ANNUAL REPORT TO WITH-PROFITS POLICYHOLDERS ON COMPLIANCE WITH PRINCIPLES AND PRACTICES OF FINANCIAL MANAGEMENT FOR THE PERIOD 1 JANUARY 2008 to 31 DECEMBER 2008

1. Introduction

In accordance with the Financial Services Authority’s Conduct of Business sourcebook, Forester Life first published its Principles and Practices of Financial Management (PPFM) on 30 April 2004. Subsequent amendments to the sourcebook, including a completely new version effective 1 November 2007, led to revisions to the PPFM effective 30 June 2005, 1 June 2007 and 1 November 2007.

Under chapter 20.4 of the new sourcebook, the Company is required to produce an annual report to its with-profits policyholders stating whether, throughout the financial year to which the report relates, the Company believes it has complied with its obligations relating to the PPFM and setting out the Company’s reasons for that belief.

This document is produced in accordance with the preceding paragraph in respect of the calendar year 2008.

2. Statement

The Company believes that, in respect of the calendar year 2008, it has complied with its obligations relating to the PPFM, except for some of its obligations in respect of investment strategy. During 2008, rapid reductions in the value of UK equities led to the proportion of the With-Profits Fund invested in equities temporarily falling below the minimum level, and the proportion in fixed interest investments temporarily rising above the maximum level. 

3. Reasons for Statement

In order to ensure that the Company complies with, maintains and records the PPFM, it has established a With-Profits Committee. The Committee is comprised of the non-executive UK directors of the Company.

The Committee will, at least once in every 12 months, make a judgement as to the compliance of the Company with the principles and practices and how any competing or conflicting rights and interests of policyholders have been addressed.

The Committee have concluded that, in respect of the calendar year 2008, the Company complied with the PPFM in all material respects.

4. Significant, Relevant Issues

The annual report to policyholders must address all significant, relevant issues, including the way in which the Company has

1. exercised, or failed to exercise, any discretion that it has in the conduct of its with-profits business; and

2. addressed any competing or conflicting rights, interests or expectations of its policyholders (or group of policyholders) and, if applicable, shareholders (or groups of shareholders).

These issues are as follows:

Rights, interests and expectations of shareholders

Assets may only be transferred out of the Fund in order to meet expenses, special levies and compensation payments relating to with-profits policyholders, tax, reinsurance and claim payments to policyholders. Assets may also be disposed of on an arm’s length commercial terms basis.

Therefore, the with-profits policyholders receive 100% of the surpluses within the fund.

Enhanced Asset Shares

There has been no change to the methodology for determining enhanced asset shares, as described in the PPFM.

Annual Bonus Rates

The aim in setting annual bonus rates is to set rates that would be level in stable economic conditions, subject to a maximum reduction of 20%. For policies with guaranteed surrender values, the maximum increase is zero. This latter figure enables the Fund to manage the amount of guaranteed liabilities and pursue a more active investment policy.

Using the methodology set out in the PPFM, cuts of up to 20% were introduced for a number of products. These were applied on the policy anniversary falling in the 12 months after 30 April 2008.

Final Bonus Rates

Final bonus rates are set such that the minimum payout on death, maturity and surrender will be as close to 100% of the enhanced asset shares as possible. These rates will allow for the fact that for some policies future guaranteed claim values may be in excess of 100% of enhanced asset share. Hence, for other policies the minimum payout will be less than 100% of enhanced asset share.

The proportions of enhanced asset share payable on claim remained unchanged throughout 2008. 

Smoothing the value of a with-profits policy

There have been no changes to the smoothing methodology, as described in the PPFM.

Investment strategy

The aim of the investment strategy is to secure the guaranteed liabilities of the Fund with a high degree of confidence and, concurrently, to outperform the Fund’s total benchmark. The investment style is that of active portfolio management, seeking superior investment returns by way of income and capital appreciation.

As noted in section 2, above, rapid falls in the UK equity market caused a temporary breach of the minimum proportion of assets invested in equities, combined with a breach of the maximum proportion of assets invested in fixed interest. The breaches were subsequently rectified, although not immediately.

Calculations carried out during 2008 showed that the mean term of the guaranteed liabilities had increased. Consequently, the mean term of the fixed-interest benchmark was adjusted accordingly.

5. Further Information

If you have any questions regarding this document, please write to the following:

The Policy Administration Manager
Forester Life Limited
Foresters House
Cromwell Avenue
Bromley
BR2 9BF

E-mail: AdminTeam@Foresters.co.uk
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