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Annual Report to With-Profits Policyholders for 2024

1 Summary

The Society has reviewed the management of its with-profits funds. The Society believes that it has
materially complied with its obligations relating to its Principles and Practices of Financial
Management. However, it should be noted that updates to the PPFM in respect of the fund mergers
that took place in January 2023 were included in subsequent updates that were consulted on in
September 2024 and not published until January 2025. The following sections provide the
background and reasons for the Society having reached this opinion.

2 Introduction

The Principles and Practices of Financial Management (“PPFM”) sets out the way that Foresters
Friendly Society (the Society) manages its with-profits business.

The Financial Conduct Authority rules require insurers to provide an annual report to with-profits
policyholders on whether the Society believes it has complied with its obligations in relation to its
PPFMs. In addition, the report should describe how the Society has exercised discretion and the
way that the Society has addressed matters such as the respective interests of its policyholders.

The Society maintains two with-profits funds (which may also include non-profit policies), namely
the “Order Insurance Fund” and the “POIS Fund”.

The POIS Fund was set up as a result of the transfers of engagements to the Society on 26th
September 2014 of the Post Office Insurance Society business from Family Assurance. Each with-
profits fund is ring-fenced with each fund having its own separate portfolio of assets.

Change from 1 January 2024

The Board took the decision to close the Order Insurance Fund (‘OIF’) to new policies, from 30th
April 2024. The Board believed that this was in the best interests of existing with-profits
policyholders owing to the costs involved in keeping the fund available for small numbers of new
policies.

Policies already in force will continue to receive service until maturity and regular premium
contributions will continue to be collected.

Customers are also still able to make additional ‘top up’ premiums to their plans where product
terms and conditions allow (e.g. ISA products). The policyholders will remain members of the
Society and, therefore, continue to be entitled to the membership benefits available to all.

All policyholders that were affected by this change were separately contacted. The result of the
fund closure is that the Society continue to maintain the Order Insurance and POIS Funds as
separate with-profits funds.
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3 Governance Arrangements

The Board has responsibility for compliance with the Society’s PPFMs. The Society has set up a
With-Profits Advisory Arrangement ("WPAA"), which is made up of non-executive directors. Details
of the members are shown in the Society’s Annual Report and Accounts. The role of the WPAA is
to exercise independent judgement in assessing compliance with the Society's PPFMs and in
addressing conflicting rights and interests of policyholders within the with-profits funds. The Board
and the WPAA are advised by the With-Profits Actuary.

The With-Profits Actuary provides advice to the Board on the exercise of discretion with regard to
with-profits contracts, including on key aspects of the application of the Society’s PPFMs. The With-
Profits Actuary’s report to policyholders in respect of 2024 is contained in the Appendix to this report.

4 Compliance with the obligations of the PPFM including the exercise of
discretion

4.1 Investment Policy

Investment performance is considered at least quarterly by the Society’s Investment Committee.
The Society monitors the actual assets held against the agreed benchmarks on a monthly basis.

During 2024 asset classes were generally within the target ranges for the with-profits funds
except for the POIS Fund where the asset allocation to corporate bonds extended outside the
range mentioned in the PPFM practices. The target range was up to 55%, but the current
investment represents 61% of the POIS Fund.

This breach has occurred due to active developments in the investment strategy in the interest of
improving policyholder outcomes, for which updates need to be made to the PPFM. The Society
will update the practices within the PPFM to align with the current agreed investment strategy.

The Society continues to observe the timely disinvestment of the non-standard assets and
consider looking for ways to accelerate the disposal schedule. Currently, these assets are
producing strong investment returns and the risks inherent in holding these assets are reducing
over time as we approach full disinvestment.

4.2 Bonus Rates

This is the main area of discretion in managing the Society’s with-profits business. Section 2 of the
POIS PPFM and section 2 of the PPFM for the remaining funds describe how the Society exercises
its discretion in setting bonus rates.

In February 2025, annual bonus rates were reviewed and declared for 2024:

e For the Order Insurance Fund, declared rates were set as equal to the 2024 interim rates for
conventional with-profits products;

e For the Order Insurance Fund accumulating with profit, the 2024 annual bonus rates were
increased from those declared in 2023; and
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e For the POIS Fund, declared rates in 2024 were unchanged from 2023.

Whilst the principles are being followed, the method used to set bonus rates for the POIS Fund
has evolved from the practises discussed within the PPFM. In particular, using an estimated future
investment return that is higher than those implied by UK government bonds (gilt assets), as
indicated in the PPFM. The estimated future investment return is based on advice received by the
Society’s external Investment Managers. The practises set out in the PPFM are currently being
amended for this point.

Revised final bonus rates for the with-profits funds were adopted with effect from 1 April 2025. In
deciding on the revised bonus rates, the Board considered the advice of both the WPAA and the
With-Profits Actuary.

The Society believes that the bonus rates declared were consistent with the PPFM.
4.3 Payouts
Maturity values are the amounts payable upon reaching the end of the term of the policy.

Surrender values, where applicable, are the amounts payable upon cancellation of a policy before
it would otherwise be payable upon death or maturity. The calculation of surrender values was
reviewed and updated as part of the review of final bonus rates.

For some products the Society has the right to apply a Market Value Reduction ("MVR") to reduce
the amount paid on surrender to an amount that fairly reflects a policy’s value. From November
2022, and in response to the volatility in UK government bond valuations, the Society chose to
impose an MVR on some policies.

A review of the Society’s with-profits funds’ payout ratios during 2024 showed that in a number of
instances fewer than 90% of the payouts were within the PPFM target range of 70% to 130% of
the asset share. These instances relate to:

e Endowment maturity payouts for the POIS Fund;
e Whole life and endowment surrender payouts for the POIS Fund; and
e death payouts for the POIS Funds.

The Society investigated the reasons for this outcome.

For maturities and surrenders:

POIS Fund: 67% of maturity and 43% of surrender payouts were within the target range. Payouts
outside the range were related to payouts being higher than asset share. The payout ratios have
been reduced steadily over time in line with previous years’ recommendations but remain outside
the target range particularly for longer term policies that mature due to applying the 10% per
annum limit to payout ratios. A secondary factor observed was that some older product types
have 0% MVR guarantees applied which maintains payouts above asset share. The proportions
falling within the target range are generally higher than observed in 2023.
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For deaths:

e POIS Fund: 50% of the payouts were within the target range. There are only a small number
of payments in this category so results are likely to be quite volatile. Inspection of each of
the cases has revealed that with payouts exceeding the asset share targets, the final bonus
rates have been reviewed to more closely align where possible future payouts to the PPFM.

Despite not meeting all of the target range requirements, the Society is satisfied it has exercised
discretion during 2024 in a manner that takes with-profits members’ interests into account.

4.4 Management of the Inherited Estate

The Inherited Estate is defined in paragraph 6.1 of the OIF PPFM, and the Glossary of the POIS
PPFM, as:

“The excess of assets maintained within a with-profits fund over and above the amount required to
meet liabilities (including liabilities which arise from the regulatory duty to treat customers fairly in
setting discretionary benefits)”

On closure of OIF, the aim is to manage the finances of the fund such that the inherited estate is
fully distributed to policyholders at point of closure. Therefore any residual estate is immaterial.

For the POIS Fund, the method of determining policy payouts aims to ensure that any surplus is all
paid out as the funds run off. The inherited estate for these funds can therefore be considered
negligible.

Due to the absence of an inherited estate any miscellaneous profits or losses accrue to the reserve
for future bonus and distributed in due course.

4.5 Charges

During 2024 the Board has continued to limit the effective charge to with-profits policies in the
Order Insurance Fund to less than the actual expenses incurred, with the difference borne by the
Society’s Non-Profit Fund.

On implementation of the OIF run-off plan the annual charge for the accumulating with-profits
policies has been reduced by 1% per annum.

For the POIS Fund the charges for expenses have been in accordance with the transfer agreement,
updated in accordance with that agreement.

4.6 New Business

Both the OIF and the POIS Fund are closed to new policies. Contractual top-up and conversions
continue to be accepted.

Page 4



v &4 Foresters .
4 ' Friendly Society POIS
4.7 Managing Competing or Conflicting Rights of Policyholders

The Society is a mutual organisation and therefore avoids any competing or conflicting rights which
can exist between policyholders and shareholders within a proprietary company. However, different
groups of policyholders have potentially competing interests due to:

o different types of products;

e policies of different sizes or policy terms;

e policies with different start and end dates; and
o different with-profits funds.

An important consideration in ensuring that the interests of different groups are balanced is the way
that policies are grouped together. Policies are grouped together into distinct classes within each
fund, taking the following criteria into account:

o taxable or tax-exempt policy status;
e endowment, whole life or pensions;
e regular or single premium paying status; and
e conventional or accumulating with-profits product type.
Different bonus rates are declared for distinct classes of with-profits business.

When setting bonus rates the Society aims to limit the size of the change in payouts on policies of
a similar type to no more than 10% from year to year. However, as set out in paragraph 2.63 of
the PPFM, the Society may impose larger changes on payouts.

The approach taken during 2024 was consistent with the PPFM.
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4.8 Changes to the PPFM

Significant changes were made to the OIF PPFM in 2024, and was approved by the Board in January
2025, to account for the with profit fund closure, and includes

- Changes to accommodate the fund merger with Tunstall, Leek, and PEF
- OIF Fund closure
No changes were implemented to the POIS PPFM over 2024.

The Society’s PPFMs provide definitions of the terms used within this paper. The PPFMs are available
on our website. If you would like a copy of the PPFM, please contact our Member Services team on
0800 988 2418 during our normal office hours.
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Appendix: Report of the With-Profits Actuary to With-Profits policyholders
of The Ancient Order of Foresters Friendly Society Limited

I have been appointed by The Ancient Order of Foresters Friendly Society (the Society) to act as
the With-Profits Actuary (WPA). I was formally appointed to this role in April 2020. I am a Fellow
of the Institute and Faculty of Actuaries, and I am not a policyholder or member of the Society.

The Society must produce an annual report to its with-profits policyholders that states whether it
believes it has complied with its obligations relating to the Principles and Practices of Financial
Management (PPFM) and setting out its reasons for that belief.

I am also required by the FCA Handbook to provide a report to with-profits policyholders to
accompany the firm’s annual report, stating whether, in my opinion, the discretion exercised by
the firm in respect of the period covered by the report may be regarded as taking the interests of
the firm’s with profit policyholders into account in a reasonable and proportionate manner. In
doing this, I must have regard to the rules and guidance laid down in the FCA Handbook.

The purpose of this report is to comment to with-profits policyholders on the exercise of discretion
over 2024. I have made a report to the Board in accordance with the requirements of the FCA
Handbook to inform them of my view of the way in which the PPFM has been applied and how
discretion has been exercised in respect of the with-profits policyholders.

The Society’s own report notes a number of issues for with-profits policyholders to be aware of in
relation to the PPFM for 2024. They relate to:

e OIF's closure to new business which took place in April 2024. Whilst there was a delay
in reflecting in the Society’s PPFM, which did not occur until January 2025,
policyholders were communicated with in advance of the changes.

e The approach of setting bonuses against gilt yields and forward-looking investment
returns.

e The consideration and planned disinvestment of certain assets held in non-traded
investments continues. This consideration remains as the non-traded nature reduces
the Society’s ability to disinvest quickly. As this disinvestment continues the Society
will monitor the returns and risks from the investments to determine their
appropriateness in applying to OIF during this disinvestment process.

Based on the information and discussions with the Society I do not believe that these items will
have caused any material issues or detrimental impacts for any group of policies or policyholders
in general. Apart from these points, I can confirm that, in my opinion, the Board has acted in a
manner consistent with the PPFM in the year from 1st January 2024 to 31st December 2024.

I can also confirm that, in my opinion, the Board has taken the interests of with-profits
policyholders into account in a reasonable and proportionate manner.
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Scott Robinson FIA Zenith Actuarial Limited
With-Profits Actuary Lester House Business Centre
21 Broad Street
6 May 2025 Bury
BL9 ODA
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