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1 A proprietary life office is planning to re-launch its regular premium unit-
linked endowment assurance.

1) Describe the steps that would be followed in designing and pricing the
product. [14]
(11) Suggest, with reasons, suitable profit criteria for the product. [3]

(111)  List the items of cashflow that will appear in the profit tests used to

price the product (bases and formulae are not required). [4]

(iv)  Outline the principal methods that could be used to take charges from
this product to cover initial expenses, and comment on their suitability.
[7]
[Total 28]

2 A proprietary life office transacts with and without-profits business. The

shareholders’ entitlement to profits from the long term business fund is
specified as 10% of the surplus distributed from that fund.

®

(11)

(iii)

(i1)

(iii)

F2(A)—2

State with reasons why an embedded value may be calculated for the
office. (3]

Describe how the realistic embedded value of the office would be
calculated. (Bases are not required.) [9]

The Customer Services Director is aware of several other life offices
who have published an embedded value profit in their accounts. He
therefore suggested at the last board meeting that the office should
publish a realistic embedded value profit.

Draft a reply to the director setting out the advantages and
disadvantages of his suggestion, describing the factors to be taken into

account when determining the risk discount rate. [11]
[3 marks are available for drafting]

[Total 23]

Describe the net premium method of valuation. [6]

Discuss the limitations of the net premium method for a typical UK life
office. [5]

Explain why the method, in conjunction with a uniform reversionary
bonus, is considered suitable to determine the statutory surplus arising
under a portfolio of conventional with-profits contracts. [4]



(iv)

\

Set out a basis which would be suitable under current conditions for the
statutory valuation of a portfolio of with-profits endowment assurances.

(3]

Describe how the reserves in part (iv) would be affected if the contracts

include an option to encash the policy on guaranteed terms at the fifth

policy anniversary. [3]
[Total 21]

A proprietary life office writes large volumes of conventional with-profits

endowment assurances. For this product:

®

(i1)

(iii)
(v)

F2(A)—3

Describe the principles underlying the determination of a surrender
value scale. (6]

Describe the retrospective and prospective methods of determining
surrender values and their advantages and disadvantages. [7]

State a formula for the prospective method, defining any terms used. [3]
Describe, with reasons, a prospective surrender value basis appropriate

for with-profits endowment assurances. [12]
[Total 28]



