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FIL Life Insurance Limited

{Formerly Fidelity Investments Life Insurance Limited)

Report of the Directors for the year ended 30 June 2008
The Dhrectors present their report and the audited financial statements for the year ended 30 June 2008
Principal activity

The principal activity of the Company 1s to provide nsured pension products hnked to funds managed
by the FIL Limited (formerly Fidelity International Limited) Group of companies and selected fund
pariners

Business review and future developments

During the year, the Company added a further 37 new chents (2007 46 new clents) bringing total
assets held to cover linked habilities to £3,098,994,000 (2007 2,600,490,000) mcluding remsurance
assets The Company added 61 new funds and 15 client-specific funds (2007 48 new funds and 18
client-specific fund)

The Company continues to offer funds from external fund providers which supplement the range of
Fidelity funds offered by FIL Life Insurance Limited Where the funds are invested via a remsurance
contract with another Life Insurer, the remsurance premiums and share of claims are separately
disclosed Funds remnsured increased in the current year as depicted n the key performance ndicators
section below

The Company continues to focus 1ts selling efforts on the UK corporate penstons market while building
the organisational and systems wmnfrastructure for expansion

Key performance indicators (KPIs)

The Board momtors the progress of Company including the following KPIs,

2008 2007

£000 £°000

Assets held to cover hnked habilities 1,381,728 1,761,519
Rewmsurers’ share of techmical provision for linked habilities 1,717,266 838,971
Total unit linked business 3,098,994 2,600,490
Surplus of capital resources over regulatory requirements 12,561 12,268

Change of name

The company changed its name from Fidelity Investments Life Insurance Limited to FIL Life
Insurance Limited on 30 June 2008

Results, dividends and transfer to reserves

The profit for the year, after taxation, amounted to £619,000 (2007 £1,236,000) Ths amount has
been retained in shareholder funds

No dividends were declared or proposed during the year (2007 Nil)
Directors

The Directors of the Company at 30 June 2008 and those that held office withun the year are hsted on
page 2




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Report of the Directors for the year ended 30 June 2008 (continued)
Actuary

M Hawes of Watson Wyatt Limuted replaced M Chaplin of Watson Wyatt Limuted as the Actuanal
Function Holder for the year ended 30 June 20G8

Principle risks and uncertainties

The Company’s nsk management objectives and policies are pnimanly designed to protect the
Company’s regulatory capital requirements, thereby safeguarding policyholders’ interests whlst
ensunng the ability to meet cash flow requirements

Insurance risk

Insurance risk arises on immediate annnty business through exposure to mortahty and te vanances
between assumed and actual expenence 1n factors such as persistency levels and mflation The

Company manages this nsk by ensuning that adequate reserves are held, based on past expenence and
future expected trends  The Company mutigates this nisk by the remnsurance of the annuity book

There are no guarantees or options 1n respect of umt linked business policyholders that would give nse
to msurance nisk

Frinancial instruments and risk management

Financial nsk management objectives

The Company 1s exposed to financial risk through 1ts financial assets, financial liabilities, remsurance
assets and policyholder habilities The most important components of this financial risk are market nisk
(including interest rate nsk, equaty price nisk and currency nsk), credit nsk and liqudity nsk

For unit-linked contracts the liabilities to policyholders are matched with assets m the portfolio There
15 therefore no price, currency, credit or interest risk for these contracts

The Company does not use hedge accounting

aj) Market risk

Interest rate risk

The Company’s main exposure to interest rate nsk relates to mterest bearing assets m the form of
deposits and cash held with the company’s banks or other approved institutions Term deposit balances
eamn fixed rates of interest, and overmight deposits are subject to the interest rate available on the day

Equnty price risk

The Company has no significant net exposure to equity price nisk as all holdings m investments
exposed to equity price risk are matched by habilities to policyholders

Currency risk

The Company has no significant net exposure to currency nisk as all holdings 1n investments exposed to
currency nisk are matched by hiabilities to policyholders and no international operations are conducted




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Report of the Directors for the year ended 30 June 2008 (continued)

b) Credut risk

The Company has credit risk exposures relating to credit institutions, reinsurers and mvestments m
collective scheme funds There 1s credit risk associated wath the settlement of premiums and claims
which mcludes debts from an Authonsed Corporate Director (ACD)

Credit nsk policy and controls are m place Bank balances are held with approved credit mstitutions
and mvestments 1a collective scheme funds are limited to money market funds within defined credit
rating parameters

If a rewnsurer fails to pay a claim 1n respect of immediate annuity business, the Company remains liabie
for the payment to the policy holder The creditworthiness of remnsurers is considered on an ongomg
regular basis by reviewng their financial strength In respect of umt linked business, the policyholders
bear the credit nisk ansing from reinsurance

Appropnate provision 1s made where an amount 18 not considered to be recoverable

¢} Liquidity nisk

The Company has no sigmficant exposure to hquidity risk as 1ts matenial policyholder habihities are m
linked funds and the Company has the ability to defer the payment on these claims 1f 1t 18 necessary to
do so

Statement of disclosure of information to auditors

Each of the persons whe 15 a Director at the date of this report confirms that

&  so far as each of them 1s aware, there 1s no mnformation relevant to the audit of the Company’s
financial statements for the year ended 30 June 2008 of which the auditors are unaware, and

» the Director has taken all steps that he/she ought to have taken m his/her duty as a Director mn
order to make mm/herself aware of any relevant audit information and to establish that the
Company’s auditors are aware of that information

Auditors

PricewaterhouseCoopers LLP have signified their wallingness to contmue 1n office




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Report of the Directors for the year ended 30 June 2008 (continued)
Statement of Directors’ Responsibilities

Company law requires the Directors to prepare financial statements for each financial year that give a
true and fair view of the state of affairs of the Company and of the profit or loss of the Company for
that year In prepanng those financial statements, the Directors are required to

e select surtable accountmg pohicies and then apply them consistently, with the exception of changes
ansing on the adoption of new accounting standards mn the year,

» make judgements and estimates that are reasonable and prudent,
state whether applicable accountmg standards bave been followed, subject to any matenal
departures disclosed and explamned 1n the financial statements, and

+ prepare the financial statements on the gomg concern basis, unless 1t 15 wmappropriate to presume
that the Company will continue 1n business

The Directors confirm that they have comphed wath the above requirements 1n preparing the financial
statemernts

The Directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and to enable them to ensure that the
financial statements comply with the Compames Act 1985 They are also responsible for safeguarding
the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other uregulanties

Approved by the board of Directors
and signed on behalf of the board

—_—
Woj

S Fraser
22 September 2008




FIL Life Insurance Limited
(Formerly Fidelity Investments Life Insurance Limited)

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF FIL LIFE INSURANCE
LIMITED

We have audited the financial statements of FIL Life Insurance Limited for the year ended 30 June
2008 which comprise the Profit and Loss Account, the Balance Sheet, the Statement of Cash Flows,
and the related notes These financial statements have been prepared under the accounting policies set
out therein

Respective responsiblities of directors and auditors

The directors’ responsibilities for preparing the financia! statements 1n accordance with apphcable law
and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice) are set out in the Statement of Directors’ Responsibilities

Our responsibility ss to audit the financial statements i accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, mcludng the
opimion, has been prepared for and only for the company’s members as a body 1n accordance with
Section 235 of the Companies Act 1985 and for no other purpose  We do not, i giving this opinion,
accept or assume responsibility for any other purpose or to any other person to whom this report 1s
shown or into whose hands 1t may come save where expressly agreed by our prior consent in writing

We report to you our opinton as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985 We also report to you whether in our
opimon the information given in the Directors' Report 1s consistent with the financial statements

In addition we report to you 1f, 1n our opimon, the company has not kept proper accounting records, if
we have not recerved all the information and explanations we requuire for our audit, or 1f information
specified by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the imphications for our report if we become aware of any
apparent misstatements within it

Basis of audit opimion

We conducted our audit m accordance with International Standards on Auditng (UK and Ireland)
1ssued by the Auditing Practices Board An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures m the financial statements It also mcludes an assessment of the
significant estimates and judgments made by the directors 1n the preparation of the financial statements,
and of whether the accounting policies are appropnate to the company’s circumstances, consistently
applied and adequately disclosed

We planned and performed our audit 5o as to obtam all the information and explanations which we
considered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other
trregularity or error In forming our opimen we also evaluated the overall adequacy of the presentation
of information in the financial statements

Opmion
In our opimion

¢ the financial statements give a true and fair view, 1n accordance with United Kingdom
Generally Accepted Accounting Practice, of the state of the company’s affaurs as at 30 June
2008 and of 1ts profit and cash flows for the year then ended,

e the financial statements have been properly prepared i accordance with the Companies Act
19835, and

¢ the mformation given 1n the Directors' Report 1s consistent with the financial statements

Pricovalrhasdodpes LF
PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors,
London
22 September 2008




FIL Life Insurance Limited

(F ormerly Fidelity Investments Life Insurance Limited)

Profit & loss account for the year ended 30 June 2008

Technical account — Long term Business

Year ended Year ended
30 June 2008 30 June 2007
£'000 £°000
Earned premiums, net of reinsurance
Gross premiums written 1,370,287 1,528,981
Outward remnsurance premums (979,857) (720,463)
390,430 808,518
Investment income 109,089 355,066
Other technical income, net of remsurance 5,561 4,377
505,080 1,167,961
Claims incurred, net of remnsurance
Claims paid — gross amount (722,831) (1,570,796)
Remsurers’ share 92,053 16,932
Change 1n the provision for claims — gross amount (139) 5,692
(630917 (1,548,172)




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Profit & loss account for the year ended 30 June 2008

Technical account — Long term Business (continued)

Notes Year ended Year ended
30 June 30 June
2008 2007
£'000 £000
Change 1n long term business provisions, net of
reinsurance
Gross amount (2,693) (948)
Reinsurers’ share 1,642 719
(1,051) (169)
Change in other technical provisions, net of
remnsurance
Technical provision for hinked habilities — gross amount (498,504) (277,650)
Remsurers’ share 878,295 734,914
379,791 457,264
378,740 457,095
Net operating expenses 4 (5,473) (3,982)
Unrealised losses on investments 3 (247,404) (71,745)
Taxation attributable to the Long Term Business 7 (8) (347)
Balance on the long term business technical account 18 810




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Profit & loss account for the year ended 30 June 2008

Non — Technical account

Notes Year ended Year ended

30 June 30 June

2008 2007

£000 £°000

Balance on the long term business technical account 18 810
Tax credit attnbutable to balance on long term

business technical account 7 8 347

Shareholders’ pre tax profit from long term business 26 1,157

Investment income 3 852 609

Profit on ordinary activities before tax 878 1,766

Tax on profit on ordinary activities 7 (259) (530)

Retained profit for the financial year 12,13 619 1,236

All of the amounts above are 1n respect of continuing activihies

The Company has not prepared a Statement of Total Recogmsed Gains and Losses as there are no
recogmised gains and losses other than 1its profit for the year

10




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Balance sheet as at 30 June 2008

Notes 2008 2007
£°000 £000

ASSETS
Investments
Other financial investments 8 23,234 22,980
Assets held to cover linked liabilities 9 1,381,728 1,761,519
Reinsurers’ share of technical provision
Long term business provision 3,037 1,395
Techmical provision for linked liabilities 1,717,266 838,971

1,720,303 840,366
Debtors
Other debtors 10 2,602 1,649
Other assets
Cash at bank and i hand 752 1,624
Prepayments and accrued income
Other prepayments and accrued mncome 153 513
Total assets 3,128,772 2,628,651
LIABILITIES
Capital and reserves
Called up share capital 11 12,000 12,000
Profit and loss account 12 4,269 3,650
Total shareholders’ funds 13 16,269 15,650
Technical provisions
Long term business provision 4,367 1,674
Claims outstanding 2,449 2,310

6,316 3,984

Technical provisions for linked liabilities 3,098,994 2,600,490
Creditors
Other creditors, including taxation and social 15 6,038 8,335
Accruals and deferred income 655 192
Total liabilities 3,128,772 2,628,651

The financial statements on pages 8 to 25 were approved by the Board of Directors on 22 September

2008 and were signed on 1ts behalf by -

o

Director MQ
11

Darect




FIL Life Insurance Limited

{Formerly Fidelity Investments Life Insurance Lumited)

Statement of Cash Flows for the year ended 30 June 2008

Notes 2008 2007
£°000 £000

Profit on ordinary activities before tax 878 1,766
Profit relating to long term business (26) (1,157)
Investment return (852) {609)
Movement 1n other assets/hiabilities - (1,512) 4,152
Net cash (outflow)/inflow from operating activities (1,512) 4,152
Returns on investments
Investment income recerved 852 609
Taxation
Corporation tax paid (183) (45)
Net cash (outflow)/inflow 17 (843) 4,716
Cash flows were (apphed)/ invested as follows
Decrease i cash holdings (784) (119)
Net portfolio mvestments {excluding long term business)
- Shares, other vanable yield secunties and umit trusts 17 (59) 4,835
Net (application)/investment of cash flows 17 (843) 4,716

i2




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June
2008

1. Principal accounting policies
(a) Basis of preparation

The financial statements have been prepared 1 accordance with the prowvisions of Section 255A of, and
Schedule 9A, to the Compames Act 1985 and with the Statement of Recommended Practice on
Accounting for Insurance Business 1ssued by the Association of British Insurers {‘the ABI SORP’) in
December 2005 and revised in December 2006 The financial statements have been prepared in
accordance with applicable accounting standards A summary of the Company’s more important
accounting policies 1s set out below

(b) Premiums

Unit hinked premiums, including remsurance premums, are accounted for when the hability to the
client 1s established

{c) Claims

Maturity claims and anmuties are recogrused when the claim becomes due for payment Surrenders are
accounted for when paid, or 1f earher on the date when the policy ceases to be mcluded within the
calculation of the long term business provisions and/or the techmcal provision for linked liabilities
Death claims and all other claims are accounted for when notified

Claims payable include all related internal and external handling costs Remsurance recovernes are
accounted for in the same year as the related claim

(d) Long term reassurance contracts

Long term business 15 ceded to remnsurers under contracts to transfer market and msurance nisk  Such
contracts are accounted for as msurance as risk transfer 1s significant

(e) Other technical income

Other technical income relates to management fees and record keepmg fees earmned mn connection with
the investment management and adminmistration of contributions received

(D Techmical provision for linked liabilities

The technical proviston for linked habihities represents the unit hablnhities on linked business

(g) Long term business provision

The long-term business provision 1s computed by the Actuanal Function Holder followmg annual
mvestigations of the long-term fund, and 1s calculated 1mitiaily on a statutory solvency basis to comply
with the reporting requirements under the FSA Handbook Adjustments to the valuation for the
statutory solvency purposes are made to eliminate certam reserves, notably the contingency reserve
covering the scenano of a closure to new busmess, for the purposes of these financial statements The
valuation methodology adopted for the anmuty business 1s the discounted presemt value of future
annuity payments The assumptions reflect a prudent assessment of the future expenence of mortahty,
interest and nflation and provide for the nsk of credit default by the reinsurer Additional provision 1s
made to cater for remsurer faitlure for retail investor busmness where the risk cannot be legally passed
on to the policyholders

13




FIL Life Insurance Limited

(F omerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June
2008

(h) Investment return

Investment return compnses mnvestment mcome, including realised investment gains and losses and
movements 1n unreahised gains and losses, net of investment expenses and charges

Realised gains and losses on investments are calculated as the difference between net sales proceeds
and ongmal cost Unrealised gains and losses on investments represent the difference between the
valuation at the balance sheet date and thewr purchase price, or if they have been previously valued,
their valuation at the last balance sheet date

Investment return relating to mvestments which are directly connected with the carrymg on of long
term business 1s recorded 1n the long term business technical account The investment return ansing 10
relation to all other mmvestments 1s recorded 1n the non-techmcal account

(i) Investments

Listed mvestments held are stated at market value Other mvestments are included at Directors’
valuation, having prudent regard to their realisable value

Purchases and sales of investments are accounted for using trade date accounting

)] Taxation

Current tax expense 1s charged or credited to operations based upon amounts estumated to be payable or
recoverable as a result of taxable operations for the year

Deferred tax assets and habilities are recogmsed in accordance with the provisions of FRS19 Deferred
tax 1 recogmsed in respect of all materal uming differences that have ongimated but not reversed by

the balance sheet date Deferred tax 15 not discounted

The transfer of the balance on the long-term business technical account te the non-techmcal account 18
grossed up by attnbutable tax, using the effective rate of tax applicable for the year

14




FIL Life Insurance Limited
(Formerly Fidehty Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June

2008

2. Segmental analysis

In the opiruon of the Directors, the Company operates 1n a single business segment, being that of long-
term msurance busmess The Company accepts remnsurance mmwards Thas represented 1% (2007 1%)

of gross premiums written

For the year ended For the year ended
30 June 2008 30 June 2007
Gross premiums Gross premiums
written written
£000 £°000

Non-participating
Annuity 2,449 1,045

Linked pensions

Non-profit group pension 1,367,838 1,527,936
1,370,287 1,528,981
Penodic premiums 474,946 299,815
Single premums 895,341 1,229,166
1,370,287 1,528,981
Year ended 30 June 2008 Year ended 30 June 2007
Gross new Net of Gross new Net of
premium income Reinsurance  premium income Reinsurance
£°000 £2000 £°000 £000

Non-participating
Annuity 2,449 - 1,045 -

Linked pensions

Non-profit group pension 918,642 198,481 1,266,937 620,024
921,091 198,481 1,267,982 620,024
Penodic premums 25,750 12,370 38,816 28,034
Single premiums 895,341 186,111 1,229,166 591,990
921,091 198,481 1,267,982 620,024

In classifyaing new business premiums the following bases of recogmtion have been adopted

s Recurrent single premmum contracts, mcluding Department for Work and Pensions rebates on
certam pension products, are mcluded as new business, single premums
e Periodic premiums relating to new group pension schemes funded during year are classified as
new business premums
e Pensions vested mto anmuty contracts during the year are mcluded as new annuity single
premmum business at the annuity purchase price

15




FIL Life Insurance Limited

(-Formerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June

2008

2. Segmental analysis (continued)

Where regular premiums are received other than annually, the reported regular new business premiums

are on an annualised basis

Geographical analysis

All premiums relate to contracts concluded 1n the Umted Kingdom

Reinsurance balance

The remnsurance balance amounted to a debit on the long-term business techmical account at 30 June

2008 of £5 5 mullion (2007 a credit of £32 2 million)

3 Investment return

Year ended Year ended
30 June 30 June
2008 2007
£2000 £°000
Technical account
Investment Income
Fund distnibutions received 31,499 32,536
Other investiment income 989 932
Net gams on the realisation of mvestments 76,601 321,598
109,089 355,066
Net unrealised loss on investments (247,404) (71,745)
Net imnvestment return mcluded m the long term business 783.321
technical account (138,315) ’
Non-technical account
Investment Income
Interest mcome 852 609
Net investment return included 1n the non-techmcal account 852 609
Total investment return (137,463) 283,930

16




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June
2008

4. Net operating expenses

Year ended Year ended
30 June 30 June
2008 2007
£°000 £000
Administrative expenses 5,473 3,982
Administrative expenses include the following
Auditors’ remuneration
For audit services 68 75
Non-audit services
Services relating to taxation 18 12
Other serviges pursnant to legislanon 16 15
102 102

5. Staff costs

With the exception of two non-executive Directors, the Company does not employ any staff itself
There are therefore no direct staff costs Staff are provided as part of the Insurance Agency and
Services Agreement by FIL Pensions Management, formerly Fidehty Pensions Management

6. Directors’ emoluments

Year ended Year ended

30 June 30 June

2008 2007

£°000 £'000

Aggregate emoluments 40 33

17




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limted)

Notes to the financial statements for the year ended 30 June

2008
7 Taxation
Year ended Year ended
30 June 30 June
2008 2007
£'000 £000
Tax on profit on long term technical account
UK corporation tax at 29 5% (2007 30%)
Current tax on income for the year 8 347
Total tax charged in the long term technical account 8 347
Year ended Year ended
30 June 30 June
2008 2007
£'000 £000
Tax on profit on non techmical account
UK corporation tax at 29 5% (2007 30%)
Current tax on income for the year 251 183
Tax attributable to balance on the long term techmical account 8 347
Tax on profit on ordinary activities 259 530

Factors affecting the tax charge for the year

The tax assessed for the current year 15 a composite rate of 29 5% as the rate of corporation tax reduced
from 30% to 28% on 01 Apnl 2008 The prior year 1s at the then standard rate of corporation tax mn the

UK of 30%

8. Investments

Market Market
Value Cost Value Cost
2008 2008 2007 2007
£2000 £000 £°000 £000
Umnits in collective investment scheme - listed 23,234 19,797 22,980 20,508

18




FIL Life Insurance Limited

(Formerly Fidehty Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June

2008
9. Assets held to cover linked liabihties
Market Market
Value Cost Value Cost
2008 2008 2007 2007
£'000 £000 £000 £000
Assets held to cover hinked liabilities 1,381,728 1,267,260 1,761,519 1,399,648
10. Other debtors
2008 2007
£2000 £000
Fees due 487 459
Due from HM Revenue & Customs 1,589 249
Amounts owed by group undertakings 235 941
Other debtors 291 -
2,602 1,649
11. Called up share capital
2008 2007
£2000 £000
Authorised
20,000,000 (2007 20,000,000) ordinary shares of £1 each 20,000 20,000
Allocated, called up and fully paid
12,000,000 (2007 12,000,000) ordinary shares of £1 each 12,000 12,000




FIL Life Insurance Limited

(_Formerly Fidelity Investments Life Insurance Limated)

Notes to the financial statements for the year ended 30 June

2008

12. Profit and loss account

Year ended Year ended 30

30 June 2008 June 2007

£000 £000

Balance at beginming of the year 3,650 2414

Profit for the financial year 619 1,236

Balance at year end 4,269 3,650
13. Reconcliation of movement in shareholders’ funds

Year ended Year ended

30 June 2008 30 June 2007

£°000 £:000

Retained profit for the financial year 619 1,236

Opening shareholders’ funds 15,650 14,414

Shareholders’ funds at year end 16,269 15,650

14. Assets attributable to the long term business fund

At 30 June 2008, the total amount of assets representing the long-term fund 1s £ 3,108,438,000 (2007

£2,608,067,000)

15. Other creditors, mcluding taxation and social secunty

2008 2007

£:000 £000

Other creditors 5,695 7,210
Amounts owed to group undertakings 343 1,125
6,038 8,335

20




FIL Life Insurance Limited

(Formerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June
2008

16. Management of insurance risk

Capital position statement

2008 2007

£°000 £000

Shareholder funds inside the shareholder fund 13,641 13,040

Shareholder funds mside the long-term nsurance fund 2,628 2,610

Total shareholder funds as per accounts 16,269 15,650
Adjustments to restate 1n accordance with regulatory

Asset valuation adjustments - (243)

Liability valuation differences (1,000) (1,000)

Total capital resources available to meet regulatory 15,269 14,407

Regulatory capital requirement 2,708 2,139

Surplus of capital resources over regulatory requirements 12,561 12,268

Amnalysis of Habilities

2008 2007

£°000 £000

Umut-linked business 3,098,994 2,600,490

Other life assurance business (immediate anmuty business) 4,367 1,674

Gross of reinsurance techmical provisions in the balance 3,103,361 2,602,164

The firm does not write any with-profits business

The adjustments to the regulatory basis shown in the capital statement above reflect the expense
reserve included 1n the regulatory reserves As this has been determined on the contingency of closure
to new business and the cessation of the current services agreement, 1t 1s thought appropriate to exclude
it from the accounts of a Company preparing its accounts as a gomng concern The asset valuation
adjustments comprises £l (2007 £243,000) of assets in excess of FSA counterparty exposure hmits

Restrictions on avallable capital resources

Regulatory surplus of £1,628,000 (2007 £1,610,000) has been retamed 1n the long-term insurance
fund Regulatory surpluses anismg within the long term fund can be transferred to the shareholders’
fund subject to ensunng that sufficient assets remain i the long-term fund to cover the regulatory
reserves and subject to any additional constramnts imposed by the management of the Company The
capital held withun the shareholders® funds 1s available to meet the regulatory capital requirements
without any restricttons  Subject to meetmng these regulatory capital requirements and subject to
constraints on distributing called up share capital, shareholders’ funds may be distnibuted to the
shareholder However, 1t remains the mntention of management to ensure that an excess of capital
resources 15 mamtained over that required to meet the Company’s regulatory requirements

21




FIL Life Insurance Limited

('Formerly Fidelity Investments Life Insurance Limited)

Notes to the financial statements for the year ended 30 June
2008

Disclosures relating to habilities and capital
The regulatory capital requirement 1s shown 1n the table above

The Company 1s subject to a number of regulatory capital tests and also employs a2 number of reahstic
tests to allocate capital and manage risk Overall, the Company meets all of these requirements

The Company 15 required to hold sufficient capital to meet the FSA’s capital requirements, which are
based on EU Directives The Company must also retain sufficient capital resources to cover the
Company’s own Individual Capital Assessment which considers certain business nisks not reflected in
the statutory basis, but excludes the regulatory capital requirement All of the Company’s capital
resources meet the FSA’s defimtion of Core Ther 1 capital

The reguiatory capital requirement (or capital resources requirement) 1s currently driven by the sum of
the Long Term Insurance Capital Requirement of £2,650,000 plus the Resithience Capital Requirement
of £58,000 which exceeds the Capital Resource Requirement of €3 2 mulhon as at 30 June 2008 (2007

of €32 million) The long term insurance capital requirement reflects a formula which equates to a
percentage of regulatory reserves and a percentage of net admimstrative expenses The resilience
capital requirement 15 a capital requirement that would enable the Company to have sufficient assets to

continue to cover its long-term insurance liabilities m the event of specified adverse market
movements

Caputal management policies and objectives

The Company’s objectives 1n managing its capital are
* To match the profile of its assets and Labihities, taking account of the nisks inberent in the
business,
*  To mantain financial strength to support new business growth,
*  To satisfy the requirements of 1ts pohcyholders and regulators, and

*  To retamn financial flexibihity by maintaining strong hiquidity and access to a range of captal
markets

Life assurance labilities

The technical provisions have been determined using methodology and assumptions consistent with
FSA rules governing the calculation of regulatory reporting reserves The assumptions include
approprniate margms for adverse devianon such that there 15 no significant foreseeable nsk that
habilittes to policyholders will not be met as they fall due

The technical provisions for unit-linked business have been set equal to the face value of the unit funds

backing those contracts For the umt-linked busimess no mvestment guarantees or options have been
given of any kind

The technical provisions for the immediate annuity contracts have been determined as the discounted
present value of future annuity payments The immediate annuity contracts have been valued assuming
a prudently low rate of mterest of 4 25%, a prudently high rate of RPI inflaton of 4 3% (where
apphicable) and a prudent mortality basis and assumed future mortality improvements The economic
assumptions take account of the economic conditions at the date of valuation The mortahty basis 1s
believed to mclude a prudent margin over current industry experience and best estimate future
improvements, based on research published by the Continuous Mortality Invesugation Bureau of the
Institute and Faculty of Actuanes

The mmediate annuity contracts are fully remnsured to Hannover Life Re (UK) The immediate
annuity contract techmcal provistons are largely offset by the value of the remnsurance ceded to
Hannover Life Re (UK) A provision has been established for the credit nisk ansing from the exposure
to Hannover Life Re (UK) by considenng the market discount rates applied to value corporate bonds of
a stmular credit rating to that of Hannover Life Re (UK)
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Sensttrvity of habihties and capital components

As the technical provisions for umt-linked business have been set equal to the face value of the umit
funds backing those contracts, umt-hnked busmess assets and Liabilities move together in hne with
changes 1n mvestment market condittons An additional provision of £511,000 for credit nisk on retal

investor habilites and a provision of £819,000 for credit nsk of annuity remsurance have been
provided

Other assets held are largely cash and so are not subject to changes in 1nvestment market conditions

As the immediate annuty contracts are fully remsured to Hannover Life Re (UK), any changes mn
assumptions used to determune the techmcal provisions are largely offset by changes in the value of the
remsurance ceded to Hannover Life Re (UK) The net of reinsurance hability will be sensitive to the
credit rating of Hannover Life Re (UK) and levels of corporate bond yields relative to gilt yields

Movement in capital

The Company’s shareholder funds increased from £15 7 malhion at 30 June 2007 to £16 3 mulhion at 30
June 2008 The contingency reserve requued under the regulatory reserving requirements has
remawed unchanged £1 mllion, there are no madmssible assets or assets in excess of market nsk and
counterparty lunits have decreased by £0 2 mullion Accordingly the Company’s total capital resources
available to meet regulatory requirements have increased from a surplus of £14 4 milhion at 30 June
2007 to a surplus of £15 3 mullion at 30 June 2008 A summary of the movement items 1s shown 1n the
table below

Year ended Year ended

30 June 2008 30 June 2007

£°000 £000

Shareholder funds at the start of the year 15,650 14,414
Adjustments to restate 1n accordance with regulatory

requirements (1,243) (2,527)
Capital resources available to meet regulatory requirements

at start of year 14,407 11,887

Assets 1 excess of market risk and counterparty limuts 243 484

Changes n assumptions (adjustment to actuanal closure reserve) - 800
New busizess and other factors (long term business techmcal

account operating result) 18 810
New busmess and other factors (non-techmcal account

mvestment income net of tax on profits) 601 426
Capital resources available to meet regulatory requirements

at the end of the year 15,269 14,407

The long term business techmcal account operatng result 18 mostly comprised of the excess of charges

received over expenses payable, including that ansing from new business and nterest on mstitutional
cash funds
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17. Notes to the statement of cash flows

(a) Movement in portfolio investments

Year ended Year ended
30 June 2008 30 June 2007
£°000 £'000
Increase 1n cash holdings (784) (119}
Net cash movement m portfoho mvestments (excludmng long term
business) {59) 4,835
Movement ansing from cash flows (843) 4,716
Movement 1n long term business cash flows 215 (3,730)
Total movements in portfolio nvestments (618) 986
Portfolio mvestments as at 1 July 24,604 23,618
Portfolio investments as at 30 June 23,986 24,604
(b) Net cash movement in portfolio investments
Year ended Year ended
30 June 2008 30 June 2007
£°000 £°000
Purchase of portfolio mmvestments
Shares and other vanable yield securities and units m unit trusts - 4,835
Disposal of portfolio investments
Shares and other vaniable yield securities and units 1n unit trusts (59 -
Net cash movement in portfolio investments (59) 4,835
(¢) Movement in cash and portfolio investments
Atl At 30
July Long term June
2007 Cash flow Business 2008
£000 £000 £000 £000
Cash holdings 1,624 (784) (88) 752
Shares and other vanable yield secunties and
ures wn unt trusts 22,980 (59) 313 23,234
24,604 (843) 225 23,986
At1 At 30
July Long term June
2006 Cash flow Business 2007
£000 £000 £000 £000
Cash holdings 1,655 (119) 88 1,624
Shares and other vanable yield secunties and
urts 10 unit trusts 21,963 4835  (3,318) 22,980
23,618 4,716 (3,730) 24,604
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18. Related party transactions

(a) Transactions involving Directors or key management

No contract of sigmficance existed at any time during the year m which a Director or key manager was
matenally nterested or which requires disclosure as a related party transaction as defined under FRS 8
“Related Party Disclosures”

{b) Transactions involving other related parties

(1) The Company has entered into an agresment with FIL Pensions Management,
formerly Fidelity Pensions Management (‘FPM’) to receive insurance agency and
other msurance intermediary services with effect from 1 January 2005 and amended
on 27 June 2008 Under the terms of the agreement, payments mn consideration of the
service are only made when the Company meets a targeted margin Payments due to
FPM m relation to the year ended 30 June 2008 totalled £4,412,756 (2007
£3,223,679) The balance outstanding at the end of the year amounts to £341,101
(2007 £1,013,173)

(1) The Company has also entered into an agreement with FIL Investments Services
Limited, formerly Fidehty Investments Services Limited (‘FISL’) and FIL Fund
Management Limited, formerly Fidelity Fund Management Limited (‘FFML’), to
receive vestment management services During the year, the assets held to cover
linked lablities of the Company were mvested 1n a number of unit trusts and open-
ended investment companies managed by FISL and/or FFML The investment
management fees due from FISL and FFML dunng the year ended 30 June 2008
amounted to £1,404,700 and £830,072 respectively (2007 £ 1,464,648 and £983,265
respectively) The balance owed by FISL and FFML at the end of the financial year
amounts to £166,958 and £68,083 respectively (2007 £478,502 and £462,882
respectively),

(1) FIL Investment Management Limited, formerly Fidehty Investment Management
Limited (‘FIML"), a related party with common ownership to the Company, pad
Directors’ fees on behalf of the Company totalhng £20,000 (2007 £32,550), of
which £20,000 (2007 £32,550) was charged to the Company The balance owed to
FIML at the end of the year amounts to £1,822 (2007 ml)

19. Holding company

The Company 1s a fully owned subsidiary of its ultimate holding company, FIL Limited, formerly
Fidelity International Limuted, a company incorporated in Bermuda
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