Liquidity Policy, subject to Board approval, in compliance with the terms
of the PPFM in respect of with-profit policyholders and in line with the requirements of other
non with-profit policyholders.

e Qversee the application of the Investment & Liquidity Policy.

e Periodically review the Investment & Liquidity Policy, in particular in respect of capital
requirements, overall market conditions and environmental, social and governance
considerations.

o Develop and keep under review the appropriateness of key risk indicators and tolerances and
information provided by third parties such as financial institutions, asset managers and rating
agencies.

e Appoint and monitor the performance of the Society’s external investment and property
managers, and custodian.

With-Profits Advisory Arrangement

The role of the With-Profits Advisory Arrangement (“WPAA”) is to objectively monitor and provide
independent judgment on the extent to which procedures, systems and controls are adequate and
effective to enable the Society to comply with the requirements of the FCA Handbook regarding the
management and governance of with-profits business.

The WPAA comprises all Non-Executive Directors. The With-Profits Actuary attends meetings as
appropriate.

No member of the WPAA holds an Executive position within the Society, nor has acted as a
professional advisor to the Society within the year preceding a proposed first appointment to the
WPAA.

The primary responsibilities of the WPAA are:

e |n advising and reporting to the Board, the WPAA monitors and considers all relevant issues,
including but not limited to:

12
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a) The rights, interests or expectations of different classes and generations of with-profits
policyholders.

b) The manner in which the Society exercises discretion in the conduct of the with-profits
business.

c¢) The manner in which the Society addresses competing or conflicting rights, interests or
expectations of its policyholders (or groups of policyholders).

d) Proposals from the With-Profits Actuary for bonus rates, surrender values or market value
adjustments in respect of with-profits policies.

e) Proposals for changes to the PPFM.

f) Compliance with the PPFM.

e To make an annual report to with-profits policyholders, recording any significant activity it has
undertaken and highlighting any issues that it has raised with the Board.

Nomination Committee

The Nomination Committee reviews the structure, size and composition of the Board and makes
recommendations to the Board with regard to any adjustments that are deemed necessary. The
Committee comprises all Non-Executive Directors, plus the Chief Executive Officer.

The primary responsibilities of the Nomination Committee are to:

e Review the structure, size and composition of the Board including the balance of skills,
experience and diversity and make recommendations to the Board with regard to any
changes.

e Review the succession plans and leadership needs of the Society, both Executive and Non-
Executive, giving consideration to current and future business needs and requirements, and
the continued ability of the Society to compete effectively in the marketplace.

e Be responsible for identifying and nominating for the approval of the Board, candidates to fill
vacant Board positions as and when they arise.

Remuneration Committee
The underlying purpose of the Remuneration Committee is to oversee the Society’s remuneration
policy.

The Committee comprises all Non-Executive Directors. The Chief Executive attends meetings as
appropriate.

The primary responsibilities of the Remuneration Committee are to:

e Establish, implement and maintain the remuneration policy and practices in line with the
Society’s risk management strategy, risk profile and objectives.

e Observe industry standards for corporate governance regarding Executive Director, Non-
Executive Director, and Senior Management Function’s remuneration, including disclosure
requirements and avoidance of conflict between business objectives and compliance with
legal and regulatory requirements.

13
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Executive Committee

The Executive Committee forms part of the Society’s corporate governance structure. The Board is the
main decision making body and the Executive Committee is charged (via delegation from the Chief
Executive) with the operational running of the Society’s business.

The Committee consists of the Executive Directors and all members of the Executive that are in place
to support the Chief Executive Officer.

The primary responsibilities of the Executive Committee are to:

e Determine the Society’s strategic positioning, mission, aims and priorities, as part of the
Society’s strategic and operational business plans for consideration by the Board.

e Implement agreed strategy including strategic projects, and report to the Board on their
return on investment and performance against delivery time and budget.

e Manage the business on an ongoing basis, reviewing performance against budget and
business Key Performance Indicators (KPIs) as agreed with the Board. Ensure appropriate and
accurate management information is provided to management and the Board.

e Design and implement a framework of processes and controls, as agreed with the Board, that
is effective in allowing the business to run efficiently, in compliance with the Society’s Risk
Appetite Statement, legislation and regulation and enables the effective management of the
Society’s capital, risks and ORSA. Risk KPIs plus risk and control ratings are reviewed regularly

e Establishing systems for business relationships/partnerships, particularly outsourced
arrangements, so that regulatory obligations are complied with, in compliance with the
Outsourcing policy, contractual service standards are delivered and business needs met.

e Oversee the strategic approach to regulatory and legislative matters, including new legislation
and regulations.

e Implement and maintain an effective member relations strategy.

e Determine the Society’s internal culture and values, ensuring alignment with the Board’s
cultural objectives, ensuring they are embedded, maintained and promote a culture of risk
awareness and ethical behaviour for the Society’s staff to follow in pursuit of its business goals
and which is conducive to treating customers fairly and good customer outcomes.

e Undertake tasks delegated by the Board as required.

The Society monitors its system of governance on an ongoing basis and considers it to be appropriate
for the Society, taking into account the nature, scale and complexity of the risks inherent in the
business.

No material changes in the system of governance have taken place during the reporting period.

Remuneration Policy

The Society’s approach to remuneration is an integral part of its business strategy and the policy is
designed to attract, retain and motivate competent, experienced and skilled staff. The policy is based
on the following principles:

a) Reward and remuneration will be clear and competitive within the market so that individuals
are motivated and the Society is able to attract and retain key talent.

b) Remuneration will be determined fairly and objectively across the Society.

c) Variable reward for the Directors and key function holders will be linked to strategic personal
objectives.

14
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d) Total remuneration will comprise a fixed base salary as well as a variable discretionary bonus
and other financial and non-financial employee benefits.
e) The remuneration policy will be transparent and accessible to all Society staff.

The fixed and variable components of remuneration for Executive Directors and persons responsible
for key functions within the Society are broken down as follows:

Base salary

Base pay will normally be reviewed annually in April. Pay rises are not guaranteed, but the review will
take into consideration any increase in cost of living and, where appropriate other external market
factors, in line with the approach taken for all employees.

Pay reviews may take place at other times of the year to reflect a change in role and/or significant
change in responsibilities. The Committee may consult with external advisors as appropriate for such
pay reviews, who can undertake a job evaluation to provide a guide salary range relevant to the role.
The evaluation considers the demands of the role and then applying factors derived from salary
research data, takes account of the Society’s size, sector and location.

Performance Related Pay

The Executive Directors and members of the Executive Committee are eligible for annual Performance
Related Pay. This comprises two component parts; a short term incentive plan with a maximum
potential cash bonus of 60% of base salary (100% for the Chief Executive), 30% of which is deferred,
payable in April 2026. Performance is assessed on a collective basis against corporate objectives
identified within the Society’s balanced score card and delivery of personal objectives.

LTIP

Whilst there is a deferred component to the performance related pay, there is currently no formal
Long Term Incentive Plan (“LTIP”) scheme in operation. The Remuneration Committee is seeking to
introduce this in 2024, considering the Society’s medium and long term objectives over an extended
time horizon, whilst taking account of the Society’s risk profile.

Retirement and Related Benefits

The Executive Directors are members of a defined contribution pension scheme which is available to
all employees. The Society contributes up to a maximum of 12% of base salary per Director, dependent
upon personal contribution levels and consistent with the contribution levels for all staff. The Chief
Executive receives an allowance in lieu of a contribution to a defined contribution pension scheme,
the cost to the Society is the same as a 12% contribution to a pension scheme.

Other Benefits

Executive Directors are entitled to death in service benefit of four times basic salary and a company
car or car cash allowance. Other benefits available to all staff are also available to Executive Directors
such as private medical insurance, salary sacrifice schemes for pension contributions and the cycle to
work initiatives and for season ticket loans.

Non-Executive Directors

15
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All Non-Executive Directors including the Chair have letters of appointment which set out their duties
and responsibilities. The appointment of Non-Executive Directors is usually for a period of three years
and is subject to election and re-election at the Society’s AGM. After nine years of service or when a
director reaches the age of 70, re-election becomes an annual process.

Fees are benchmarked against similar roles in comparable organisations. Fees are calculated on an
annual rather than a daily basis. However, it is assumed that to fulfil the basic role of a Non-Executive
Director, sufficient time and commitment is required each month for review work and attendance at
regular Board meetings, the Society's AGM, Special General Meetings where appropriate, other ad
hoc meetings with regulators and advisers as may be required and training courses.

Non-Executive Directors’ remuneration is not performance related nor pensionable and Non-
Executive Directors do not participate in any incentive plans. However, a formal bi-annual appraisal
process is undertaken where the views of all Directors are taken into consideration and the outcome
of this is ratified by the Board.

Fees for Non-Executive Directors are determined by the Executive Directors and subject to approval
of the Board as a whole. They are designed to recognise the responsibilities of Non-Executive Directors
and to attract individuals with the necessary skills and experience to contribute to the objectives of
the Society.

B.2 Fit and Proper

Skills, knowledge, and expertise

The Society ensures that persons who effectively run the business or hold responsibility for key
functions (defined as “Senior Managers”) have, individually and collectively, an appropriate depth and
diversity of knowledge, skills, qualifications, and experience relevant to their respective roles and
duties, in order to manage and oversee the running of the organisation in an effective, compliant, and
professional manner.

These functions lie within the financial regulators’ Senior Managers and Certification Regime
(“SM&CR”) that designates a number of defined senior management function (“SMF”) roles and are
subject to additional conduct standards. The SMF roles are subject to regulatory approval prior to
appointment to their new role and undergo regular assessment of fitness and propriety.

Fitness and Propriety

To ensure that Senior Managers are fit and proper, they are recruited giving due regard to honesty,
integrity and reputation, competence, and capability of the candidate, as well as their fitness and
propriety. This is covered in the FCA FIT rules and a process is in place to ensure that all candidates in
this category are reviewed against the regulatory requirements.

Certification individuals are identified as a key person that could cause customers or the business

significant harm if they failed to perform their role effectively. These are subject to the same fitness
and propriety expectations as Senior Managers.
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On an annual basis, the Society will carry out an assessment to certify that both categories (SMF and
certified individuals) are fit and proper to carry out their function in the business.

The Society has a ‘Fit and Proper’ policy including an annual Fit and Proper declaration.

B.3 Risk Management System

Risk Management System

The Society’s risk management framework seeks to ensure that there is an effective process in place
to manage risks across the Society. Risk management is integral to all aspects of the Society’s activities
and is the responsibility of all staff. Senior managers have a particular responsibility to evaluate their
risk environment, to put in place appropriate controls and to monitor the effectiveness of those
controls. The risk management culture emphasises careful analysis and management of risk in all
business processes. Risks are identified, assessed, and managed at a strategic, operational, conduct,
and financial level.

The framework comprises the stated risk appetite and tolerance for strategic, operational, and
financial risks and associated risk registers. The Society has a number of specific risk metrics which
assist management in assessing whether outcomes are consistent with the Society’s risk appetite.

The governance of risk management is aligned to the three lines of defence:

e The first line of defence comprises the operational business areas who are responsible for the
ongoing assessment of risk and performance of day to day controls.

e The second line of defence is represented by internal assurance (oversight and monitoring) of
the operational business areas provided by Compliance and Risk.

e The third line of defence represents independent assurance on the effectiveness of the Society’s
systems and internal controls, and is provided by the internal audit function and other skilled
external practitioners e.g. consulting actuaries.

The Board has the ultimate responsibility for setting the Society’s strategy for risk management;
reviewing the Society’s systems of risk management and internal control and their effectiveness and
being responsible to the regulator and its policyholders for ensuring compliance with regulatory
obligations including capital and solvency requirements of the ORSA.

The Board determines the risk appetite, taking into consideration recommendations from the Risk and
Compliance Committee and senior management. The Risk and Compliance Committee reviews the
Society’s risk appetite statements at least annually before submission to the Board for approval.

Risk Management Function
The Risk function is led by the Head of Risk and Strategic Projects. Key responsibilities of the function
include:
e Maintenance, development, and monitoring of the risk management framework.
e Leading the review of all risks within the Society’s Risk Universe on a quarterly basis to reflect
any changes including the identification of emerging risks.
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e Provision of regular risk reporting to the Risk and Compliance Committee including dashboard
reporting of the current risk assessment versus appetite.

e Undertaking second line monitoring to assess the operational effectiveness of the first line of
defence.

o Leadingthe review of the Society’s risk appetite on at least an annual basis taking into account
the Society’s business plan and strategic objectives.

To ensure independence of this function, it has a direct reporting line to the Risk & Compliance
Committee with access to the Committee Chair.

B.4 Own Risk and Solvency Assessment

The ORSA process and report enable the Board to assess the risk-based capital requirement of the
Society based upon its strategic business plan. The Board is ultimately responsible for the review,
challenge and approval of the ORSA framework, ORSA Policy and Process approval and the ORSA
report.

A five year base case projection of the Solvency Il Balance Sheet and Solvency Coverage Ratio (“SCR”)
position is produced incorporating a number of key assumptions about the anticipated level of new
business, economic and demographic risks plus insurance risks including morbidity, lapse and future
expense assumptions. This projection is subjected to a range of stress tests in robust upward and
downward scenarios including stresses for lower than expected new product sales, worsening
morbidity plus lapses and expenses exceeding the levels assumed.

The Society’s ORSA process operates continuously through the course of the year, accompanied by
periodic formal reporting. The full ORSA report is produced and approved by the Board at least
annually. Business performance key metrics are tracked versus the ORSA target on a monthly and
quarterly basis through management reporting. Additionally, the ORSA will be reperformed at
intermediate times if capital adequacy is impacted either through capital erosion from a material
event or a material change in the risk profile. Circumstances that will trigger the need for an ORSA
outside the regular timescales have been agreed and documented within the ORSA Policy.

The Society has determined that the Standard Formula is appropriate to calculate the required
solvency capital and to assess overall solvency needs.

B.5 Internal Control System

The Society has established an internal control framework encompassing key controls of the business,
both financial and non-financial. The effectiveness of these controls are regularly reviewed by the
Executive Committee, the Board and its appointed Committees.

Key controls include:

e Strategic business planning and budgeting processes — defining the business objectives and
key initiatives, aligned to the assumptions within the ORSA projections and the Society’s risk
appetite. Performance against these objectives is monitored throughout the year by the
Board and Executive Management.
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e Risk appetite process — performed at least annually in line with the business planning process
and sets the detailed risk appetite for the key risk areas within the Society.

e Authority and approval limits — clearly documented throughout the Society such as
underwriting guidelines, claims payment authorities, invoice approval and bank transfers.

e Investment controls — have been developed and documented within the Investment Policy
detailing the investment principles and strategy and defining investment parameters, policies,
controls and valuation methodologies.

e Data validation and reconciliation processes — detailed data quality control procedures are
in place across the Society, including cross checking and reconciliations between different
sources to validate that the data within our systems and used for reporting is accurate and
complete.

The financial statements are subject to internal controls in their production and review and undergo
external audit review and Board approval prior to publication. The actuarial methodology and
assumptions follow actuarial practices and standards and are subject to review and approval by the
Board.

The internal control system is subject to periodic internal audit reviews of the appropriateness and
effectiveness of the controls. These are subsequently presented to and challenged by the Audit
Committee

Compliance Function

The overall responsibility for overseeing the compliance of the Society and advising and supporting
the business on regulatory compliance matters is a key function and approved by the regulators as a
senior management function (SMF 16 Compliance Oversight).

This function is held by the Head of Legal and Compliance who is deemed to be an appropriately
competent person and responsible for ensuring the effectiveness of Society’s systems and controls to
meet regulatory compliance requirements and undertake compliance reporting to the regulators.

The Compliance function is an independent control function with formal status within the overall
governance framework. It is not engaged in areas of the business which could create a conflict of
interest and is responsible for reporting to executive management and the Board any breaches or non-
compliance with relevant policies, rules, and regulations.

The function has access to all information necessary to carry out its responsibilities.

B.6 Internal Audit

During 2023, the Internal Audit function was established as an in-house function. The Head of Internal
Audit holds qualifications with both the Chartered Institute of Internal Auditors and the Chartered
Management Institute. Internal Audit reports administratively to the Chief Executive Officer and to
maintain the independence of internal audit activities they report functionally to the Audit
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Committee. The Chair of the Audit Committee is responsible for overseeing the independence and
performance of the internal audit function.

On an annual basis the Internal Audit function formulates and presents an annual audit plan to the
Audit Committee for approval. The internal audit plan is risk based and appropriate to the nature,
scale and risks of the Society. The plan is developed to make sure that all areas within the business
are subject to a regular review. The plan is flexible so that changes can be made during the year as a
result of changes in priorities, external conditions and risk areas.

Based on the audit plan, the internal audit function assesses the adequacy and effectiveness of
controls covering areas of governance, operations and information systems.

B.7 Actuarial Function

Since September 2021 the Chief Actuary position has been held by Executive Director, Julian Ellacott,
who is a Fellow of the Institute and Faculty of Actuaries, holds the appropriate Practising Certificate
and has complied continuously with the specific professional obligations this requires.

The Chief Actuary is supported by an internal team including at least one qualified actuary, and
external peer review of key pieces of work is also obtained. The Chief Actuary is the management
function holder approved by the regulators under the SMR.

The key responsibilities of the Chief Actuary role are:

e Providing actuarial advice to the Society’s senior management and Board.

e Regulatory reporting of technical provisions and capital requirements.

e Contributing to the effective risk management system through modelling of risks and actuarial
forecasts which form part of the ORSA process.

e Ensuring the effectiveness of the Society’s actuarial methodology, assumptions, systems and
controls.

e Providing actuarial opinion on data quality, underwriting and reinsurance effectiveness.

The Actuarial function is established as an independent control function within the overall governance
framework.

The role of With-Profits Actuary is a separate independent function which is outsourced to Sally
Butters of OAC Ltd. The With-Profits Actuary reports to the Board through the WPAA and has the
following key responsibilities:

e Advising on key aspects of the discretion to be exercised with regards the Society’s with-
profits insurance business.

e Advising whether the assumptions used to calculate the future discretionary benefits within
the technical provisions are consistent with the Society’s PPFM in respect of the with-profits
insurance business.
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B.8 Outsourcing

The Society works with a number of third party suppliers who provide a range of goods and services.
Engagement of these suppliers is governed by the Society’s Outsourcing and Purchasing Policies.
Service quality is monitored through an ongoing review of service level agreements with each third
party.

The Outsourcing Policy sets out the following requirements:

e Third party due diligence includes an assessment of key risks and material factors which could
affect the potential service provider’s ability to perform the required business activity. Checks
including financial, regulatory, conflicts of interest, information security, operational
resilience and business continuity are undertaken.

e All outsourcing arrangements must be established with a written contractual agreement
which requires internal approval as set out in the policy. Where a critical function is
outsourced, this requires Board approval.

e A record of all material outsourced arrangements is maintained with a process for regular
monitoring by the person responsible for the outsourced activity, overseen by the Risk
function.

During the period, critical or important services were outsourced to the following organisations;

Provider Service outsourced Jurisdiction

OAC Ltd With-profits Actuary UK
Mo.net actuarial system development

Software Alliance Ltd Mo.net actuarial system support UK

Medicals Direct Group Specialist medical screening UK

Alliance Surgical Plc? Medical insurance claims administration UK

Healix Health Services* Medical insurance claims administration UK

XPS Pensions Group Pension policy administration UK

Link Group Unit linked policy administration UK

Fidelity International® Investment Managers - fixed income & us
equities

Royal London Asset Investment Managers - fixed income & UK

Management? equities

Church House Investment Managers — unit-linked fund UK

Investments Ltd

Mellersh & Harding LLP | Property management and surveyors UK
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Provider Service outsourced Jurisdiction
Northern Trust Investment custodians us
Corporation
PwC3 Internal audit UK
Morrison Govan LLP Taxation services and advice UK
Brightcloud Hosted IT infrastructure services UK
Technologies Ltd
Spark Data Systems Ltd | Policy administration system support, UK

development and data migration

The outsourced provision of medical insurance claims management transitioned from Alliance
Health Group to Healix Health Services in Q3 2023.

2Following a competitive tender process, Royal London Asset Management were appointed to
succeed Fidelity as the Society’s Investment Manager in 2023.

3The Internal Audit function was insourced in March 2023 with the appointment of an in-house

Internal Audit Manager.
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C. Risk Profile

Risk Assessment Process

Risk management is an integral part of the Society’s business activities through the identification of
key threats to business strategy. Mitigation plans are put in place to ensure the Society remains
sustainable and continues to operate in the best interests of its policyholders.

The extent to which the Society tolerates risk is described by performance indicators, operational
parameters and process controls set out in the Risk Appetite Statement.

The Society’s risk appetite determines the level of risk the Society is prepared to accept as well as the
action and mitigation to be implemented against identified risks. Risks are rated based upon impact
and probability and it has been determined that any risk with a ‘Very High’ residual risk rating will
require an action plan stating what action is to be taken and on what timescale.

Concentrations

The Society has a well-diversified portfolio of assets with a defined Investment & Liquidity Policy
limiting exposure to any one asset class. Therefore, it is not subject to material concentration risk in
respect of its asset holdings.

Risk Profile

The Society’s risk profile depends on the nature of the insurance policies issued as at 31 December
2023, the assets held to match the liabilities and Own Funds and the Society’s defined benefit pension
scheme arrangement, which also contributes to the overall SCR calculation.

The Society faces a number of material risks, which are summarised below and detailed in sections
C1-C5. As at 31 December 2023 the Society had over 52,000 in force long-term policies (compared to
approximately 42,000 as at 31 December 2022). The relative proportions of policy numbers and Best
Estimate Liabilities (“BEL”) are as follows:

Product Group Policies BEL (£m) Policies % BEL %
With profits contracts 4,736 26.4 9% 113%
Other life contracts 36,222 - 16.7 68% -71%
Health similar to life contracts 11,932 12.3 23% 53%
Unit linked contracts 68 1.4 0% 6%
Total 52,958 23.3 100% 100%

The high number of “Other life contracts” which give rise to net negative BEL is driven by:
e The Society has Death Benefit Only contracts with low sums assured. These account for 7%
of the total policies by number, but only 1% of the BEL.
e The Society has just over 30,000 Guaranteed Life Assurance (“GLA/GLAP”) policies, which in
aggregate have negative BEL.
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Given the wide range of inforce contracts, the Society has some exposure to each of the core
underwriting risks. These are summarised in the table below. However, there are no material
concentrations, as shown in the tables under section C.1.

Contract Type Mortality | Longevity | Morbidity Lapse Expense
With-profits contracts Y Y Y
Other life contracts Y Y Y
Health similar to life contracts Y Y Y
Unit linked contracts Y

Overall risk exposure

The Society uses the Standard Formula approach to quantify its exposure to risk. The table below
shows the composition of the undiversified net SCR by each of the main risk categories for the current
and previous year (ie there is no allowance here for diversification in this comparison).

Risk 2023 (£m) 2022 (£m) 2023 2022
Market Risk 3.6 5.0 14% 24%
Counterparty Risk 0.6 0.7 2% 3%
Underwriting Risk (Life) 17.2 10.9 67% 52%
Underwriting Risk (Health SLT) 2.9 3.3 11% 16%
Operational Risk 1.3 1.0 5% 5%
Total 25.6 20.8 100% 100%

The most significant risks faced by the Society are market and underwriting risks.

C.1 Underwriting Risk

Underwriting risk arises when premiums and investment income are insufficient to pay the contractual
benefits on a policy or when the actual demographic experience and/or expenses of administering a
group of policies is worse than assumed in the calculation of the BEL.

In accordance with the Standard Formula, the Society has assessed the Basic SCR (“BSCR”) for
underwriting risk separately for Life and Health Similar to Life Tech